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From the Editor eT . 


provides a passionate description. of scientific 


|: Arcadia, a play by Tom Stoppard, а young scholar 
endeavor. 


The unpredictable and the predetermined unfold together 
to make everything the way it 1s It’s how nature creates 
itself on every scale, the snowflake and the snowstorm It 
makes me so happy To be at the beginning again, knowing 
almost nothing (Stoppard 1993, p 47)! 


Explanations of marketing phenomena, like explana- 
tions in the physical sciences, inevitably raise new ques- 
tions Because you are reading the Journal of Marketing, it 
1$ likely that you have felt excitement about your own efforts 
to advance the science and practice of marketing The Jour- 
nal is the “tangible manifestation” of these efforts by the 
entire intellectual community of marketing scholars and 
practitioners (Stewart 1999, p 2) Consequently, I am 
delighted to be serving the community as editor of JM 


Objectives 


The Journal of Marketing 1s the most widely circulated 
Journal or magazine published by the American Marketing 
Association (AMA), and it continues to be the recognized 
leader 1n its field Perhaps tts vitality 15 due to a natural ten- 
ston that arises from the AMA's two objectives for JM, 
namely, that articles be both scholarly (1e, conceptually 
strong and theory-driven) and managertally relevant In 
recent years, other business disciplines have begun to 
address topics that have traditionally fallen within the 
domain of marketing, such as supply chain management, 
quality and customer satisfaction management, and interac- 
tive Information exchange This phenomenon is perhaps 
unsurprising when the importance of cross-functional coor- 
dination to business success 1s considered At the same time, 
marketing has become increasingly fragmented and special- 
ized, with an attendant proliferation in marketing journals 
Some people are pessimistic about the consequences of 
these two trends for marketing scholarship and practice 
However, I believe an important opportunity exists for JM to 
enhance its role as the premier, broad-based journal that 
bridges the scholarly and the practical 

The Journal of Marketing's aspiration of breadth repre- 
sents a challenge to the entire marketing community— 
authors, reviewers, and readers When people encounter a 
manuscript, they ask themselves “How does this advance 
the science and practice of marketing?" This question 
demands an explicit comparison of manuscripts that differ 
widely in their topics, theoretical foundations, and method- 
ological approaches—despite the lack of well-established 
objective criteria for such comparisons. It also requires a 
willingness to explore gaps in our knowledge of the market- 
ing domain I invite you to join me in facing this challenge 





IQuotations from Arcadia are from the paperback edition pub- 
lished by Faber and Faber in 1993 
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Content | 
The editorial policy of JM 1s very broad, it places few con- 
stramts on the topics of articles. Day and Montgomery 
(1999) organized a special 1ssue of JM around four funda- 
mental questions that distinguish marketing from other 
fields 


1 How do customers and consumers really behave? 
2 How do markets functton and evolve? 
3 How do firms relate to their markets? 


4 What are the contributions of marketing to organizational 
performance and societal welfare? 


I believe that these questions will continue to be relevant 
in the years ahead Marketing’s breadth dictates that the 
portfolio or mix of articles published in JM should be eclec- 
tic Thus, ЛИ must attract and publish the best manuscripts 
available across the entire spectrum of marketing Equally 
important, JM must publish significant new work, rather 
than work that revisits established research streams Finally, 
1t must value interdisciplinary work and the use of multiple 
research methods 


Clarity 


The Journal of Marketing 1s widely circulated with a diverse 
readership that includes both practitioners and academics, 
including leading scholars and students who work in univer- 
sities, profit and nonprofit organizations, and government 
Institutions Therefore, it 15 essential that articles communi- 
cate ideas clearly so that they can be extended by scholars 
and acted on by practitioners Authors must clearly describe 
the contribution of their work to marketing knowledge and 
practice in ways that are meaningful to this diverse reader- 
ship If research is empirical in nature, technical details must 
not be permitted to overwhelm the substantive contribution 
of the manuscript (In some cases, they might be summa- 
rized in an appendix, published or unpublished, so that the 
readability of the manuscript 1s not impaired ) For those 
intending to submit a manuscript to JM, I strongly encour- 
age studying JM's guidelines as well as the advice of previ- 
ous editors about crafting articles (eg, Stewart 2002, 
Varadarajan 1996a) 


Emerging Topics 


The Journal of Marketing’s content arises from the collec- 
tive efforts of the intellectual community, so it ıs neither fea- 
sible nor desirable for the editor’s personal preferences to 
influence the contents of the Journal. However, in conversa- 
tions with members of the marketing community, I have 
come to understand that the editor of JM can play a valuable 
role in identifying emerging new topics and underrepre- 
sented areas, thereby attracting high-quality manuscripts on 
important marketing topics In my opinion, the following 
topics are (as yet) undetrepresented in JM 
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Linking marketing actions with customer behavior and finan- 
сїйї outcomes customer asset management, brand equity, 
database marketing, direct/tnteractive marketing, and market- 
ing metrics for deciston makers 

*Synchronizing multiple, complementary channels within an 
organization the role of electronic channels, the integration 
of Internet and Web-based activities within the communica- 
tions mix, the harmonization of actions within value chains, 
two-way interactions within channels (1 e , customer or firm- 
1initiated), and allocation of effort across products 


* Understanding how markets function and evolve growth, inno- 
vation, new product development and the prediction of market- 
place acceptance, the role of technology, electronic information 
exchange, electronic markets, networks, institutional arrange- 
ments and interorganizational governance, and implications of 
these phenomena for public policy and societal welfare 

«Investigations of global marketing challenges the develop- 
ment of horizontal market segmentation strategies across bor- 
ders, marketing strategies for emerging economies, and the 
role of networks 


These topics do not form an exhaustive list of articles 
that are appropriate for ЈМ For example, customers are сеп- 
tral to marketing, and there 15 a great deal that we do not 
know about how customers make judgments and decisions 
over time and in different market contexts (Lehmann 1999) 
In addition, these topics are not mutually exclusive For 
example, improving our understanding of how firms can 
leverage new technology and manage information as an 
asset 1s a common theme shared by all these topics The 
rapid change ın our economic environment virtually guaran- 
tees that new and important topics will arise during my 
tenure as editor 


Upcoming Special Section 


In general, I am willing to consider proposals for an exter- 
nally funded special section A special section of JM can be 
valuable in that tt can 


*Focus attention on an emerging or underrepresented aspect of 
marketing, 

*Stimulate research and manuscript flow on a topic, and 

*Provide a forum for discussion among academics and ргаси- 
tioners (e g , through an accompanying conference) ? 


A special section 1s already underway In December 
2001, I received a proposal from the Marketing Science 
Institute (MSI) to sponsor a special section on the topic of 
*Linking Marketing to Financial Performance and Firm 
Value " My discussions with Donald R Lehmann, Executive 
Director of MSI, convinced me that a competition, culmi- 
nating in a special section of JM, could achieve these goals 
A call for papers and proposals was published in JM and 
Marketing News, with a competition deadline of May 2002 
Under my editorial supervision, the standard (double-blind) 
review process was used Winning papers were announced 
їп July 2002 Authors of selected papers and proposals pre- 
sented papers at an MSI conference in Dallas in October 


2Lusch (1999) provides a useful "blueprint" for the announce- 
ment, processing, and evaluation of proposals tor a special issue or 
section of JM and tor the development of a special issue or section 
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2002 Authors of winning papers have been invited to revise 
and resubmit their papers by February 2003, for potential 
publication in a special section of JM to be published in 
2004 


Editorial Process Issues 


I am very grateful to the past editors of JM, who left a rich 
legacy to the marketing community (Kerin 1996) I espe- 
cially thank my predecessor, David W Stewart, for his assis- 
tance and counsel during the transition репой My initia- 
tives entail modest changes ın editorial emphases and 
processes that I inherited 

First, the JM office at Vanderbilt University has shifted 
to electronic processing of manuscripts and reviews, 
through our Web site, http //mba vanderbilt edu/jm/ Hard 
copy manuscripts and reviews are still accepted, but (regret- 
tably) they may take longer to process Authors are encour- 
aged to submit and track their manuscripts online, and 
reviewers are encouraged to submit their evaluations online 
or by e-mail I hope that these new electronic processes will 
be convenient for both authors and reviewers, especially 
those who live or work outside the United States Judging by 
reports from other academic journals, it 1s likely that the 
majority of our manuscripts and reviews will be processed 
electronically Our office accepts manuscripts as PDF files 
only, and our new electronic procedures preserve the 
double-blind feature of the review process The Web site 1s 
also a repository of information regarding JM's history, 
awards, manuscript guidelines, members of the Editorial 
Review Board, the table of contents for the next issue, and 
so forth 

Second, I will pay special attention to the Executive 
Summaries that accompany manuscripts that are accepted 
for publication These summaries are used in other AMA 
publications and on the AMA Web site (marketingpower 
com/JM) It is important that executive summaries are 
crafted to be interesting and valuable to marketing scholars 
and practitioners 

Third, it ıs my goal that every author who submits a 
paper benefits from the review process by receiving con- 
structive and timely reviews and courteous treatment from 
the reviewers and editor I will usually assign three review- 
ers to each manuscript, but sometimes I will assign a fourth 
reviewer as a mechanism for coaching new reviewers (typi- 
cally junior faculty) I will make a decision on the disposi- 
tion of most manuscripts after the first round of reviews If 
there are subsequent revision and review cycles, I will pro- 
vide guidance to authors on how to resolve any conflicting 
viewpoints expressed by reviewers 

Fourth, my goal ıs to recognize the important contributions 
made by JM Editorial Review Board members and ad hoc 
reviewers It is AMA policy that two Editorial Review Board 
members must evaluate each submitted manuscript, so they 
carry a heavy burden I intend to respect their expertise, time, 
and effort In addition, I will continue the practice of past edi- 
tors who have annually recognized outstanding reviewers with 
awards at the annual Editorial Review Board meeting and have 
invited high-performing ad hoc reviewers to join the Editorial 
Review Board during my tenure (e g , Varadarajan 1996b) 


A Final Thought 


In Arcadia, scientific endeavor 1s portrayed as a process of 
recognizing order in a world of chaos At the heart of the 
process, however, 1s the fundamental humanness of our 
search for knowledge "Comparing what we're looking for 
misses the point It's wanting to know that makes us matter" 


(Stoppard 1993, p 75) The marketing community 15 diverse 

in its approach to marketing questions. However, reader or 

author, academic or practitioner, all want to know more 

about marketing phenomena I hope some answers can be 
found in JM 

RUTH М BOLTON 

Editor 
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Subramanian Balachander & Sanjoy Ghose 


Reciprocal Spillover Effects: A 
Strategic Benefit of Brand 
Extensions 


A commonly advanced rationale for the proliferation of brand extensions is companies' motivation to leverage the 
equity in established brands, thereby developing profitable products relatively easily A more interesting strategic 
argument for brand extensions that has been advanced is that extensions would favorably affect the image of the 
parent brand and thereby influence its choice In this research, the authors investigate the existence of such reci- 
procal spillover effects emanating from the advertising of a brand extension. The authors use scanner panel data 
and study spillover effects of advertising on brand choice They develop implications for brand and product line 


management 


extensions Between 1977 and 1984, 40% of the 120 to 

175 new brands introduced each year in supermarkets 
were extensions (Aaker 1990) One commonly advanced 
rationale for this proliferation of extensions 15 companies’ 
motivation to leverage the equity 1n established brands and 
develop profitable products relatively easily (Morein 1975) 
A second motivation for extensions 1s to affect the image of 
the umbrella brand favorably, which thereby influences 
sales in other categories Aaker (1996) offers several exam- 
ples 1n which existing products obtain this reciprocal bene- 
fit from brand extensions He suggests that Gallo opted to 
attach its name with a “jug-wine” reputation to its line of 
upscale, corked wines, Ernest and Julio Gallo Varietals, to 
improve the quality perception of its low-end wine product 
In another example, Contadina, which was perceived as a 
strong canned-foods brand with an authentic Italian her- 
паге, was revitalized by its entry into fresh refrigerated pas- 
tas and sauces 

If introduction of a brand extension can produce such 
(reciprocal) spillover benefits to existing products, it can be 
expected that advertising of the brand extension will also 
have a positive spillover effect on sales of existing products 
For example, Aaker (1996) suggests that advertising of the 
brand extension Hidden Valley Honey Dyon Ranch salad 
dressing made the advertising for the Hidden Valley brand 
group more effective Such advertising spillover effects 
would also have implications for allocation of advertising 
budget among the new brand extension and existing prod- 
ucts with the same brand name However, it 15 surprising 


| n recent years, there has been а plethora of line and brand 


Subramanian Balachander 15 Assistant Professor of Marketing, Krannert 
Graduate School of Management, Purdue University Sanjoy Ghose 15 
Professor of Marketing, School of Business Administration, University of 
Wisconsin-Milwaukee The authors acknowledge the helpful comments of 
Dennis Gensch, Jugal Ghoral, PK Kannan, Manohar Kalwani, Vithala 
Rao, and Brian Ratchford and a seminar at Carnegie Mellon University for 
sparking this inquiry Part of this research was conducted when the sec- 
ond author was a Senior Visiting Fellow at the National University of 
Singapore 
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that there 1s little documentation of the existence of adver- 
tising spillover effects 1n academic literature 1n spite of the 
availability of high-quality, single-source scanner panel 
data In the only field research known to us, Sullivan (1990) 
studies the effect on the demand of used Jaguar models aris- 
ing from the introduction of a new Jaguar model Her results 
can be interpreted as somewhat mixed Although she found 
that the event of introduction of the new model increased 
demand for used Jaguar models (positive spillover), adver- 
tising of the new Jaguar model depressed demand for used 
Jaguars (negative spillover) If the event of product intro- 
duction 15 considered an “information shock” and advertis- 
ing represents a more steady flow of information, similar 
effects for both forms of information should be expected 
However, Sullivan does not find such a result A possible 
reason 1s that Sullivan does not separate the negative substi- 
tution effect that arises from a brand extension, depressing 
sales of existing products from a likely positive spillover 
effect Thus, unlike the spillover effect of information shock 
caused by a product introduction, spillover effects from 
ongoing advertising may not be strong enough to over- 
whelm a substitution effect 

In this article, we separate the substitution and spillover 
effects by estimating demand at the disaggregate level using 
ACNielsen’s single-source scanner panel data We find that 
the advertising of brand extensions produces significant rec- 
iprocal spillover that favorably affects the choice of the par- 
ent brand Thus, we find empirical support for the anecdotal 
evidence presented previously Our separation of spillover 
and substitution effects may enable us to find a positive 
spillover effect of advertising, ın contrast to Sullivan (1990) 
who finds a negative spillover effect for Jaguar advertising 1 


ІСаѓевогу differences (yogurt ts a category we analyze) proba- 
bly account for some of the differences between Sullivan’s (1990) 
results and ours In a category such as yogurt, a consumer can pur- 
chase both parent (low-fat yogurt) and extension (non-fat yogurt), 
as a result of complementarity or variety-seeking behavior [n such 
a case, positive spillover effects may be enhanced We thank an 
anonymous reviewer for suggesting the role of category 
ditterences 
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In contrast to our use of disaggregate data, Sullivan uses 
aggregate data from published sources Tellis and Weiss 
(1995) suggest that aggregation may lead to bias ın estimat- 
ing the effects of advertising Our use of disaggregate data 
also provides a strong test for the existence of advertising 
spillover effects because advertising effects have been diffi- 
cult to establish with such data (Tellis and Weiss 1995) Ina 
laboratory study, Morrin (1999) finds that advertising of a 
brand extension facilitates recall of the parent brand. How- 
ever, our research focuses on brand choice and examines the 
advertising effect of both a brand and its extension in a field 
setting 

In the remainder of this article, we present the concep- 
tual background that pertains to spillover effects We then 
develop the empirical models and present the analysis and 
results Finally, we discuss the managerial implications of 
our findings and limitations of our study and offer a brief 
conclusion 


Conceptual Background 


Spillover Advertising Effect 

Advertising spillover becomes relevant when a brand name 
18 used on two or more products that are separately adver- 
tised Consider two products, A and B, that carry an 
umbrella brand name in common (е g , Yoplatt yogurt and 
Yoplait non-fat yogurt) We conceptualize a spillover effect 
as the impact of Product A's (B's) advertising on the utility 
to the consumer of Product B (A) In general, the spillover 
effects between products may not be symmetric In particu- 
lar, we distinguish between the spillover effects from adver- 
tising of the parent (the product that originally used the 
brand name) and those from advertising of the child or 
extension (the line or brand extension) We refer to the for- 
mer effect as the forward spillover effect and the latter effect 
as the reciprocal spillover effect The definition of parent as 
the product that originally used the brand name is similar to 
the definition of “core” brand ın Keller and Aaker's (1992) 
study In a more theoretical sense, we consider the parent as 
the product most closely associated with the umbrella brand 
name in the consumer's mind (Farquhar, Herr, and Fazio 
1990, Morrin 1999) This perspective is similar to the con- 
cept of a flagship product used by John, Loken, and Joiner 
(1998) or “instance dominance" used by Herr, Farquhar, and 
Fazio (1996) 

We offer several commercial examples in which a posi- 
tive reciprocal spillover effect is anticipated. There are two 
main theoretical reasons to expect such a positive reciprocal 
spillover effect First, a positive spillover effect would be 
consistent with the existence of economies of information in 
advertising when an umbrella or “range” brand is applied to 
different products (Aaker 1996, Morein 1975) Indeed, їп an 
empirical study, Smith (1992) finds that advertising expen- 
ditures for umbrella-branded products are lower, which is 
consistent with economies of information. А$ Aaker (1996, 
p 295) notes, such economies are realized because "the 
fixed cost of maintaining a brand name can be spread across 
different businesses " The implication of this rationale 1s that 
umbrella-branded products benefit one another with their 
advertising because of positive spillover effects, resulting in 


less advertising expenditure for each product In a similar 
vein, Morein (1975) suggests that economies of information 
are realized because an advertised product produces a “halo 
effect" that increases sales of other umbrella-branded prod- 
ucts Thus, we expect both reciprocal and forward spillover 
effects to be positive because of economies of information 

Although the economies of information argument 1s 
intuitively reasonable, the specific mechanism through 
which advertising spillover or halo occurs ts not clear Wern- 
erfelt's (1988) analysis of umbrella branding suggests one 
such mechanism Using a signaling model, Wernerfelt theo- 
rizes that umbrella-branded products are perceived to offer 
higher quality because profits from other umbrella-branded 
products act as a “performance bond” for the quality of any 
of the umbrella-branded products In other words, 1f a low- 
quality product 1s offered with an umbrella brand name, it 
leads consumers to conclude that all other products with the 
same brand name are also of low quality, which thus threat- 
ens the profits from these other products Therefore, a firm 
would optimally extend an established brand name only to 
high-quality products, thus rendering consumers’ percep- 
tions (that umbrella-branded products are of high quality) 
accurate Wernerfelt's analysis offers a mechanism by which 
advertising can spill over and enhance sales for other 
umbrella-branded products ? Essentially, the advertising of 
other products with the same brand name makes consumers 
aware of the performance bond at stake for the firm, thereby 
increasing quality perceptions of unadvertised products and 
enhancing their sales In summary, the theory of economies 
of information suggests positive reciprocal and forward 
spillover effects 

Second, Anderson (1983) offers a consumer memory- 
based explanation for the existence of reciprocal spillover 
effects with the associative network theory Brand associa- 
tions in consumer memory are a key component of brand 
equity and brand-related effects (Aaker 1996) The associ- 
ated network theory has been particularly useful in analyz- 
ing the effect of brand associations (see, e g, Herr, Far- 
quhar, and Fazio 1996, John, Loken, and Joiner 1998, Keller 
1993, Morrin 1999) This theory conceptualizes knowledge 
about a brand as being a network of nodes (or concepts) con- 
nected by links, which represent associations between the 
concepts Moreover, the strength of a link is a measure of the 
association strength between the concepts Thus, the brand 
(e g , Yoplait), the parent (e g , Yoplait [regular] yogurt), and 
the brand or line extension (e g , Yoplait non-fat yogurt), as 
well as beliefs about the brand, are conceptualized as nodes 
in à knowledge network, and the links between the nodes 
vary in strength А consumer retrieves a particular piece of 
knowledge from memory when the corresponding node is 
activated above a threshold level, through priming by exter- 
nal cues such as advertising or by "spreading" activation 
from other linked nodes The extent of spreading activation 
to a new node increases with the strength of the link between 





?[n experimental studies, Dacin and Smith (1994) find that con- 
sumers' evaluation of the quality of an umbrella-branded product 
Increases with the number of products using the same brand name 
Because several products using the same brand name imply a big- 
ger performance bond, the result appears to support Wernerfelt’s 
(1988) analysis See also Erdem (1998) 
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the new node and the previously activated node А stronger 
link facilitates the spreading activation to the new node 
above the threshold to be retrieved from memory 

Because we expect the parent to be strongly associated 
with the brand in consumers’ memories, the link between 
the parent node and the brand node is likely to be strong 
(Farquhar, Herr, and Fazio 1990) When exposure to adver- 
tising of the brand extension activates the brand node, the 
activation will likely spread to the parent because of the 
strength of the link between the two nodes The resulting 
retrieval of the parent will produce a positive spillover 
effect In this manner, exposure to advertising of Yoplait 
non-fat yogurt may activate the parent category, regular 
yogurt, through activation of the Yoplait name because the 
Yoplait node 1s strongly linked to the regular yogurt node 
Thus, we form the following hypothesis for the reciprocal 
spillover effect 


H, Both the economies of information theory and the associ- 
ated network theory suggest that the reciprocal spillover 
енесі, that 15, the spillover effect of exposure to advertis- 
ing of a child on the revealed preference for a parent, is 
positive 


Consider the forward spillover effect of parent's adver- 
tising on the choice of the child As previously discussed, 
arguments based on economies of information favor a posi- 
tive forward spillover effect Moreover, such arguments do 
not suggest any asymmetry 1n the magnitudes of forward 
and reciprocal spillover effects In particular, Wernerfelt 
(1988) argues that both the parent and child are perceived to 
be of high quality as a result of umbrella branding, which 
suggests that the forward and reciprocal effects are equal 1n 
magnitude In contrast, although the associated network the- 
ory favors a positive forward spillover effect, it suggests that 
the forward spillover effect 1s weaker than the reciprocal 
spillover effect 3 In particular, exposure to the parent's 
advertising will activate the brand node, whence activation 
will spread to the child, with potential for a positive 
spillover effect. However, because the child is newer, the 
link between brand name and child 15 likely to be weaker 
than the link between brand name and parent, especially in 
the early stages of introduction of the child Activation of the 
child node may not always exceed the threshold level 
needed for retrieval from memory Therefore, exposure to 
parent's advertising 1s less likely to activate the child 1n con- 
sumers' memories as compared with the effect of the child's 
advertising on activation of the parent Thus, the associated 
network theory suggests that the forward spillover effect 15 
likely to be positive but weaker than the reciprocal spillover 
effect 


H4 Both the information economies theory and the associated 
network theory suggest that the forward spillover effect, 
that 1s, the spillover effect of exposure to advertising of a 
parent on the revealed preference for a child, ts positive 

Нз Ifthe theory of information economies holds, both forward 
and reciprocal spillover effects will be equal in magnitude 





3We thank an anonymous reviewer for pointing out the different 
predictions of the two theories regarding the relative magnitudes of 
the torward and reciprocal spillover effects 
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H4 If the associated network theory of consumer memory 
holds, the forward spillover effect will be weaker than the 
reciprocal spillover effect 


Empirical Model 


Model Specifications 


We use the multinomial logit model to study the impact of 
advertising and other marketing variables on consumer 
choice 4 The logit model has been extensively applied in 
marketing literature (eg, Guadagm and Little 1983, 
Kanetkar, Weinberg, and Weiss 1992, Krishnamurth and 
Raj 1991, Tellis 1988) With this model, the probability that 
household 1 chooses brand j on choice occasion t 15 given by 


exp(U m) 
а) Ри = =, 
У 1 ФСО) 


where J ıs the number of products, and U, 1s the (revealed) 
indirect utility of household 1 for product j on choice occa- 
sion t We use two formulations of U, here In the first for- 
mulation, we use brand loyalty to capture unobserved het- 
erogeneity in preferences across households as do Guadagni 
and Little (1983) and Kanetkar, Weinberg, and Weiss 
(1992) Thus, U, 1s given by 


m 
(2) Uy = a, + у, X Вк * Си 
kzl 


In this equation, О, 1s the intercept for brand J, and X,y, 
1s the value of the explanatory variable k for household 1 and 
product у on choice occasion t The parameter Ву 15 the 
unknown coefficient of explanatory variable k that is to be 
estimated, and & 1s the random error that follows an 
extreme value distribution The household’s brand loyalty ts 
one of the m explanatory variables in Equation 2 and is com- 
puted from household purchase history as described by 
Guadagni and Little (1983) Thus, brand loyalty Ly, for 
household 1 toward brand j at purchase occasion t is given by 


(3) Lyc = ет 9), 


ПА: 
where Y,,.. = 1 if brand j 15 purchased at purchase occa- 
sion t — 1 and 0 otherwise, and о 1s the smoothing constant 
Following Gupta (1988), we use а. = 8 

Recent research suggests that the previous brand loyalty 
measure, which has traditionally captured household hetero- 
geneity in logit models, biases parameter estimates because 
of correlation of the measure with the error term (e g , Chin- 
tagunta, Jain, and Vilcassim 1991, Gonul and Srinivasan 
1993) Thus, we use a second formulation of utility that cap- 
tures heterogeneity in intrinsic preference across households 
using the latent class approach proposed by Kamakura and 
Russell (1989) Given that recent research by Ailawadi, 
Gedenk, and Neslin (1999) finds little difference ın the esti- 
mated response elasticities across different methods of 





4We focus on brand choice because, using coffee data, Gupta 
(1988) finds that brand-switching accounts for 84% of the overall 
sales increase due to promotions 


incorporating heterogeneity, the Kamakura-Russell (K-R) 
approach has the advantage of being computationally less 
burdensome Thus, we use a second formulation, 


m 
(4) Ust g Cs * у X Вк * Eyt 
k=1 


In this equation, U,,, 1s the indirect utility to household 
1 for product у on choice occasion t, and household 1 belongs 
to latent household segments, s = 1, 2, ,M The parame- 
ter 0 1s the intrinsic preference of household segment s for 
brand j and replaces the brand loyalty measure in this model 
Other terms in Equation 4 have similar interpretations to 
those in Equation 3 We determine the parameters and the 
proportion of the latent segments Ё, using a maximum like- 
Ithood procedure The number of segments, M, is selected to 
minimize Schwarz's (1978) Bayesian information criterion 
(BIC) 


Data 


We estimated the previous models using the ACNielsen 
scanner panel data for two product-markets yogurt in the 
Springfield, Мо, market and powdered detergents 1n the 
Sioux Falls, S Dak, market Although household purchase 
data in this data set are available between January 1986 and 
August 1988, the data used for estimation pertain to the 
period between September 1987 and August 1988, during 
which household exposure to advertising was recorded 
However, we used purchase data before the estimation 
period to calibrate loyalty of sample households 

Choosing brand or line extensions for analysis involves 
some Judgment At the extreme, each item with a distinct 
Universal Product Code can be considered a brand or line 
extension Thus, we used prior knowledge to identify signif- 
icant extensions (from a consumer perspective) on which to 
focus For example, in yogurts, prior knowledge suggests 
that extension of a brand into the non-fat yogurt subcategory 
ıs important As another criterion, we considered ап exten- 
sion significant if it was advertised separately After we 
identified significant extensions, we considered a purchase 
of any Universal Product Code for each brand a purchase of 
that brand We ignored brand sizes for reasons similar to 
those offered by Kanetkar, Weinberg, and Weiss (1992) 


First, advertising focuses on brands and not package sizes 
Second, package size decisions are not likely to be 
purchase-to-purchase decisions according to the literature 
(Blattberg, Eppen, and Lieberman 1981, Krishnamurthi and 
Ray 1988, Tellis 1988) 

For purposes of manageability, we restricted the study to 
brands with share of purchases exceeding 5% and their 
extensions The resulting set yielded nine and six brands, 
respectively, 1n the yogurt and powdered detergent cate- 
gories For yogurt, spillover advertising came from line 
extensions within the category Thus, there was advertising 
from line extensions in the Dannon and the Yoplait families 
of brands However, for powdered detergents, spillover 
advertising came from liquid detergents In this case, there 
was advertising from brand extensions in the liquid deter- 
gent category for the Cheer, Surf, and Tide brands Table 1 
identifies the selected brands and provides descriptive sta- 
tistics, advertising exposures, and introduction dates for 
yogurts Table 2 provides the same information for detergent 
brands From households that purchased only the selected 
brands, we removed light-user households, which we define 
as those that made less than eight purchases in the entire 
period for which purchase data were available or less than 
three purchases in the estimation period After removing 
purchases used for loyalty calibration, in the yogurt category 
we were left with 157 households that accounted for 1674 
purchases in the estimation period. The corresponding num- 
bers 1n the powdered detergents category were 163 house- 
holds and 1336 purchases 


Explanatory Variables 


Own advertising This variable captures the effect of a 
brand's own advertising on its utility to the household Sim- 
ilar to Tellis and Weiss (1995), we formulated advertising as 
a stock variable that is an exponentially weighted average of 
past exposures and current exposures The current exposure, 
Ay, Of household 1 to product j's own advertising at pur- 
chase occasion t, was measured by the number of television 
advertisements that a household was exposed to in the time 
period between the previous purchase and the current pur- 
chase occasion This definition of current household adver- 
tising exposure is similar to that used by Kanetkar, Wein- 
berg, and Weiss (1992) Also, similar to Kanetkar, Weinberg, 


TABLE 1 
Yogurt Brands: Descriptive Statistics 


———————————————— —————————M—————————— 


Price per Number of 
Yogurt Share Ounce Advertising 
Product (Percentage) (Dollars) Display* Feature* Exposures 
Dannon low-fat (prior to 1981)** 1177 084 0 023 154 
Dannon non-fat (1987) 197 074 0 0 0 
Dannon fresh flavors (around 1985) 3 58 081 0 021 36 
Dannon mini-pack (1985) 12 133 0 0 68 
Nordica low-fat 18 51 065 0305 220 2 
Wells-Bunny low-fat 8 18 053 0203 056 66 
Weight Watcher's 11 41 076 0024 030 344 
Yoplait non-fat (1986) 9 80 106 0018 019 296 
Yoplait (1976-77) 34 65 100 0024 035 121 


*Proportion of purchase occasions in estimation-period data 
**Numbers in parentheses indicate estimated introduction dates of the brands 
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ТАВГЕ 2 
Detergent Brands: Descriptive Statistics 


ТТ ________ M — M ——— M M M — MÀ 


Price per Number of 
Detergent Share Ounce Advertising 
Brand (Percentage) (Dollars) Display* Feature* Exposures 
Bold powder 10 46 052 0082 0067 — 
Cheer powder (1950) 204 049 0239 0247 82 
Oxydol powder 894 053 0052 0060 111 
Purex powder 8 76 030 0449 0254 — 
Surf powder (before 1985) 10 15 047 0284 0419 95 
Tide powder (1946) 59 64 040 0861 1871 172 


“Proportion of purchase occasions in estimation-penod data 


Notes Number of advertising exposures for Cheer liquid, Surf паша, and Tide liquid is 43, 39, and 28, respectively Numbers in parentheses in 
the first column indicate estimated introduction dates of the brands Estimated introduction dates for Cheer liquid, Surf liquid, and Tide 


liquid were 1986, 1988, and 1984, respectively 


and Weiss, we considered a household to have been exposed 
to an advertisement tf the television set was tuned to the 
advertisement for more than half the advertisement's dura- 
tion Let А5, be the stock of own-advertising exposures for 
product j for household 1 at purchase occasion t. As in Tellis 
and Weiss's (1995) study, AS, 1 given by 


(5) ASyt = ЛАЗ 1 +d - MA и 


The element AS,, .. ; 15 the advertising stock for product 
J, household 1, and purchase occasion t— 1 The parameter A 
1s a smoothing constant to be determined 


Spillover advertising We examined the order of entry of 
products that share the same brand name and designated the 
product that originally used the brand name as the parent 
We inferred introduction dates of products on the basis of 
the earliest date the product occurred in the data set In cases 
in which the products were available from the beginning of 
the data collection репой, we consulted trade magazines to 
ascertain the order of introduction of products Tables | and 
2 give estimated introduction dates of umbrella-branded 
products 

In all cases, the parents identified in this manner appear 
to be the product that 1s most closely associated with the 
brand name, consistent with our theoretical perspective The 
relatively high market shares of the parent in all cases also 
supports this view For example, in the Dannon brand fam- 
ily, Dannon low-fat yogurt was deemed the parent, and Dan- 
non mini-pack, Dannon non-fat, and Dannon fresh flavors as 
its children. In the other case of multiple products with a 
common brand name in the yogurt data, Yoplait yogurt was 
considered the parent of Yoplait non-fat yogurt The remain- 
ing three products in yogurt data are stand-alone products 
with no parent or children In the powdered detergent data, 
none of the six brands had significant extensions 1п the same 
category, however, some benefited from spillover advertis- 
ing of branded relatives in the liquid detergent category In 
this case, all powder brands were considered parents For 
example, Tide Liquid 15 the child of Tide Powder (the 
parent) 

In product J's utility function, a parent spillover adver- 
tising variable measured stock of exposures of household 1 
to advertising of the parent of product at purchase occasion 
t Similarly, a child spillover exposure variable in product J's 
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utility function measured stock of advertising exposures of 
product j's children for household 1 at purchase occasion t 
In both cases, the stock variable was an exponentially 
weighted average of past stock and current exposures as in 
Equation 5 with the same smoothing constant À as was used 
for own advertising 

Although the spillover advertising variables capture 
spillover effects in our model, the own-advertising variable 
captures the substitution effect from a brand's advertising 
Thus, we separately estimate the substitution and spillover 
effects by including both advertising variables in our model 
and using household scanner-panel data In contrast, Sulli- 
van (1990) could not distinguish between these two effects 
in her measurement of spillover effects Her data show the 
aggregate impact of both effects 


Consumer sales promotion We employed two separate 
0/1 (absence/presence) variables They were features and in- 
store displays 


List price As in Tellis and Weiss's (1995) study, this 
variable represents the price before coupons for the product 
at purchase occasion t and 1s expressed in dollars per ounce 


Coupon value The data provide information on the 
value of coupons redeemed with purchase, but they have no 
information on coupon availability to households As do 
Gonul and Srinivasan (1993), we assume that 1f a manufac- 
turer's coupon was redeemed for a brand in a particular 
week, it 1s available to all households during that week For 
store coupons, we assume that if a store coupon was 
redeemed for a brand in a week, that coupon was available 
to all households shopping that store during that week 


Brand loyalty When we estimated the model given by 
Equation 2, we used brand loyalty given by Equation 3 as an 
explanatory variable We used the first five purchases of a 
household or all of a household's purchase before the esti- 
mation репод (whichever was larger) for calibrating the loy- 
alty measure for each household 


Analysis and Results 


As do Tellis and Weiss (1995), we estimated different logit 
models using values of the advertising carryover parameter 
À that varied from 0 to 1 in increments of 1 We found that 


a value of 5 for А provided the best fit on the basis of the 
BIC for both yogurt and detergent Thus, we set À equal to 
5 throughout our analysis 5 


Yogurt Data 


In Table 3, we present the estimation results for a sequence 
of models leading up to the full model, M2, containing 
brand loyalty, display, feature, list price, coupon value, own 
advertising, spillover advertising from children (child- 
advertising), spillover advertising from parent (parent- 
advertising), and the brand dummies (Guadagni and Little 
1983) 6 List price, coupon value, brand loyalty, display, and 
feature are strongly significant in all models and have the 
expected signs Consistent with the scanner literature on 
advertising effects (e g , Tellis and Weiss 1995), own adver- 
tising 1s not significant in the different models The coeffi- 
cient of child-advertising is relevant to us in the context of 
H, In both М1 and M2, the coefficient of child-advertising 
1s positive and strongly significant (p < 006) Thus, the 
results suggest the existence of a significant and positive 
reciprocal spillover effect 

As can be seen from M2, the coefficient of parent- 
advertising ıs not statistically significant, thus H, 1s not sup- 





5A long stream of literature suggests that the effect of advertis- 
ing repetition produces a greater response (e g , attitude, purchase 
intention, sales) among consumers loyal or familiar with the adver- 
tised brand than among consumers who are not (Calder and Stern- 
thal 1980, Ray 1982, Sawyer 1973, Tellis 1988) In our analysis, we 
tested for such effects by including loyalty x advertising variables 
for both own advertising and spillover advertising None of the 
interactions was significant, so we present the results without these 
interactions Another stream of literature suggests that advertising 
has an indirect effect on utility through its effects on price-sensi- 
tivity (eg, Kanetkar, Weinberg, and Weiss 1992, Krishnamurthi 
and Raj 1985) Similar to Kanetkar, Weinberg, and Weiss (1992), 
we modeled this effect using a list price х own-advertising interac- 
tion term We found that the interaction was not significant and 
have chosen to present the results without these interaction terms 

6We omit the brand intercept parameters in the presentation of 
all results to conserve space 


ported This result, combined with the finding of a signifi- 
cant, positive reciprocal spillover effect, offers some support 
for the associated network theory hypothesis, H4 Although 
a one-tailed significance test of the difference ın the coeffi- 
cients of parent-advertising and child-advertising in M2 
(using the estimated мапапсе–сомапапсе matrix for the vec- 
tor of coefficients) rejects the null hypothesis of no differ- 
ence ın the coefficients (p < 06), a two-tailed test margin- 
ally fails to reject the null hypothesis (p = 11) Given the 
directional prediction of Hy, we believe that a one-sided test 
15 more appropriate in this case Overall, given the lack of 
significance of parent-advertising ın comparison with the 
strong significance of child-advertising, and given the previ- 
ous results of the one-sided test, we conclude that our results 
weakly favor the associated network theory hypothesis, H4, 
over the information economies hypothesis, Нз 7 The p2 
values in Table 3 suggest a good fit of the models We per- 
formed predictive validation on a holdout sample as a fur- 
ther test of a model with spillover effects In Table 3, the 
likelihood ratio test rejects model MO in favor of model MI 
(x2 « 01), though we fail to reject model MI in favor of 
model M2 Thus, model M1 seems to offer the best fit to the 
data To test further the appropriateness of this model, we 
used models MO and М1 calibrated on a randomly selected 
estimation sample of 110 households to make market share 
predictions in the remaining separate holdout sample of 47 
households (The results from the estimation sample of 
households were similar to those of the overall sample 
Model М1 was favored over model MO and child- 





7This conclusion 15 not critical to our central finding that recip- 
rocal spillover effects exist If the null hypothesis, H4, 1s instead 
deemed to be supported by virtue of the two-sided test, we would 
infer that the forward spillover effect ıs of comparable magnitude 
to the reciprocal spillover effect, thereby supporting the intorma- 
tion of economies hypothesis Thus, the outcome of the compari- 
son between parent-advertising and child-advertising 15 mainly of 
theoretical interest 


TABLE 3 
Brand Loyalty Models—Yogurt Brands 


Parameter Estimates (t-Ratio) 
ee 


Variables Model MO 

Brand loyalty 4 7027 (38 750) 
Display 10813 (3 478) 
Feature 5863 (3 698) 
List price —31 591 (-6 342) 


Coupon value 
Own advertising 
Child-advertising 
Parent-advertising 


54978 (8876) 
1515 (1178) 


LL (n = 1674) —1366 9 

2* .530 
x2 (-2LL)** 2733 8 
ВІС 1418 9 


*p? values are with respect to model with brand intercepts only 


Model M1 Model M2 
47201 (38 678) 
11118 (8571) 

5773 (8641) 
-31978 (-6 408) 
55451 (8938) 
1625 (1147) 
3971 (2996) 


4 7160 (38 645) 
11090 (3565) 
5782 (3648) 
-31912 (-6397) 
55388 (8929) 
1852 (1305) 
3775 (2752) 


— 3698 (-782) 
—1363 1 –1362 7 
531 531 
27262 27254 
14187 1422 1 


“Likelihood ratio test rejects model МО in favor of model M1 (р < 01), whereas model M1 is not rejected in favor of model M2 


Notes LL = log-likelihood 
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advertising was significant )8 Marketing literature has cus- 
tomarily characterized the accuracy of market share predic- 
tions using measures such as root mean square error 
(RMSE) and mean absolute deviation (MAD) (e g , Mont- 
gomery 1997) The RMSE penalizes larger deviations in 
predictions more than MAD does The RMSE between pre- 
dicted and actual market shares in the holdout sample dete- 
riorates by 15 296 to a value of 811 with model MO, from a 
value of 704 obtained with M1 The MAD between pre- 
dicted and actual market shares ın the holdout sample dete- 
riorates by 15 03% to a value of 680 with model MO, from 
a value of 591 obtained with M1 A chi-square test of the 
difference in market share predictions between the two 
models MO and М1 rejects the hypothesis that there is no 
difference between the two predictions (X2 with 8 degrees of 
freedom [df] = 25157, p « 005), showing that the 
improvement in prediction is statistically significant We 
also compared disaggregate predictions of models MO and 
М1 in the validation sample at the individual choice level 
using hit rates as suggested by Gensch (1987) То compute 
the hit rates, we defined the predicted choice on each pur- 
chase occasion as the alternative with the highest predicted 
probability based on the model (MO or M1) We then com- 
pared the predicted choice with the actual choice for each 
purchase occasion to obtain a hit rate (percentage of choices 
correctly predicted) Computed in this manner, the hit rate 
1mproved from 73 3 for model MO to 74 0 for model М1 We 
found the improvement in disaggregate prediction of model 
М1 over MO to be statistically significant using the Krishnan 
test of strength of prediction at the individual choice level 
(p < 007) (for additional details on the Krishnan test, see 
Gensch 1987) Thus, the predictive results further support 
the model with reciprocal spillover effect, M1 Using stan- 
dard tests from the literature, we eliminated. alternative 
explanations for our results such as collinearity, influential 
Observations, or outliers 

The K-R model estimated on yogurt data yielded five 
preference segments on the basis of minimization of the 
BIC We present the results of the full model here The esti- 
mated parameters in Table 4 reveal that child-advertising 15 
positive and significant (p — 03), whereas parent- 
advertising 1s not significant In contrast to the brand loyalty 
models, own advertising is significant (p = 04) in the К-К 


8In Tables 3 and 5, we present the estimation results using data 
from all households to maintain comparability with the К-К mod- 
els, in which the additional data were helpful, considering the large 
number of parameters estimated with those models 





TABLE 4 
K-R Heterogeneity Model—Yogurt Brands 
Variables Parameters t-Ratio 
Display 9215 3229 
Feature 4656 3 432 
List price —40 8099 —8 069 
Coupon value 60 2923 9 883 
Own advertising 2478 2014 
Child-advertising 3120 2 152 
Parent-advertising — 2840 — 671 
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model Because the K-R model avoids potential bias in 
parameter estimates that are possible with the brand loyalty 
model, it appears that own-advertising effects may be sig- 
nificant Overall, it 1s reassuring that the results on spillover 
advertising from the K-R model are consistent with those of 
the brand loyalty model 


Detergent Data 


Results of the brand loyalty model are presented in Table 5 

The parent-advertising effect was not estimated with this 
data because we modeled the choice of powdered detergents 
alone (there were too few observations of liquid detergent 
choices for us to model their purchase) Child-advertising 1s 
again positive and significant in this category (p < 002), 
whereas own advertising 15 not significant The likelihood 
ratio test rejects model MO in favor of model МІ (x2 < 005) 

Similar to the procedure for yogurt, we used models MO and 
MI calibrated on a randomly chosen estimation sample of 
100 households to make market share predictions in the 
remaining separate holdout sample of 63 households (The 
results from the estimation sample of households were sim- 
ilar to those of the overall sample Model M1 was favored 
over model MO and child-advertising was significant ) The 
RMSE between predicted and actual purchase shares in the 
holdout sample deteriorates by 12 2% to a value of 852 with 
model МО, from a value of 759 with model M1 The MAD 
between predicted and actual market shares 1n the holdout 
sample deteriorates by 10 746 to a value of 613 with model 
MO, from a value of 554 obtained with M1 A chi-square 
test of the difference in market share predictions between 
the two models MO and M1 rejects the hypothesis that there 
1s no difference between the two predictions (x2 with 5 d = 
13 376, p < 025), showing that the prediction improvement 
15 statistically significant Disaggregate predictions for 
detergents, as measured by the hit rate, improved from 83 2 
for model MO to 84 | for model MI We found the improve- 
ment in disaggregate prediction of model M1 over MO to be 
statistically significant using the Krishnan test of strength of 
prediction at the individual choice level (p < 001) Thus, the 
prediction results affirm the model with (reciprocal) 


TABLE 5 
Brand Loyalty Models—Detergent Brands 
Parameter Estimates (t-Ratio) 





Variables Model MO Model M1 


Brand loyalty 4887 (26 583) 4927 (26 486) 


Display 16629 (6 104) 16463 (6 034) 
Feature 9115 (3561) 9452 (3 686) 
List price -92 652 (-8 802) -92 540 (-8 759) 


Coupon value 153148 (10217) 155385 (15 103) 


Own advertising 1133 (568) -0761 (– 343) 
Child-advertising 17804 (3 137) 
LL (n = 1336) —5515 —547 4 

p? 692 694 

2 (-2LL)** 1103 1094 8 

BIC 591 1 5906 


*p2 values are with respect to model with brand intercepts only 

**Likelihood ratio test rejects model MO in favor of model M1 (p « 
005) 

Notes LL - log-likelihood 


spillover effects as being the most consistent with the data 
Again, using standard tests we eliminated alternative expla- 
nations for our results such as collinearity, influential obser- 
vations, or outliers 

The K-R model estimated on these data yielded seven 
preference segments by means of the BIC Parameter estt- 
mates of the K-R model are presented in Table 6 Consistent 
with results of the brand loyalty model, child-advertising 1s 
once again positive and significant (p — 03), whereas own 
advertising 15 not significant 


Discussion 


Managerial Implications 


We estimated spillover effects in two different product cate- 
gories and geographic markets, using two different ways of 
representing unobserved heterogeneity Our results provide 
strong and consistent support to the hypothesis of a positive 
spillover effect from advertising of a child on choice of a 
parent brand (reciprocal spillover effect) Thus, exposure to 
advertising of Yoplait non-fat yogurt, for example, had a 
positive effect on the choice probability of its parent, Yoplait 
yogurt, by households However, we did not find evidence to 
support the existence of forward spillover effects (1e, 
advertising of a parent increasing the choice probability of a 
child) This result is consistent with the prediction of asso- 
ciated network theory that forward spillover effect would be 
weaker (H4) Statistical testing weakly supports this hypoth- 
esis while contradicting the expectation of symmetric 
spillover effects based on information economies (H3) The 
principal theoretical rationale for a weaker forward spillover 
effect was that parent’s advertising might not evoke the child 
in the consumer’s mind as much as the child’s advertising 
would evoke the parent 

Consistent with previous studies (Kanetkar, Weinberg, 
and Weiss 1992, Tellis 1988, Tellis and Weiss 1995), the 
effect of own advertising 1s weak or nonexistent In particu- 
lar, own advertising has a positive, significant effect for 
yogurt in some models, but has no significant effect in deter- 
gents The significance of reciprocal spillover effects when 
own-advertising effects are weak or nonexistent can be 
ascribed to both the newness of child-advertising and the 
flagship nature of the parents that benefit from the spillover 
Because of their flagship position for the umbrella brand, 
parents can gain considerably, 1f not the most, from the news 
value and interest generated by the advertising of the child 
(Aaker 1996) Indeed, the newness and freshness of child- 
advertising may make such advertising more effective in 





TABLE 6 
K-R Heterogeneity Model—Detergent Brands 
Variables Parameters t-Ratio 
Display 1 4875 5179 
Feature 9402 3 553 
List price —136 0419 —12 161 
Coupon value 166 0217 17 020 
Own advertising 0959 496 
Child-advertising 1 4658 2 089 





garnering attention for the parent than the parent’s own 
advertising In summary, spillover effect from a child may 
be of equal or greater importance than a parent’s own adver- 
tising A key managerial implication of this finding concerns 
the allocation of advertising spending between the parent 
and its children To the extent that the parent benefits from 
the advertising of its children and to the extent that such 
spillover advertising may be more effective 1n increasing the 
choice share of the parent, less advertising money may be 
allocated to the parent 

The productivity or effect size of an advertising expo- 
sure can be best captured by the brand-choice elasticities, 
which measure the increase in choice probability (purchase 
share) that results from increase in exposure We follow the 
method used for computing choice elasticity for feature 
advertising ın the literature (Chintagunta 1993, Chintagunta, 
Jain, and Vilcassim 1991) by calculating advertising (own or 
spillover) elasticity as Ше fractional relative change in the 
probability of purchase due to an advertising exposure As 
an illustration of the effect size comparison, in Table 7 we 
present the relative productivity of а parent brand's own 
advertising and spillover advertising of a child, for the two 
parent yogurt brands, Dannon low-fat and Yoplait We com- 
puted the elasticities using parameters from the brand loy- 
alty model ? Although the own-advertising effect was not 
significant ın the brand loyalty model, we have chosen to 
present the point elasticity for own advertising for compari- 
son For interested readers, we also provide the 9546 confi- 
dence intervals for the choice elasticities 

As an example, the choice elasticity for Dannon low- 
fat’s own advertising ın Table 7 should be interpreted as fol- 
lows One exposure to Dannon low-fat advertising results 1n 
an average increase of 5 7% ın its choice probability The 
table shows that spillover advertising from its children has 
an impact on purchase share of Dannon low-fat that is more 
than twice the impact of Dannon low-fat's own advertising 
In the case of Yoplait, spillover advertising from Yoplait 
non-fat has nearly twice the impact on purchase share of 
Yoplait, as does Yoplait’s own advertising Therefore, opti- 


9 Ailawadi, Gedenk, and Neslin (1999) find that different hetero- 
geneity formulations cause little change in elasticity estimates 


TABLE 7 
Productivity Comparison of Own and Spillover 
Advertising for Yogurts 


Choice Elasticity of 
Parent Brand 


Parent’s Spillover 
Own Child- 
Parent Brand Advertising Advertising 
Dannon low-fat 057 144 
[- 046, 171] [043, 255] 
Yoplait 041 079 
[- 027, 093] [017, 144] 


Notes 95% confidence intervals are in brackets 
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mal allocation of advertising spending may favor the line 
extensions in the case of both Dannon and Yoplait 10 

Analogous productivity comparisons for detergent 
advertising (Table 8) yield conclusions similar to that for 
Yoplait advertising The main difference between the deter- 
gent and the yogurt results 1s the somewhat higher magni- 
tude of the reciprocal spillover elasticities for detergents We 
believe that this outcome may be due to the presence of 
fewer brands in the detergent category, which makes adver- 
tising exposures more productive. However, consistent with 
the yogurt results, the reciprocal spillover has a greater 
1mpact on the purchase share of parents than the respective 
parent's own advertising, for all three extended brands of 
powdered detergents The apparent managerial implication 
1s that these brands are better off devoting relatively more 
advertising spending to the newer brand extensions Morrin 
(1999) reaches the opposite conclusion that shifting of 
advertising funds to extenstons may hurt the parent How- 
ever, she studies the effect of brand extension advertising on 
recall and recognition of the parent rather than its choice It 
1s possible that advertising of the child may change beliefs 
about the parent and thus influence tts overall evaluation and 
choice, without affecting recall or recognition For example, 
advertising of the extension may increase perceptions of 
parent quality (Dacin and Smith 1994, Wernerfelt 1988) or 
parent innovativeness In such a case, a strong reciprocal 
spillover effect on a parent’s evaluation may more than com- 
pensate for a weaker spillover effect on recall of the parent 
(as Morrin finds), resulting ın a overall spillover elasticity 
that is greater than the parent's own-advertising elasticity (as 
we find) The different conclusions between our studies may 
also be due to the attention to advertising that was forced on 
subjects in Morrin's laboratory study, while it 1s possible 
that advertising of newer brand extensions command greater 
attention from the audience in real-world settings (Pieters, 
Rosbergen, and Wedel 1999) 

The existence of beneficial spillover effects from brand 
extensions suggests an additional strategic benefit of intro- 


10A more formal analysis of the implication of spillover effects 
for advertising allocation, using an analytical. model, can be 
obtained directly from the authors on request 


TABLE 8 
Productivity Comparison of Own and Spillover 
Advertising for Detergents 


Choice Elasticity of 
Parent Brand 


Parent's Spillover 
Own Child- 
Parent Brand Advertising Advertising 
Cheer ns 600 
[ 160, 1 273] 
Surf ns 893 
[ 236, 1 956] 
Tide ns 145 
[056, 229] 


Notes 95% confidence intervals are іп brackets ns = not signifi- 


cantly different from zero 
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ducing line or brand extensions (Aaker 1990) This strategic 
benefit may be distinguished from and may supplement the 
commonly advanced rationale for line or brand extensions, 
which 1s to satisfy new market segments profitably by lever- 
aging existing brand equity Proliferation of brand exten- 
sions may have another strategic benefit, which 1s to crowd 
the product space and deter entry (Schmalensee 1978) 

The information 1n Tables 7 and 8, when combined with 
the introduction dates from Tables 1 and 2, yields the fol- 
lowing interesting observation The supertority of reciprocal 
spillover advertising ın comparison with а brand’s own 
advertising 1s greatest for recently introduced brand exten- 
sions and, at least within a given product category, tends to 
diminish more or less monotonically with age of the exten- 
sion This conclusion 15 consistent with the intuitive expec- 
tation that with passage of time, the child’s advertising may 
provide less by way of new information that may influence 
the choice of the parent Also, as time passes, the child may 
gain a stronger presence in the consumer’s mind and be less 
likely to evoke the parent with 1ts advertising The associ- 
ated network theory predicts that such inhibition of the par- 
ent in consumers’ memories will result from a strengthening 
of the link between the brand and child nodes A caveat to 
our previous conclusion regarding the relation between the 
spillover effect and age of the child 1s that 1t comes from a 
cross-brand comparison and not a within-brand comparison 
Further research might examine this issue with more exten- 
sive longitudinal data Overall, it 1s important to note that a 
positive and statistically significant reciprocal spillover 
effect was observed over a wide variety of relative introduc- 
tion times of the parent and child in the two categories 


Methodological Advantages and Limitations of 
the Study 


The advantage offered by the high quality of scanner panel 
data 1s well known However, the household-level data also 
help mitigate the problem of reverse causality faced with 
advertising studies using aggregate data This problem 
arises because managers might set advertising budgets as a 
percentage of sales or market share As Tellis (1988, p 142) 
points out, “it 1s unlikely that managers set advertising 
exposures 1n expectation of purchases at such disaggregate 
levels" (individual household levels) Tellis also indicates 
that between-brand analysis with such data provides greater 
power and efficiency than a separate analysis for each brand 

As with typical econometric studies, the conclusions 
from our study should be considered tentative subject to 
replication. by other studies using different models or 
methodologies or by replication in other product-markets 
Furthermore, our results may be sensitive to the level of 
advertising by competing brands observed ın the categories 
and markets we examined !! Although we used a variety of 
tests to verify that a few influential observations did not 
affect the pattern of our findings, it would nevertheless be 
worthwhile to replicate our analysis with categories having 
a greater number of advertising exposures Future studies 


llWe thank an anonymous reviewer for pointing out this 
Itmitation 


could also explore how advertising content affects spillover 
effects 


Conclusions 


In this article, we study the reciprocal spillover effect of 
advertising of a line or brand extension on the choice of the 
parent brand Using scanner panel data on two product cat- 
egories and in two geographical markets, we find evidence 


for a significant reciprocal spillover effect Indeed, we find 
that such spillover advertising can 1ncrease the choice prob- 
ability of the parent more than 15 possible with the parent's 
own advertising Our results suggest that firms should favor 
the line or brand extension with a greater allocation of the 
advertising budget than otherwise These results also indi- 
cate a new strategic benefit from line or brand extensions 
whereby a firm introducing the extensions can expect posi- 
tive reciprocal spillover effects for the parent brand 
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Neeli Bendapudi & Robert P. Leone 


Psychological Implications of 
Customer Participation in 
Co-Production 


Customer participation in the production of goods and services appears to be growing The marketing literature has 
largely focused on the economic implications of this trend and has not addressed customers' potential psycholog- 
ical responses to participation The authors draw on the social psychological literature on the self-serving bias and 
conduct two studies to examine the effects of participation on customer satisfaction. Study 1 shows that consistent 
with the self-serving bias, given an identical outcome, customer satisfaction with a firm differs depending on 
whether a customer participates in production Study 2 shows that providing customers a choice in whether to par- 
ticipate mitigates the self-serving bias when the outcome ts worse than expected The authors present theoretical 


and practical implications and provide directions for further research 


on more active roles in producing goods and ser- 

vices They go into photography stores and use 
machines to crop, enlarge, correct, or enhance their pho- 
tographs, check themselves in and out of hotels, and even 
routinely scan and bag their own groceries at supermarkets 
Customer participation per se 1s not new Supermarkets, 
which are models of customer co-production with customers 
selecting, carting, and transporting groceries, date to the 
1930s What is new 1s the recognition that encouraging cus- 
tomers to be “co-producers” in this sense 1s the next frontier 
ш competitive effectiveness We are seeing the emergence of 
the “customizing consumer" (Moyers 1989)—consumers 
who examine market offerings and create a customized con- 
sumption experience for themselves (Firat, Dholakia, and 
Venkatesh 1995) On the basis of this trend, Lovelock and 
Young (1979) urge firms to use customers to increase pro- 
ductivity Schneider and Bowen (1995) suggest that firms 
should use customer talents to deliver superior service 
Lengnick-Hall (1996) urges firms to examine the roles that 
customers can and do play in the service production process 
Recently, Prahalad and Ramaswamy (2000) have advocated 
co-opting customer competence as a competitive strategy 
This shift 1n the perspective of companies to viewing cus- 
tomers as active co-producers rather than as a passive audi- 
ence is captured ın the move from “What can we do for 
you?” to “What can you do with us?” (Wind and Ran- 
gaswamy 2000) 

Until recently, the logic of these exhortations has relied 
almost exclusively on an economic rationale Simply stated, 
when customers participate in production, it frees up labor 
costs and enables a firm to market the offering at a lower 
monetary price, resulting in a win—win situation in the 


C increasingly are being encouraged to take 


Neeli Bendapudi is Associate Professor of Marketing, and Robert P Leone 
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buyer-seller relationship (Fitzsimmons 1985) Note that it 1s 
the monetary price that 15 generally lower through customer 
parücipation in production The total cost, comprising mon- 
etary price and nonmonetary aspects such as time, effort, 
and other psychic access costs (Heskett, Sasser, and 
Schlesinger 1997), may be higher in customer participation 
for both firms and customers Although the monetary 
dimension of participation has received attention, little 1s 
known about the effect participation may have on a cus- 
tomer's psychological processes and evaluations No prior 
studies have considered explicitly the impact on a cus- 
tomer's psychological response, such as satisfaction, despite 
calls for such a broader framework (eg, Czepiel 1990, 
Dabholkar 1990, Lusch, Brown, and Brunswick 1992, Pra- 
halad and Ramaswamy 2000) 

We offer the first empirical investigation of a customer's 
psychological response to participation ın production 
Research in social psychology on the self-serving bias forms 
the theoretical basis for our examination. Literature on the 
self-serving bias examines how a person assigns responsi- 
bility for jointly produced outcomes (Miller and Ross 1975, 
Sedikides et al. 1998, Zuckerman 1979) In two studies, we 
examine (1) how the self-serving bias affects a customer 
when he or she participates in production and (2) how pro- 
viding a customer the choice of whether to participate 
affects this relationship We conclude with a discussion of 
the practical and theoretical implications of the studies 


Literature Review 


Customer Participation in the Production of 
Goods and Services 


Customer participation has been defined as "the degree to 
which the customer ıs involved ın producing and delivering 
the service" (Dabholkar 1990, p 484) Extending this con- 
struct, Meuter and Bitner (1998) distinguish among three 
types of service production based on customer participation 
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firm production, joint production, and customer production 
Firm production 1s a situation in which the product 1s pro- 
duced entirely by the firm and its employees, with no par- 
ticipation by the customer Joint production is a situation ın 
which both the customer and the firm’s contact employees 
interact and participate 1n the production Customer produc- 
tion 1s a situation in which the product ıs produced entirely 
by the customer, with no participation by the firm or its 
employees The purpose of this article 1s to understand how 
customers’ psychological responses may vary when they 
have no participation (firm production) versus some produc- 
tion participation (joint production) Therefore, we do not 
consider the situation of customer production and self- 
service technologies (Meuter et al 2000), and when we refer 
to participation, we mean the joint production of outcomes 

The relevant literature on customer participation in the 
production of goods and services is summarized 1n Table 1 
An examination of Table 1 reveals two important themes 
First, the early work in the area focused largely on the firm, 
making a business case for why customers should engage in 
the production process The benefits to the firm of such cus- 
tomer participation were defined in terms of productivity 
gains, with customer labor substituting for employee labor 
(e g , Fitzsimmons 1985, Lovelock and Young 1979, Mills, 
Chase, and Margulies 1983, Mills and Morris 1986) 

The second theme that emerges 1s the focus on manag- 
ing customers as partial employees and the applications and 
limits of traditional employee management models (eg, 
Kelley, Donnelly, and Skinner 1990, Lengnick-Hall 1996, 
Mills and Moberg 1982) Research in this theme has focused 
on identifying when customers may be motivated to partici- 
pate in production as partial employees, such as the effect of 
propensity for do-it-yourself projects (Bateson 1985), tech- 
nology readiness (Dabholkar 1996), provision of adequate 
training (Goodwin 1988), and the resources and constraints 
та the trade-offs between different levels of customer рагис- 
pation (Lusch, Brown, and Brunswick 1992) Fodness, Pite- 
goff, and Sautter (1993) examine the potential negative 
effects of training customers as employees However, they 
focus only on the economic effects of creating potential 
competitors, not the psychological responses 

A broader perspective of co-production is found in the 
interpretive marketing literature (Firat, Dholakia, and 
Venkatesh 1995, Firat and Venkatesh 1993) These 
researchers suggest that a fundamental characteristic of the 
postmodern era 1s the reversal of production and consump- 
поп The consumer is usurping the privileged status previ- 
ously accorded to the producer Concurrently, Firat, Dho- 
lakia, and Venkatesh (1995, p 50) argue that “the consumer 
may be finding the potential (sic) to become a participant in 
the customization of his/her world” Firat and Venkatesh 
(1995) suggest that customers are demanding a role in pro- 
duction and that to satisfy them, marketers must open up 
more and more of their processes and systems to consumers’ 
active participation 

Although these studies shed some light on customer par- 
ticipation, the psychological consequences of this phenom- 
enon have been studied only in a limited fashion (Song and 
Adams 1993) Some authors have suggested that рагистра- 
tion may have other important effects on customer satisfac- 


tion (Czepiel 1990, Van Raay and Pruyn 1998, Wind and 
Rangaswamy 2000), but the paths of this influence have not 
been specified clearly, and no tests of this effect have been 
reported This lack makes it impossible to draw strong con- 
clusions about the effects of participation on customer satis- 
faction The previous literature also has focused primarily 
on the service arena Although ın the past customer partici- 
pation was much more likely with services than with goods, 
recent technological advances and competitive realities are 
creating opportunities for customers to participate 1n the 
production of goods (Peppers and Rogers 1997) Thus, we 
believe ıt ıs critical to examine the effects of customer par- 
ticipation ın the production of goods as well as services 


Potential Psychological Responses to Customer 
Participation in Production: The Role of the Self- 
Serving Bias 


Laterature on the self-serving bias, a specific area of attribu- 
tion research that has received limited attention in the mar- 
keting literature (Curren, Folkes, and Steckel 1992, Folkes 
1988), appears to be especially appropriate 1n studying psy- 
chological responses to customer participation in produc- 
tion The self-serving bias refers to a person’s tendency to 
claim more responsibility than a partner for success and less 
responsibility for failure ın a situation in which an outcome 
15 produced jointly (Wolosin, Sherman, and Till 1973) 
Researchers in the social psychological arena investigat- 
ing the self-serving bias in jointly produced outcomes have 
focused on dyadic relationships Under this paradigm, dyads, 
strangers to each other, are asked to work together on a spe- 
cific task Following the task, the subjects are given bogus 
success or failure feedback on the task Subsequently, sub- 
Jects are asked to provide confidential assessments of their 
own and their partner's contribution to the task outcome 
Campbell and colleagues (2000) identify five lab-based stud- 
ies that examine the self-serving bias in interdependent out- 
come contexts (Johnston 1967, Sedikides et al 1998, 
Wolosin, Sherman, and Till 1973) Johnston (1967) had sub- 
јесіѕ believe they were working with a partner, situated in 
another room, to manipulate a control knob to hold a moving 
cursor steady at zero This was a novel task to subjects After 
three sessions of 20 trials each, subjects were given bogus 
success or failure feedback about the dyad's performance 
The self-serving bias was not observed in this study 
Arguing that the novelty of the task mitigated the self- 
serving bias, Wolosin, Sherman, and Till (1973) demon- 
strate the self-serving bias їп two studies They had pairs 
of subjects work on decision-making tasks under cooper- 
ative or competitive situations, also subjects were asked to 
assign responsibility to themselves, their partners, or to 
the situation following bogus success or failure feedback 
to the dyad In cooperative situations (subjects and part- 
ners working together), subjects tended to take more 
responsibility for themselves under success feedback, 
whereas they attributed more responsibility to the partner 
in the failure feedback condition In competitive situa- 
tions (subjects competing with partners), subjects who 
received success feedback claimed more responsibility 
than those who received failure feedback, the latter sub- 
Jects attributed more responsibility to the situation than to 
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ТАВГЕ 1 


А Chronological Review of the Literature on Customer Participation in Production 


Author(s) 
Lovelock and 
Young 1979 


Mills and Moberg 
1982 


Mills, Chase, and 
Магдипез 1983 


Bateson 1985 


Fitzsimmons 
1985 


Mills and Morris 


1986 


Goodwin 1988 


Czepiel 1990 


Bowen 1990 


Bowers, Martin, 
and Luker 
1990 


Kelley, Donnelly, 
and Skinner 
1990 


Dabholkar 1990 


Focus 


Consequences of customer 
participation in production of 
services 


The organizational 
technology needed to 
manage the services sector 
as opposed to the goods 
sector 


Managing the 
customer/client as a partial 
employee to increase 
system productivity 


Understanding the 
motivations of the self- 
service consumer 


The consequences of 
customer participation on 
service sector productivity 


Customers as partial 
employees 


Training the customer to 
contribute to service quality 


The nature of the service 
encounter and directions for 
research 


Taxonomy of services based 
on customer participation 


Treating employees as 
customers and customers 
as employees 


Managing customer roles 
when customers participate 
in service production and 
delivery 


Using customer participation 
to enhance service quality 
perceptions 
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Nature 
of Study 


Conceptual 


Conceptual 


Conceptual 


Empirical 


Conceptual 


Conceptual 


Conceptual 


Conceptual 


Empirical 


Conceptual 


Conceptual 


Conceptual 


Findings and Conclusions 


Customers can be a source of productivity gains 


Suggests that one key difference between the two 
sectors is the customer/client’s role in the 
production process Customer contributions to 
Services are described as information and effort 


Suggests that greater customer involvement in the 
production process can be a source of productivity 
gains Customers’ input needs to be monitored and 
assessed the same way as regular employees' 
input 


Examines the differences between customers who 
would choose to do-it-yourself and those who would 
choose to be served Shows that a segment of 
customers would prefer the do-it-yourself option 
even when no incentives are offered to encourage 
participation 


Suggests that customer participation through 
substitution of customer labor for provider labor, 
smoothing of demand, and use of technology in 
place of personal interaction may yield greater 
Service sector productivity 


Customers may serve as partial employees in a 
Service setting by sharing some of the production 
responsibilities 


Suggests that customers’ sources of training and 
willingness to be trained are a function of their 
commitment to the provider and the presence of 
other customers When customers are committed to 
the provider, they are more willing to invest in 
learning how to contribute Customers may be 
trained by both the provider and other customers 


Suggests that customer participation in the 
production process and the satisfaction with this 
role may affect customer satisfaction 


Participation ts a meaningful construct for 
customers describing various services It may be 
possible to segment customers on the basis of their 
willingness to participate in the creation of services 


Suggests that treating employees as customers 
through internal marketing and treating customers 
as employees through training and reward systems 
enhance overall system productivity 


Suggests that customers may be managed as 
partial employees when participating in service 
production and delivery by focusing on customers’ 
technical and functional quality input to the process 
Suggests that customer participation may affect 
overall quality and productivity, employee 
performance, and employees’ emotional responses 


Suggests that customer participation may influence 
perceptions of the waiting time and thus affect 
perceived quality 


ТАВГЕ 1 


(Continued) 





Author(s) 


Fodness, 
Pitegoff, and 
Sautter 1993 


Firat and 
Venkatesh 
1993 


Song and Adams 
1993 


Cermak, File, and 
Pnnce 1994 


Firat and 
Venkatesh 
1995 


Firat, Dholakia, 
and Venkatesh, 
1995 


Hult and Lukas 
1995 


Lengnick-Hall 
1996 


Van Raay and 
Pruyn 1998 


Prahalad and 
Ramaswamy 
2000 


Wind and 
Rangaswamy 
2000 


Focus 


The downside of customer 


participation 


Argues for the reversal of 
roles of consumption and 


production 


Using customer participation 
in production and delivery 


as opportunities for 
differentiation 


Distinguishing participation 
versus involvement effects 


Distinguishes between the 
consumer perspectives of 


modernism and 
postmodernism 


Presents a postmodern 
perspective of consumer as 
customizer and producer 


Customer participation in 


health care 


Customer contributions to 


quality 


Customer control and its 
impact on judgments of 


service validity and 
reliability 


Coopting customer 
competence 


Сизјотепхаћоп The next 


revolution in mass 
customization 


Nature 
of Study 


Conceptual 


Conceptual 


Conceptual 


Empirical 


Conceptual 


Conceptual 


Conceptual 


Conceptual 


Conceptual 


Conceptual 


Conceptual 


Findings and Conclusions 


Suggests that customers who are trained to do 
more of the service for themselves may develop 
into a potential competitor by performing for 
themselves services that were previously 
purchased 


Among the postmodem conditions discussed 15 the 
reversal of consumption and production as 
customers take on more active roles in production 


Customer participation should not always be 
examined merely as a cost-minimization problem 
Instead, firms can examine opportunities for 
differentiating their market offering by heightening or 
lessening customers’ participation in the production 
and delivery of products 


Attempt to distinguish involvement from 
participation, but authors conclude that participation 
construct was confounded by operationalization as 
level of involvement 


Argues that the modernist perspective confines the 
consumer by arguing for the “privileging” of 
production over consumption Postmodernism 
provides a basis for understanding a greater 
consumer role in production as well as 
consumption 


As consumers have become customizers, marketing 
organizations’ offerings will increasingly become 
processes rather than finished products Consumers 
who are integrated into the production systems will 
need to be conceptualized as producers 


Suggests that classifying health care tasks in terms 
of customer participation and complexity of the task 
has important implications for marketing the 
services 


Customers influence quality by their roles as 
resources, aS co-producers, as buyers, as users, 
and as product Garnering customer talents in these 
roles can yield competitive advantages 


Suggests that customers may perceive more or less 
sense of control in three stages in the service 
relationship input, throughput, and output The 
greater the sense of control, the more customers 
will feel responsibility for and satisfaction with the 
service 


The changing roles of customer from passive 
audience to active cocreators of experience 
Companies can achieve a competitive advantage by 
leveraging customer competence 


In the digital marketplace, customers are becoming 
active participants in product development, 
purchase, and consumption Firms must become 
customercentric and adopt "customerization" to add 
value 
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themselves Curren, Folkes, and Steckel (1992) find a 
similar pattern of results in marketing decision making In 
a marketing decision-making simulation task, people 
claim that their success 1s due to factors internal to them- 
selves whereas their failure is attributed to external 
factors 

Sedikides and colleagues (1998) induced closeness in 
strangers and then asked the dyads to work together to come 
up with as many uses for an object, a brick, and a candle as 
they could in five minutes and were given bogus success or 
failure feedback The induced closeness reduced the self- 
serving bias so that subjects accepted responsibility both for 
success and for failure Campbell and colleagues (2000) 
replicated this study by recruiting subjects to work in dyads 
with their friends or with strangers Strangers were more 
likely to take credit for success and blame the partner for 
failure, whereas friends took responsibility for both success 
and failure outcomes when assessing the output of their 
dyad 

These studies of individuals engaging їп jointly pro- 
ducing outcomes are similar to situations in which cus- 
tomers work with firms and participate in the production of 
a deliverable The customer and the firm jointly produce an 
outcome, and the customer assigns responsibility to the 
firm and to him- or herself Our first study explores the 
self-serving bias when customers participate in production 
and investigates its impact on customer satisfaction 
Judgments 


Study 1: The Self-Serving Bias in 
Participation and the Impact on 
Satisfaction 


The objective of this study is to examine whether the self- 
serving bias can be extended to relationships between a cus- 
tomer and a firm Investigating this extension is interesting 
for several reasons First, it is not obvious whether the bias 
would hold їп the commercial arena For example, in 
customer-firm relationships, because customers are paying 
for the good or service, they always might hold the seller 
more responsible for the outcome, whether they participate 
or not Alternatively, customers in relationships with firms 
may be hypervigilant to what each party gives and gets, and 
thus they may be less likely to be subject to this bias Sec- 
ond, previous studies have focused only on bogus feedback 
regarding success and failure in the task provided by a third 
party In a typical consumption situation, the customer actu- 
ally makes this judgment and then must assign credit or 
blame 

Traditional explanations have assumed that customer 
participation may affect customer satisfaction by lowering 
the price. However, the self-serving bias literature suggests 
an additional mechanism that may affect customer satisfac- 
tion Relative to the traditional situation in which the cus- 
tomer does not participate 1n the production of goods and 
services, in the joint production condition, the customer par- 
ticipates in some part of the production process Thus, the 
customer must allocate the credit for a positive outcome or 
the blame for a negative outcome to him- or herself and to 
the firm, which in turn may affect a customer's satisfaction 
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The Self-Serving Bias and Outcome Quality 


Outcomes frequently are characterized in the marketing lit- 
erature as better than expected, as expected, or as worse than 
expected (Zeithaml, Berry, and Parasuraman 1993) When 
the outcome 15 better than expected, the self-serving bias 
theory suggests that a person assumes greater responsibility 
for the outcome (Campbell and Sedikides 1999). Thus, a 
customer should give him- or herself greater credit for the 
outcome than he or she gives to the production partner, the 
firm In contrast, when a customer does not participate in the 
production, all the credit for the outcome should go to the 
firm Consequently, even for the same level of positive out- 
come, because a customer who participates їп production 
gives the firm less credit for the outcome, a participating 
customer may be less satisfied with the firm than a customer 
who does not participate 1n production 

А customer may not be as eager to share responsibility 
when the outcome is negative or worse than expected 
According to the self-serving bias, a customer is less likely to 
take responsibility for the bad outcome, even though he or she 
participates 1n the production Thus, a customer's satisfaction 
with the firm may be at the same level when the outcome is 
negative, regardless of whether the customer participated in 
the production Note that if the self-serving bias did not exist, 
a customer would take some of the blame for the negative out- 
come when he or she participates in production (comparable 
to taking credit for the positive outcome), and therefore satis- 
faction with the firm should be greater when the customer 
participates in production than when the customer does not 

At times, an outcome 1s neither better nor worse than 
expected but simply conforms to an expectation This situa- 
tion has not been studied in the self-serving bias literature, and 
we must look elsewhere to make theoretical predictions about 
satisfaction in this context Attribution research provides some 
insight because it has demonstrated that people are more 
likely to engage ın attributional (cause and ettect) thinking 
when confronted with the unexpected and that, when things 
are as expected, there 1s less incentive and, consequently, less 
effort to figure out who 15 responsible for what share of the 
task (Weiner 1985) If this 15 the case, when an outcome 15 as 
expected, we would not expect to find differences їп a cus- 
tomer's satisfaction with the firm when the customer partici- 
pates in the production than when he or she does not 

On the basis of the previous discussion, we propose the 
following 


P, When an outcome is better than expected, a customer who 
participates in production with the firm will be less satis- 
fied with the firm than will a customer who does not par- 
ticipate ın production 

P2 When an outcome is worse than expected, a customer who 
participates in production with the firm will be as satisfied 
with the firm as will a customer who does not participate in 
production 

Р; When an outcome is as expected, a customer who participates 
in production with the firm will be as satisfied with the firm 
as will a customer who does not participate in production 


Method 


Subjects were undergraduate students from a major U S 
university (п = 124) АП subjects voluntarily participated in 


return for course credit and a chance to win a prize in a lot- 
tery We informed subjects that the objective of the research 
was to investigate college students’ perceptions of their 
experiences in purchasing various product categories We 
gave subjects a booklet describing various purchase experi- 
ences to read at their own pace After reading the scenarios, 
subjects provided their evaluations 


Stimulus Materials 


We developed scenarios to describe purchases in six product 
categories Three involved the purchase of goods a book- 
shelf, a poster frame, and custom Jeans Three others were 
drawn from the services sector a travel agent, a lawyer, and 
a weight-loss center We constructed the scenarios to repre- 
sent one of the six experimental conditions (two levels of 
customer participation participation versus no participa- 
tion X three outcome levels better than expected, worse than 
expected, as expected) We carefully pretested all of the sce- 
narios (n = 49) for believability and relevance of the situa- 
tion to a student population Believability received average 
ratings ranging from 54 to 64 on a seven-point scale 
anchored by 1 (“not at all believable”) and 7 (“very believ- 
able") Relevance received average ratings ranging from 5 3 
to 6 2 on a seven-point scale anchored by 1 (“not at all rele- 
vant") and 7 (“very relevant") We also verified the partici- 
pation manipulation 1n the pretest On seven-point scales 
that measured the extent of work and effort (1 = “low” and 
7 = "high") by the customer, the participation option was 
rated as involving significantly more effort (mean effort rat- 
ing under nonparticipation = 2 42, mean effort rating under 
participation = 567, р « 01) than the nonparticipation 
option in all six of the scenarios The same pattern holds for 
work ratings across all six scenarios (mean work rating 
under nonparticipation = 2 23, mean work rating under par- 
ticipation = 5 75, p< 01) 

Each subject received six scenarios, one for each prod- 
uct category, which reflected one of the six experimental 
conditions. The order of presentation of the scenarios was 
randomized for each subject Consistent with prior research, 
the scenarios described the experiences of an undergraduate 
named "Pat" The name Pat was chosen to be gender-neutral 
so that both male and female subjects could identify with the 
character Students were asked to put themselves in Pat's 
shoes and indicate how they thought Pat would respond in 
each setting The use of projective scenarios is well estab- 
lished 1n the psychology and marketing literatures and has 
been shown to minimize social desirability effects and have 
considerable external validity (Bateson and Hui 1992, Hui 
and Bateson 1991, Reeder et al 2001, Robinson and Clore 
2001, Voss, Parasuraman, and Grewal 1998) Even 1f sub- 
Jects adopted an “observer” stance, analyzing Pat from a dis- 
tance, instead of an "actor" stance, in which they put them- 
selves 1n Pat's shoes, research has shown that it still would 
represent a conservative test of the hypothesis because Jones 
and Nisbett (1972), among others, have shown that the self- 
serving bias 1s reduced when events related to another as 
opposed to oneself are explained Consistent with the dis- 
cussion provided by Meuter and Bitner (1998), for the sce- 
narios used in this study, nonparticipation involves the cus- 
tomer not participating ın the production of the product, and 


participation involves the customer participating in some 
part of the production Meuter and Bitner (1998) illustrate 
nonparticipation with an attendant pumping gas for the cus- 
tomer and taking payment at the pump For participation, 
the customer took on some part of the production Either the 
customer pumped the gas and the attendant took payment at 
the pump or the attendant pumped the gas and the customer 
paid at the pump using automation Details of the six sce- 
narios used in this study are presented in Table 2 

The scenarios were crafted with two important consider- 
ations control for customization and independence of out- 
come quality and participation Satisfaction in the participa- 
tion condition may be affected by customization in that, 
when customers produce the good or service, they can make 
sure it fits their needs exactly (Wind and Rangaswamy 
2000) to the extent that they have the requisite expertise 
(Lusch, Brown, and Brunswick 1992) For example, when 
customers fix their salads at a salad bar, they can make sure 
that 1t 1s exactly to their liking When they communicate 
these preferences to an employee, they may have problems 
articulating their wants or the employee may have problems 
understanding them To control for this customization 
aspect, in all of the scenarios, the dialogue between the 
employee and the customer ts kept constant and culminates 
in the customer's choice of a product For example, in the 
bookshelf scenario, Pat 1s described as talking with the 
salesperson about the type of shelf needed, inspecting the 
selection, and selecting one Following this dialogue, 
depending on a subject's experimental condition, he or she 
read either about Pat's nonparticipation or about Pat's par- 
ticipation in production. For example, in the bookshelf sce- 
nario, participation 1s manipulated by having a subject read 
that the employee tells Pat one of the following two things 
either that the store would assemble the shelf and deliver it 
(nonparticipation condition) or that the store would deliver 
the parts and Pat could assemble it (participation condition) 

Equally important, our manipulation of outcome quality 
is kept independent of participation in production That is, 
subjects in both the participation and nonparticipation con- 
ditions read that there were no problems with the actual pro- 
duction Depending on the experimental condition, subjects 
simply read that the product turned out better than expected, 
worse than expected, or as expected in a nonproduction- 
related dimension For example, whether the store or Pat 
assembled the shelf, there were no problems with the actual 
construction of the shelf Outcome quality was presented as 
the shelf being much sturdier than expected, much less 
sturdy than expected, or about as sturdy as expected, inde- 
pendent of the customer's participation 1n production. This 
provides a conservative test of the self-serving bias 


Measures and Analysis 


After subjects read all scenarios, they provided measures of 
satisfaction with the firm on a nine-pornt, single-item scale 
anchored by | (“dissatisfied”) and 9 ("satisfied") In a pretest 
(п = 41), we used a three-item satisfaction scale (dissatisfied— 
satisfied, displeased—pleased, terrible-delighted) The relia- 
bility coefficient © for the scale was 98, and the first item 
was highly correlated with the latter two ( 94 and 96) Con- 
sequently, with the high interitem correlations, the length of 
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TABLE 2 
Description of the Scenarios for Study 1 





I. Dialogue between Pat and the employee and selection of product (common to all subjects). 


Talks to salesperson and selects the bookshelf to buy (S1) 


Talks to salesperson and selects the mat and frame for the poster (S2) 

Talks to salesperson and selects the fabric and color for custom-fit jeans (53) 

Talks to lawyer and decides what to say in letter to landlord for a return on security deposit (S4) 
Talks to travel agent and selects hotel room to stay at for spring break (S5) 

Talks to weight counselor at weight-loss center and selects weight-loss plan (S6) 


Pat is told the store will assemble and deliver shelf 


Pat is told the store will build the frame 


The employee takes Pat's measurements for custom-fit 
Jeans and enters them 


The lawyer shows Pat a form letter and drafts and mails 
it to Pat's landlord 


The travel agent calls to reserve the room for Pat 


The center uses the food list to shop for Pat's food at 
the grocery store 


Manipulation of participation in production (between-subjects). 


Pat is toid the store will deliver the shelf parts and Pat must 
assemble it 


Pat is told Pat must build the frame 


The employee takes Pat's measurements for custom-fit 
Jeans and Pat enters them 


The lawyer shows Pat a form letter, and Pat drafts and 
mails it to the landlord 


Pat calls to reserve the room 


The center gives Pat the food list to shop for food at the 
grocery store 


Manipulation of outcome independent of participation (between-subjects). 


The shelf is assembled fine, but Pat thinks it is sturdier than expected, much less sturdy than expected, or about as sturdy 


as expected 


The frame ts built fine, but Pat thinks it matches the room much better than expected, much worse than expected, or 


about as expected 


The Jeans are tailored fine, but Pat thinks the color is much better than expected, much worse than expected, or about as 


expected 


The letter is written fine, but Pat thinks the refund from the landlord is much more than expected, much less than 


expected, or about as expected 


The room looks fine, but Pat thinks that the view is much better than expected, much worse than expected, or about as 


expected 


The list is used to shop, but Pat thinks the weight loss is much more than expected, much less than expected, or about as 


expected 


the task of reading and responding to six scenarios, and 
precedence in the literature for а single-item measure of sat- 
isfaction (e g, Bitner 1990), we used only the single-item 
measure in the study to keep the total ште to complete the 
survey reasonable and prevent respondent fatigue We con- 
ducted paired t-tests (participation versus nonparticipation) 
to test Р|—Рз (Kirk 1982) for each product within each out- 
come level (better than expected, as expected, worse than 
expected) These results are reported in Table 3 

As predicted in Ру, in all six scenarios, when the out- 
come ts better than expected, ratings of customer satisfac- 
tion with the firm are greater when the customer does not 
participate in the production than when he or she does 
When the outcome is worse than expected, we proposed in 
P, that there would be no difference ın customer satisfaction 
with the firm, whether the customer participates in the pro- 
duction or not In all six scenarios, customer satisfaction rat- 
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1ngs are not significantly different between the participation 
and nonparticipation conditions 

When the outcome 15 as expected, we postulated in Рз 
that there would be no significant differences 1n satisfaction 
with the firm based on participation. This turned out to be 
the case ın four of the six scenarios In the poster frame and 
hotel stay scenarios, even when the outcome was as 
expected, customers appeared to take some of the credit for 
the outcome 1n the participation condition, as reflected in 
lower ratings of satisfaction with the firm when the cus- 
tomer participated 1n production Therefore, there is partial 
support for Рз 


Discussion 


Study 1 is the first empirical investigation of the psycholog- 
ical impact of customer participation in production It 15 also 
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the first to demonstrate the self-serving bias in the commer- 
cial atena From a theoretical perspective, the results of 
Study 1 have several important implications Most signifi- 
cant, the study shows that the link between outcome quality 
and satisfaction with the firm 1s affected by customer partic- 
ipation їп production. This study also extends the self- 
serving bias literature ın two directions First, it incorporates 
the “outcome as expected” condition Second, in the place of 
bogus feedback by the experimenter in a lab, we demon- 
strate that the bias exists even when the customer provides 
the judgment of the outcome 

From a managerial standpoint, these results suggest that 
firms must evaluate customer participation 1n. production 
carefully We find that a customer is far more likely to take 
credit than to take blame in Joint production Therefore, a 
firm considering a participation strategy must understand 
how the self-serving bias can be reduced or whether cus- 
tomers can be made to assume credit as well as blame when 
they participate in production This 15 the focus of Study 2 


Study 2: Strategies to Reduce the 
Self-Serving Bias 


In Study 2, we examine conditions ın which a customer's 
self-serving bias can be reduced The psychological litera- 
ture suggests that increasing a customer's autonomy in a sit- 
uation may reduce the self-serving bias Knee and Zucker- 
man (1996) define autonomy as a situation that fosters 
choices and a sense of freedom Using an individual differ- 
ences perspective, Knee and Zuckerman show that people 
who have a high autonomy orientation are less subyect to the 
self-serving bias than are those who have a low autonomy 
orientation Therefore, a customer’s self-serving bias may 
be reduced if a firm can (1) select those customers who have 
а high autonomy orientation or (2) create situations that 
increase the autonomy for all customers Identifying and 
selecting customers on their autonomy orientation may not 
be feasible for all firms Consequently, firms may find more 
value in creating situations that provide choice to foster 
autonomy Arkin, Gleason, and Johnston (1976) investigate 
the effect of providing choice on self-serving bias when а 
person works alone to produce an outcome They find that 
when subjects are provided a choice, they accept responsi- 
bility for both positive and negative outcomes However, 
when they are not provided a choice, they accept responsi- 
bility only for the positive outcome and not for the negative 
outcome Study 2 investigates the effect of choice in a Joint 
production context, an area that has not been studied 
previously 

In Study 2, the effects of participation under choice also 
are hypothesized to vary on the basis of the outcome quality 
Consistent with Study 1, when the outcome 1s better than 
expected, satisfaction with the firm should be less for a cus- 
tomer who chooses to participate їп production than for a 
customer who does not However, in contrast to Study 1, 
when the outcome 1s worse than expected, a customer who 
chooses to participate should take more responsibility for 
the outcome than one who chooses not to participate, and 
therefore the former customer should be more satisfied with 
the firm Consistent with the attribution literature cited pre- 
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viously, there should not be a significant difference between 
a customer who chooses to participate and one who chooses 
not to do so when the outcome 1s as expected Consequently, 
1t ıs proposed that 


P4 When a customer is given a choice of whether to partici- 
pate in production, if the outcome ts better than expected, 
a customer who chooses to participate ın production with 
the firm will be less satisfied with the firm than will a cus- 
tomer who chooses not to participate 


Р; When a customer 1s given a choice of whether to partici- 
pate 1n production, 1f the outcome 1s worse than expected, 
a customer who chooses to participate in production with 
the firm will be more satisfied with the firm than will a cus- 
tomer who chooses not to participate 


Pg When a customer 15 given a choice of whether to partici- 
pate in production, 1f the outcome 1s as expected, a cus- 
tomer who chooses to participate 1n production with the 
firm will be as satisfied with the firm as will a customer 
who chooses not to participate 


Participation and Process Versus Outcome 
Effects on Satisfaction 


Customers' satisfaction has been shown to be influenced by 
both the outcome, or what they receive in the relationship, 
and the process, or how they receive the outcome (Tax, 
Brown, and Chandrashekaran 1998) It is possible that the 
relative weighting of the outcome and the process dimension 
in determining overall satisfaction may be different for cus- 
tomers who participate 1n production versus those who do 
not There has been no direct, theoretical consideration or 
empirical test in the literature of this 1dea of differential 
impacts of process and outcome based on participation How- 
ever, equity theory (Adams 1963, Oliver and Swan 1989), 
which postulates that individuals’ comparison of their inputs 
and outputs with those of a relational partner affects their 
overall satisfaction with the relationship, provides a useful 
framework to examine this notion In an automobile purchase 
setting, Swan and Oliver (1991) find that customers monitor 
their inputs such as their attention, time, and effort and that 
these aftect overall satisfaction That 1s, customers’ assess- 
ment of their own input affects their overall satisfaction Our 
study extends Swan and Oliver's work ın two ways First, 
customer input, participation in production, 1s by choice in 
our study, whereas ın Swan and Oliver's work, it 15 not Sec- 
ond, the input in Swan and Oliver's (1991) study is in the 
form of negotiation, search, and attention during the car buy- 
ing process In contrast, in our study, customer input is even 
more significant because it constitutes participation in the 
actual process of production Thus, building on equity theory 
and Swan and Oliver (1991), the impact of the production 
process on overall satisfaction may be greater for those cus- 
tomers who choose to participate 1n production than for those 
who choose not to participate By extension, the impact of the 
outcome on overall satisfaction may be less important to cus- 
tomers who choose to participate in production than to those 
who choose not to Consequently, we propose that 


P; A customer's satisfaction with a firm 15 affected by satis- 
faction with both the process and the outcome 

Pg When a customer chooses to participate in production, the 
etfect of the process satisfaction on firm satistaction will be 
greater than when he or she chooses not to participate 


Pg When a customer chooses to participate in production, the 
effect of the outcome satisfaction on firm satisfaction will 
be lower than when he or she chooses not to participate 


Method 


Participants were undergraduate students from a major U S 
university (n 2 135) recruited 1n identical conditions to those 
described 1n Study 1 


Stimulus Materials 


To achieve comparability across studies, we employed the 
same scenarios used in Study 1, with one important modifi- 
cation. In Study 2, after the dialogue, the ‘subjects read that 
the firm gave Pat a choice as to whether to participate in the 
production Subsequently, depending on the randomly 
assigned experimental condition, respondents read that Pat 
either chose to participate (е g , chose to build the shelf) or 
chose not to participate (e g , chose to have the store build 
the shelf) in the production process Respondents in all sce- 
narios read that Pat considered the money, time, effort, 
costs, and benefits involved in both alternatives before mak- 
ing the decision whether to participate As with Study 1, we 
kept the outcome manipulation independent of participation 
and focused on the same nonproduction-related aspects The 
task and order of presentation of stimulus materials were 
identical to Study 1 


Measures and Analysis 


After subjects read each scenario, they provided measures of 
satisfaction with the firm and with the process involved using 
single-item, nine-point scales (1 — "dissatisfied" and 9 — 
"satisfied") To test P4-Pg, we conducted paired t-tests to 
compare ratings of satisfaction with the firm when the cus- 
tomer chose to participate in production versus when he or 
she chose not to participate (Kirk 1982) foi each product 
within each outcome level (better than expected, as expected, 
worse than expected) These results are shown in Table 4 

When Pat 15 described as having a choice of whether to 
participate, and the outcome is better than expected, firm sat- 
isfaction ratings are significantly greater when Pat chooses 
not to participate in production than when Pat chooses to 
participate in five of the six scenarios This provides support 
for P4 and replicates the findings of Study 1 The single 
exception is the poster frame condition for which the differ- 
ence 15 in the expected direction but is not significant 

As proposed in Ps, when the outcome is worse than 
expected, firm satisfaction ratings are significantly higher 
when Pat chooses to participate in production than when Pat 
chooses not to do so in four of the six scenarios The differ- 
ences are not significant in the poster frame and the weight- 
loss conditions. Overall, the pattern of results provides sup- 
port for Ps and, more important, reveals a reversal of the 
results found їп Study 1 Thus, choice mitigates the use of 
self-serving bias when the outcome 15 worse than expected 

When the outcome is as expected, we proposed there 
would be no significant differences in ratings of satisfaction 
with the firm based on customer participation. This was the 
case 1n four of the six scenarios, which provides some sup- 
port for Pg In the deposit and the hotel stay scenarios, even 


when the outcome is as expected, in the participation choice 
condition Pat 1s given some of the credit for the outcome, as 
reflected 1n lower satisfaction with the firm 

In P;-Peg, we proposed customers’ satisfaction with 
the outcome would be affected by their satisfaction with 
both the process and the actual outcome Furthermore, we 
proposed that customers’ sensitivity to outcome and 
process would vary on the basis of their choice of partic- 
Ipation in production Specifically, we expected that a 
customer would be less sensitive to the outcome and more 
sensitive to the process when he or she chooses to partic- 
ipate in production than when he or she does not, thus 
accounting for the muted effect of the actual outcome on 
satisfaction 

To test these propositions, we conducted regression 
analyses for each product, satisfaction with the firm was the 
dependent variable and two dummy-coded outcome variables 
(dummy variables for “better than expected” and “worse than 
expected,” with the “as expected” condition as the baseline 
comparison), and satisfaction with the process was the inde- 
pendent variables These results are shown 1n Table 5 

As shown ın the pooled condition in Table 5 and sug- 
gested in Ру, satisfaction with the process had a significant 
effect ın all six scenarios Also, as predicted, the outcome 
being worse than expected had a significant, negative effect 
in all six of the scenarios The outcome being better than 
expected was not significantly different in any of the six 
scenarios Recall that the comparison of the outcomes 15 
with the “аз expected" condition 

To determine whether the relative effects are different 
when a customer chooses to participate versus when he or 
she does not, we ran two additional regressions for the par- 
ticipation (P) and nonparticipation (NP) choice conditions 
Comparing the results from these two regressions with those 
from the pooled regression allows for a test to be performed 
for the equality of beta coefficients across the two condi- 
tions The results are shown in Table 5 

The results from the test for the equality of coefficients 
demonstrate that the relative weights for outcome and process 
are not the same across participation versus nonparticipation 
conditions As predicted, the beta coefficients indicate that the 
outcome effects are stronger and the process effects are 
weaker in the nonparticipation condition than in the participa- 
tion condition Specifically, satisfaction with the process had 
greater influence on satisfaction with the firm in the participa- 
tion condition than in the nonparticipation condition for all s1x 
scenarios In all six cases, though not significant, direction- 
ally, the coefficients for the better than expected condition are 
larger in the nonparticipation condition than in the participa- 
tion condition In five of the six cases, the coefficients indicate 
that a worse than expected outcome reduces firm satisfaction 
to a greater degree in the nonparticipation condition than ın 
the participation condition The exception 1s the weight-loss 
scenario, for which the test for equality of coefficients indi- 
cates that relative effects were not significantly different 


Discussion 


The results of Study 2 show that providing choice 1n partic- 
ipation can reduce the self-serving bias and thus make a cus- 
tomer more willing to take the credit as well as the blame for 
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TABLE 5 
Results from Regressing Process and Outcome on Satisfaction with the Firm (Pooled) and Comparison 
of Standardized Beta Coefficients Under Participation (P) and Nonparticipation (NP) 


Product Condition Process p 
Bookshelf Pooled 427*** 
P 540*** 
NP -340*** 
Poster frame Pooled 384*** 
P 524*** 
NP 282*** 
Jeans Pooled 368*** 
P 532"* 
NP 330*** 
Deposit Pooled 189*** 
P 249*** 
NP 219*** 
Hotel stay Pooled 440*** 
P 478*** 
NP 277“ 
Weight loss Pooled 238*** 
P 252*** 
NP 233*** 


Better than Worse than Pooling 
Expected Expected Test 
Outcome f Outcome f N F-Value 

027 – 472** 131 
492*** 
—05 – 344*** 67 
094 — b74*** 64 
065 — 378*** 133 
252“ 
055 – 309*** 67 
056 —401*** 66 
— 01 — 430*** 130 
4 68*** 
—04 — 220* 63 
005 — 588*** 67 
—04 ~ 435*** 126 
461*** 
—08 – 157" 60 
030 — 583*** 66 
100 — 855*** 133 
8 20*** 
058 — 111 70 
111 —627*** 63 
096 – 617*** 133 
56 
011 — 628*** 65 
175** — 605*** 68 





"Significant at p « 10 
“Significant at p < 05 
“Significant at p< 01 


an outcome When a firm provides a participation choice to 
a customer, the firm still must decide carefully on a cus- 
tomer participation strategy on the basis of an understanding 
of the product and its likelihood of falling short versus 
exceeding a customer’s expectations If a firm believes the 
outcome will exceed a customer’s expectations, encouraging 
participation may be less attractive because a customer 1s 
likely to claim some of the credit when he or she partici- 
pates However, tf there is some chance that the outcome 
will not meet a customer’s expectations, encouraging cus- 
tomer participation may be a reasonable strategy because 
the firm may receive less blame for the outcome 

For many companies, a risk-averse strategy may be used 
to encourage the customer to participate in production to 
reduce the negative effects of a potential shortfall relative to 
customer expectations This may be the safer route to take 
for two reasons First, several researchers have shown that 
the effect of performance on satisfaction is asymmetric (Zei- 
thaml, Berry, and Parasuraman 1996) When a firm falls 
short of expectations, the penalty in customer satisfaction 15 
far steeper than the benefit when the firm exceeds expecta- 
tions. Second, in many cases it may be relatively difficult 
and expensive to try to exceed customer expectations 


In both studies, it appears that a customer takes more 
responsibility than 1s warranted when he or she participates 
This 15 because there was an explicit manipulation of out- 
come quality independent of whether a customer рагис!- 
pated in production In reality, when a customer's participa- 
tion actually affects the outcome quality, we would expect 
the effects to be even more pronounced The insights into 
how participation choice affects customer satisfaction with 
the firm are also noteworthy The standardized beta weights 
in Table 5 reveal that the impact of a worse than expected 
outcome can be reduced anywhere from one-third (poster 
frame scenario) to as much as five times (hotel scenario) 
when the customer participates 1n production. Furthermore, 
focus on the process increases from approximately one- 
seventh (deposit scenario) to almost two times (poster frame 
scenario) when a customer participates 1n production com- 
pared with when he or she does not participate Therefore, 
when the customer is engaged ın production, the firm must 
ensure that the process of production is involving and of 
high quality The process must provide psychic benefits to 
the customer, whether in the form of enjoyment, accom- 
plishment, self-confidence, or control (Lusch, Brown, and 
Brunswick 1992) 
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Conclusion and Directions for Further Research 


The research reported here provides evidence for the psycho- 
logical impact of a customer's participation 1n production We 
show that a customer who participates 1n production 15 subject 
to the self-serving bias and that thus tendency ts reduced when 
a customer has a choice of whether he or she will participate 
in production Further research 1s needed to investigate other 
potential avenues for minimizing the self-serving bias 

Previous research demonstrates that people are less 
likely to engage in the self-serving bias for joint outcomes 
when they have a close relationship with the partner For 
example, Campbell and colleagues (2000) show that the 
self-serving bias is significantly lower when the subjects 
working together are friends rather than strangers As a per- 
son becomes closer to a partner, he or she is still likely to 
overstate his or her role but does so in a more symmetric 
fashion and shares the credit as well as the blame (Gilovich, 
Kruger, and Savitsky 1999) This effect holds even when the 
closeness 1s lab induced For example, Sedikides and col- 
leagues (1998) show that strangers who were made to feel 
close to each other through an experimental manipulation 
demonstrated a reduced self-serving bias These results sug- 
gest that when a customer has a close relationship with a 
firm, he or she may be less subject to the self-serving bias 
Therefore, from a strategic point of view, firms may want to 
encourage participation in production by customers who 
have a strong relationship with the firm However, even 
when dealing with long-established customers, a firm must 
carefully assess the customer’s willingness and ability to 
participate 1n production For example, a customer may have 
a strong, long-term relationship with the firm precisely 
because the firm does everything for him or her and he or 
she does not need to participate in producing the good or 
service If the firm now tries to cajole the customer into co- 
production, the customer may become dissatisfied and may 
switch to another company 

Researchers have also contended that distinct cultural 
differences exist in the likelthood of a self-serving bias, and 
the bias 1s more prevalent in individualistic cultures, such as 
the United States, than 1n collectivist cultures, such as many 
Asian countries (Heine and Lehman 1997) Although these 
cultural differences have been examined in interpersonal 
relationships, 1t would be interesting to know whether they 
translate to firm-customer relationships as well In addition 
to cultural differences, there may be individual differences 
in willingness to accept responsibility. Constructs such as 
the locus of control (Rotter 1966) may be used to examine 
whether some people are more likely to be affected by par- 
ticipation 1n production than others 

Another area for additional research is the timing of a 
customer's participation That 15, in addition to how much 
participation, does it matter when a customer partici- 


pates? The studies reported here do not distinguish 
between when a customer participates 1n production. For 
example, a customer may choose to participate in the ını- 
tial phase of the production process and then hand off the 
project to the firm (e g , a customer who paints a ceramic 
vase and turns 1 over for glazing) Or a customer may 
choose to participate 1n the end phase of the production 
(e g, a customer who has a firm build a deck and then 
applies the sealer) The management literature on job 
design suggests that creating task 1dentity—allowing 
employees to be fully responsible for one aspect of the 
work—uincreases employees’ awareness of how their piece 
of work fits into the whole, and this increases their job 
satisfaction (Hackman and Oldham 1976) If this relation- 
ship also holds for a customer, firms may do well to select 
the choice points for customer participation carefully so 
that they stand out as separate and distinct to the 
customer 

In current literature, there 1s ап assumption that co- 
production always facilitates better customization of the prod- 
uct (Wind and Rangaswamy 2000) However, the assumption 
of greater customization under co-production may hold only 
when the customer has the expertise to craft a good or service 
to his or her liking (Lusch, Brown, and Brunswick 1992) Fur- 
thermore, perceived expertise may affect the customer's psy- 
chological responses to co-production А customer who 
believes he or she has the expertise and chooses to co-produce 
may be more likely to make self-attributions for success and 
failure than a customer who lacks the expertise А customer 
who lacks the expertise but feels forced to co-produce (e g , a 
customer who enters a department store seeking help from 
store personnel but is forced to make decisions on his or her 
own because of the scarcity of store personnel) may make 
more negative attributions about co-production 

We adopt a narrow view of customer co-production in 
this article, focusing on customer participation in the con- 
struction of goods and services However, consumer co- 
production extends to the construction of meanings as well 
Consumers are not just passive receptacles of brand identi- 
ties projected by marketers, they are active co-producers of 
brand meanings (Cova 1996, Firat and Venkatesh 1993, Rit- 
son and Elliott 1999) Greater attention to the implications of 
such consumer co-produced marketing images 1s warranted 
given the empowerment of consumers through the Internet 
and customers’ militancy ın protecting their brand icons 
(Levine et al 2001) Another limitation 15 the reliance on 
single-item measures of satisfaction Even though the deci- 
sion to use the single items was driven by high intercorrela- 
tions among multi-item measures in pretests and a concern 
for reducing respondent fatigue, further research should con- 
sider using multi-item measures for the variables to investi- 
gate whether these provide stronger tests and greater insight 
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The Integrated Networks Model: 
Explaining Resource Allocations in 
Network Markets 


The last decade has witnessed a shift from a focus on the value created by a single firm and product to an exam- 
ination of the value created by networks of firms (or product ecosystems) in which assets are comingled with exter- 
nal entities The authors examine these market-based assets in the context of network markets and propose an 
Integrated Networks model in which three types of networks—user, complements, and producer—add value or 
enhance the attractiveness of the associated focal product The authors empirically test the proposed model by sur- 
veying information technology professionals on their resource allocation decisions regarding the Unix and Windows 
NT operating systems The findings suggest that the value added by these three networks is significantly and pos- 
имеју associated with resources allocated by business customers to competing products The results also show 
that the three networks mediate the relationship between stand-alone product performance and resource 


allocation 


unleashed by globalization, technology, and the Inter- 

net has led to a dramatic shift 1n strategy toward vir- 
tual integration of businesses and formation of horizontal 
alliances to better serve customer requirements Marketing 
and strategy researchers have begun to examine competitive 
advantages and value created by assets that arise from “the 
commingling of the firm with entities їп its external envi- 
ronment” (Srivastava, Shervani, and Fahey 1998, p 2) 
These intangible assets, called “market-based assets,” meet 
the definition of asset but exist outside of the firm In a sim- 
ilar vein, Brandenburger and Nalebuff (1996) describe mar- 
ket relationships as a “value net” Here, firms (competitors, 
distributors, complementors, and suppliers) and customers 
compose a game-theoretic co-opetitive! environment of 
interdependencies within a market Rindfleisch and Moor- 
man (2001) call such interdependencies between two com- 
petitors for the purpose of new product development “new 
product alliances,” Sivadas and Dwyer (2000) refer to it as 


Т: breakdown of vertical integration due to forces 


'Ray Noorda, former chief executive officer of Novell, 1s cred- 
ited with the term “co-opetition” Brandenburger and Nalebuff 
(1996) have taken 1 as the title of their book The term describes 
environments in business that require firms to compete and coop- 
erate at the same time 
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"cooperative competency" Others have labeled these 
market-based assets or networks “value webs” (Cartwright 
and Oliver 2000) Under these frameworks, a firm, its 
customer base, the makers of products and services comple- 
mentary to 1s own product, and even the offerings of its 
competitors are critical to assessing the strategic position of 
that firm 

A central notion of market-based assets 1s that a cus- 
tomer’s decision to adopt a product 1s often influenced by 
factors other than just the value inherent in the product itself 
Chief among these market-based assets are networks of cus- 
tomers, channel members, and competitive suppliers The 
firm’s ability to leverage these networks can have a signifi- 
cant influence on the revenue and ultimate success of the 
firm because in many markets—called “network markets"— 
a significant portion of the utility of a product 15 created by 
the existence or expectations of networks surrounding the 
product (Besen and Farrell 1994) In this article, we further 
explicate the concept of market-based assets by combining 
it with work from diffusion (e g , Bass 1969, Valente 1995), 
adoption (e g , Heide and Weiss 1995), strategic alliances 
(е g , Sivadas and Dwyer 2000), value nets and value webs 
(eg, Brandenburger and Nalebutf 1996, Cartwright and 
Oliver 2000), whole product concepts (e g, Lambkin and 
Day 1989, McIntyre 1988, Moore 1999), and network exter- 
nalities (е g , John, Weiss, and Dutta 1999, Katz and Shapiro 
1985) We propose and empirically test a model of a buyer’s 
resource allocation decision on the basis of perceptions of 
these market-based assets or networks 

A wide variety of markets meets the criteria for being 
classified as network markets A network market exists 1f 
users derive benefits from the following 


*The user network, or the extent to which the product 1s and 
1$ Itkely to be used pervasively within and outside the orga- 
nization Buyers like to be assured that there 1s, or ts likely to 
be, a significant pool of product users in addition to 
themselves 
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*The complements network, or the number and variety of com- 
plementary products and services available Buyers like to be 
assured that a variety of complements (e g , hardware, soft- 
ware, services) are, or are likely to be, available in the future 

•Тће producer network, or the number and degree of competi- 
tion among product vendors Buyers do not like to be "single 
sourced" and prefer procurement situations with multiple 
qualified vendors 


Information technology (IT) examples abound, and 
computer hardware/software and the fax machine are the 
most common However, examples extend far into other 
contexts The consumer entertainment market is replete with 
network markets such as those created by entertainment 
players and content (e g , video home system [VHS], digital 
video disc [DVD], compact disc [CD]) Consumer video 
games are another example of a consumer network market 
in which the user network creates a large portion of the value 
of owning a box (keeping up with the Jones's children), and 
the quality of the complements network (games) drives the 
sale of the focal product Other examples range from finan- 
cial services (in which a strong complements network 
makes the provider more attractive), to automobiles (which 
rely heavily on the complements network of service and fuel 
stations), to telephones (for which users only receive value 
when the user network develops), to diamond engagement 
rings (for which the value of such rings has grown largely 
because other users have validated the style, Conner 1995) 

Network markets are often described as “tippy,” that 15, 
that “the existence of incompatible products may be unsta- 
ble, with a single winning standard dominating the market” 
(Besen and Farrell 1994, p 188, Arthur 1989, Valente 1995) 
Indeed, it has been argued in the literature that the value cre- 
ated by networks can be so great that inferior technologies 
(based purely on features, functionality, and technical per- 
formance characteristics) are able to push aside or hold off 
superior technologies Cases such as the internal combustion 
engine versus the steam engine, VHS versus Beta, and Win- 
dows 95 versus OS/2 or Mac OS 7 are often cited as exam- 
ples in which inferior technologies won despite arriving on 
the scene later than a technologically superior incumbent 

The purpose of this article 15 to enhance the understand- 
ing of market dynamics, value creation, and competitive 
advantage in network markets Our thesis 1s that buyers allo- 
cate resources for the procurement of business assets (e g , 
automobile fleets, IT, video systems) on the basis of a con- 
sideration of the stand-alone product performance as well as 
the user, complements, and producer networks 

We have two key objectives in this research and two pri- 
mary areas of contribution to the marketing literature First, 
we develop the Integrated Networks model, a conceptual 
framework of network markets, and define the three types of 
networks that are crucial to understanding how consumers 
allocate resources in network markets Of the three networks 
in our model, previous marketing research focuses on the 
user network (e g , Givon, Mahajan, and Muller 1995), the 
complements network (e g , Bucklin and Sengupta 1993), or 
the producer network (eg, Kotabe, Sahay, and Aulakh 
1996) By including networks beyond the user network or 
installed base, we extend the current conceptualization of 
innovation. diffusion,  co-diffusion, adoption, апа 
intraorganizational adoption (ct Bass 1969, Bucklin and 


30 / Journal of Marketing, January 2003 


Sengupta 1993, Kim and Srivastava 1998, Mahajan, Muller, 
and Bass 1990), showing that the complements and pro- 
ducer networks also play an important role Furthermore, we 
propose that 1ntraorganizational adoption 15 driven by the 
strength of each network, as measured by five characteris- 
tics current size, expectations of future size, compatibility, 
accessibility, and quality Previous research on user net- 
works focuses on the size of the network and expectations of 
the future size of the network (e g , Economides and Him- 
melberg 1995) Our model's richer conceptualization of how 
networks create value extends previous work on networks 
(Martilla 1971, Valente 1995) and network externalities 
(Katz and Shapiro 1985) by providing more detail on the 
types of networks and the characteristics of networks that 
create utility and drive adoption ın network markets 

Our framework focuses not on the initial trial or first- 
time adoption of a product but on the extent to which a prod- 
uct 1s adopted by a customer and the ensuing commitment of 
new resources to buy additional units of the product over 
time Many organizations have a policy of trying emerging 
technologies simply to be aware of options, but 1t 1s the 
extent to which a technology 15 embraced by an organiza- 
tion, the adoption intensity, and the corresponding commit- 
ment of new resources or buying additional units during a 
finite time period that ultimately lead to the success of the 
supplier firm Therefore, our emphasis 1s on understanding 
how product performance and networks of users, comple- 
ments, and producers influence the intraorganizational dif- 
fusion of the innovation (Kim and Srivastava 1998) 

Our second objective and area of contribution 15 in our 
empirical test of the Integrated Networks model Our empiri- 
cal study provides an early test of the market-based assets the- 
ory recently proposed by Srivastava, Shervani, and Fahey 
(1998, 1999) by measuring consumers' perceptions of these 
assets and examining their influence on the buyer's decision 
to purchase a firm's product Furthermore, our study provides 
empirical evidence of the power of networks to influence pur- 
chase decisions and increases our confidence in research that 
draws on the concept of network externalities (e g , Kotabe, 
Sahay, and Aulakh 1996, Srivastava, Shervani, and Fahey 
1998, Valente 1995) by operationalizing, measuring, and 
empirically testing the Integrated Networks model as well as 
the network externalities framework nested within ıt A dearth 
of empirical research in this area has prompted calls for 
empirical verification of network phenomena (John, Weiss, 
and Dutta 1999) By demonstrating that elements external to 
the focal product can drive its purchase, the framework pro- 
vides additional support for the concept of the “whole prod- 
uct" (Lambkin and Day 1989, Moore 1999) and the possibil- 
ity of market dominance by an inferior technology (Arthur 
1994, David 1985, Liebowitz and Margolis 1995) 

Although the concept of networks and network external- 
ities 15 well integrated into “street knowledge” and has been 
examined conceptually and analytically, little empirical 
work exists in this area (David and Greenstein 1990, John, 
Weiss, and Dutta 1999) Our article differs from the empiri- 
cal work that exists in four ways 

First, ın one study our research incorporates all three 
networks reported in marketing and economics literature to 
play a role in driving product selection Prior empirical 


research has examined either the user network (е g , Econo- 
mides and Himmelberg 1995) or the complements network 
(eg, Bayus 1987, Bucklin and Sengupta 1993, Gandal, 
Kende, and Rob 2000) We measure and test three networks 
simultaneously user, complements, and producer We find 
that each network plays a significant role in determining 
resource allocation, even in the presence of the other two 
networks Furthermore, we expand the conceptualization of 
network characteristics that compose the relative strength of 
the network from two (size and expectations of future size) 
to five (size, expectations of future size, compatibility, 
accessibility, and quality) 

Second, we increase the validity of the findings in this 
area Our research is based on actual perceptions of the pur- 
chaser, not on aggregate sales data We survey purchasers 
regarding their perceptions of the three networks associated 
with a focal product and with a competing product as well as 
their perceptions of both products' technical capabilities and 
attributes Previous research using aggregate data (eg, 
Bayus 1987, Economides and Himmelberg 1995, Gandal, 
Kende, and Rob 2000) assumes that network effects are the 
"black box" between antecedent variables (such as comple- 
ments or user network size) and consequence variables (such 
as focal product diffusion or hedonic price) (Brynjolfsson 
and Kemerer 1996) Although previous research indicates, 
for example, that CD players’ diffusion 1s positively associ- 
ated with the number of CD titles available, it does not indi- 
cate whether consumers perceive that a greater number of 
titles are available or whether the perception is tied to their 
adoption or resource allocation No such assumption or leap 
1$ necessary 1n our study We believe that by surveying con- 
sumers' perceptions directly, we greatly enhance the internal 
validity of the previous work that uses aggregate data and 
the external validity of the analytical work in this area 

Third, we examine network effects in the context of a stan- 
dards battle two products competing in a tippy market Previ- 
ous empirical works (eg, Bayus 1987, Economides and 
Himmelberg 1995) do not consider a competitive situation 
and the “winner takes all” nature of these markets (Arthur 
1989, НШ 1997) We not only examine percetved value of the 
focal product and its networks but also measure perceptions of 
the networks of the primary competing product to determine 
how the relative strength of the networks drives adoption, pro- 
viding insight into the competitive dynamics of a network 
market This provides an empirical extension of previous ana- 
lytical efforts of network markets (e g , Arthur 1989) 

Fourth, our dependent variable 15 not a price index that 
must then be interpreted as a proxy for utility or adoption 
(e g , Brynjolfsson and Kemerer 1996, Gandal 1994, 1995) 
Thus, there is no need to make a leap from hedonic price to 
purchase However, we do not examine only initial or first- 
time adoption Instead, we measure intraorganizational 
adoption, or the amount of resources allocated by the pur- 
chaser to the focal and competing products on an ongoing 
basis Continued purchase by an organization represents a 
larger portion of overall sales than does initial trial or adop- 
tion (Kim and Srivastava 1998) Therefore, it is more likely 
to be indicative of product success in a tippy market 

Despite the large amount of analytical work in this area, 
there has been little empirical work, and none that we were 


able to find, that operationalizes all of the key variables and 
specifically measures consumers' perceptions of the net- 
works Our study empirically validates the street knowledge 
їп this area and significantly expands the existing scope of 
empirical study 

In summary, we make several key contributions to the 
marketing literature We offer a more comprehensive model 
of adoption in network markets, focusing on three networks 
that have not been examined previously in a single model 
We provide a richer characterization of these networks than 
does preceding work in economics or marketing We focus 
not on initial adoption but on intraorganization adoption, or 
the continued commitment of additional resources to a tech- 
nology—the source of much technology spending We con- 
tribute empirical evidence on the power of networks by not 
only testing the Integrated Networks model but also provid- 
ing empirical support for market-based assets theory and 
network externality theory 

The rest of this article 1s divided into four sections The 
next section examines the role of stand-alone product per- 
formance and user, complements, and producer networks ın 
influencing the extent to which technologies competing for 
organizational resources (share of purchases, budgets) are 
embraced by organizations The second section details 
methodological issues In the third section, we discuss our 
results, and in the fourth section, we examine the contribu- 
tions and limitations of the findings 


Network Markets and Resource 
Allocation 


Economists and marketers both make extensive use of the 
term “network” In marketing research, the term has come to 
have many meanings such as business or social networks 
(Iacobucci 1996, Valente 1995), but put most simply, mar- 
keters consider networks phenomena that describe intercon- 
nections among people or organizations 2 

Economists arrive at a similar meaning, albeit by a dif- 
ferent path Although they originally used the term “net- 
work” in “network externalities” to refer to benefits that 
accrue from connections of physical networks such as tele- 
phones or railway lines, the term was extended to include 
value created by networks of users sharing compatible prod- 
ucts or standards 

Figure | shows the four key constructs in the Integrated 
Networks model that drive resource allocation stand-alone 
product performance, the user network, the complements 
network, and the producer network We describe these 
subsequently 


Stand-Alone Product Performance 


Fundamental to the notion of selecting one product over 
another is the utility delivered by the product itself, inde- 
pendent of the value delivered by any network Product per- 
formance? 15 based on the features and attributes of the tech- 





2We thank an anonymous reviewer for this concise definition 
3For the purpose of brevity and readability, the term “product per- 
formance” 1s interchanged for “stand-alone product performance” 
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FIGURE 1 
The Integrated Networks Model 
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nology as ıt stands alone, not utility delivered by the prod- 
uct's rate of diffusion, the complements, or other market- 
based assets that add value to the product It 1s this element 
of utility that ıs considered when discussion of inferior prod- 
ucts arises—the core technological value of the product 
itself without external factors considered 


The User Network 


In network externality theory, the size of the user network 15 
the key driving factor behind adoption decisions (Katz and 
Shapiro 1985) Both in individual consumer settings and in 
organizational adoption decisions, a. network of previous 
adopters 1s believed to encourage adoption among non- 
adopters by making the product more useful, providing 
opportunities for word of mouth and observation, or sending 
a quality signal (Gatignon and Robertson 1985, Hellofs and 
Jacobson 1999, Martilla 1971, Rogers 1995, Valente 1995) 

The influence of the user network is incorporated in 
most technology diffusion models through the coefficient of 
imitation or internal influence in marketing’s diffusion 
research (Bass 1969) Early research on networks of innova- 
tors describes the ways that technical information and know- 
how are transferred among social networks of buyers and 
potential buyers (e g , Czepiel 1975, Martilla 1971) Стерге! 
(1975) finds that communication channels link technical 
decision makers in rival firms for the purpose of information 
acquisition, validation, and verification These networks of 
innovators can include not only those making resource allo- 
cation decisions but also the firms producing the product, 
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exchanging information with buyers to enhance the innova- 
tion and thus increase adoption of that innovation (Hakans- 
son 1987, Von Hippel 1988) 

Research on market-based assets suggests that the utility 
delivered by an established installed base can lead to faster 
market acceptance of a product, not only through word-of- 
mouth effects but also by lending an air of credibility to the 
organization (Srivastava, Shervani, and Fahey 1998) This 
accelerates cash flows, thus increasing shareholder value 
and strengthening the competitive position of the innovating 
firm The positive effect of a user network can be so strong 
and thus tmportant to a product’s ultimate success that it 
may be worthwhile to tolerate some degree of piracy to grow 
the user base and develop the network externality benefits 
(Conner and Rumelt 1991, Givon, Mahajan, and Muller 
1995) 

What ts it about the user network that influences adop- 
tion? In network externalities theory, economists state that 
both current size and expectations about future size enhance 
the strength of a user network (Besen and Farrell 1994, Katz 
and Shapiro 1985) In turn, a strong user network increases 
a product's value and, therefore, the resources it attracts and 
its likelihood of purchase, which creates a positive feedback 
loop On the basis of previous research in marketing and 
strategy, we consider the following additional characteristics 
that add to the strength of a network compatibility, accessi- 
bility, and quality 


«Compatibility ın the user network refers to users either inside 
or outside the firm who are important to the potential buyer or 


user for reasons such as opinion leadership or compatibility 
(Gatignon and Robertson 1985, Rogers 1995) 

*The degree to which the user network 15 accessible to a poten- 
tial adopter (verbally, visually, or electronically) can deter- 
mine the influence the user network can have on that adopter 
(Gatignon and Robertson 1985, Valente 1995) Accessibility 
15 similar to Rogers's (1995) concept of the observability of 
the adoption and its influence on other members of the social 
system 

*Although the quality of the technology itself ıs captured in the 
product performance, the quality of a network refers to the 
technological expertise, innovativeness, soundness, reliability, 
and reputation of users who have adopted the technology The 
quality of the members of the user network can influence 
potential adopters and future resource allocation by exacting 
a normative influence on the potential adopter through opin- 
ion leadership (Gatignon and Robertson 1985, Valente 1995), 
by signaling identification (Conner 1995, Solomon 1983), or 
їп a business setting, through mimetic isomorphism (DiMag- 
gto and Powell 1983) 4 


Together with current size and expectations of future 
size, these three characteristics compose a second-order or 
higher-order factor that we call the strength of the network 
When these characteristics are measured in comparison with 
a competing set of networks, we call it the relative strength 
of the network These characteristics help enhance the util- 
ity a user derives from the networks and thus influence the 
choice of product or technology in network markets 


H, The greater the strength of the user network, the greater are 
the resources allocated to that product 


Complements Network 


The complements network is composed of products and ser- 
vices that are needed to make the focal product more pro- 
ductive or complete as part of a whole solution The whole 
product (also referred to as a product ecosystem or customer 
solution) includes not only the focal product but also addi- 
tional hardware and software, training, support, or other ele- 
ments needed to create a compelling reason to buy" (Moore 
1999, p 115) In technological innovations, the whole prod- 
uct 1s essential to convince users other than technology 
experts to purchase, or to “cross the chasm” (Moore 1999, p 
7) Marketing researchers have called elements that com- 
pose this whole product the industry or product infrastruc- 
ture (Lambkin and Day 1989, McIntyre 1988) 

Just as members of the user network are linked by their 
purchase of a common standard for a focal product, mem- 
bers of the complements network are linked by their com- 
patibility with the focal product Complement makers such 
as game developers for Nintendo are connected in that they 
compete for a limited number of game licenses allocated 
each year for a platform that 15 attractive because it 1s so 
widely diffused (Brandenburger and Nalebuff 1996) The 
greater the number of complementary products (e g , inter- 
active games), the greater is the usefulness of the focal prod- 





4DiMaggio and Powell (1983, р 149) describe isomorphism as 
a “constraining process that forces one unit in a population to 
resemble other units that face the same set of environmental con- 
ditions” Mimetic isomorphism occurs when firms become more 
similar through imitation, typically under conditions of uncer- 
tainty 


uct (e g , Nintendo or Sega game console) In addition, dıs- 
tributors of the focal product (providing the complementary 
service of distribution) are linked by the interdependencies 
between inventories of focal and complementary products 

Similar to the user network, we propose that the strength 
of the complements network drives resource allocation and 
that the strength of the complements network can similarly 
be characterized by its current size, expectations of future 
size, compatibility, accessibility, and quality The comple- 
ments network 1s more compatible with the user when it 
contains elements that are needed to provide backward com- 
patibility with previous systems or interoperability with 
other users that are critical to the buyer’s intended use of the 
focal product Complements (such as Universal Product 
Code [UPC] labels and CDs) must also be accessible before 
the focal product (UPC scanners and CD players, respec- 
tively) can successfully diffuse (Bayus 1987, Bucklin and 
Sengupta 1993, Sengupta 1998) The quality of the comple- 
ments network can play a large role in resources allocated to 
the focal product Lotus 1-2-3, faster and more powerful 
than its then-competitors, VisiCalc or Multiplan, became the 
“killer app” for the original IBM personal computer (PC), 
significantly influencing IBM’s emergence as the desktop 
computing standard in the business segment (Carlton 1997) 

The diffusion and intraorganizational adoption of the 
focal product may be directly tied to the diffusion rate of 
complementary products Researchers point out the impor- 
tance of thinking beyond the firm's own borders Bucklin 
and Sengupta (1993, р 159) posit that “Product strategies 
based solely upon the expansion of ‘own’ demand where 
complementarities exist may be suboptimal” If developed 
properly (Rindfleisch and Moorman 2001, Sivadas and 
Dwyer 2000), relationships with these complement 
providers can become an attractive market-based asset and 
instrumental їп the success of the focal product (Srivastava, 
Shervani, and Fahey 1998) Thus, we include the comple- 
ments network as a key element of our model 


H2 The greater the strength of the complements network, the 
greater are the resources allocated to that product 


Producer Network 


The producer network 15 composed of manufacturers that 
produce products that are functionally equivalent to and 
compatible with the focal product Thus, this network 
includes the original product producer and any other com- 
petitive manufacturers that, through licensing or other 
means, have been able to produce functionally equivalent, 
compatible products These products may be imitations, 
clones, or generics The co-opetitive role of additional prod- 
uct producers can be critical to the ultimate success of the 
focal firm’s product (Kotabe, Sahay, and Aulakh 1996) 
Similar to the complements network, the growth of the 
producer network can have a positive effect оп product 
adoption, relative to that of competing product ecosystems 
As more entrants compete within a single standard, price 
reductions may result, increasing the size of the potential 
market Increased competition may lead to higher levels of 
distribution and promotional activity, which in turn can 
accelerate diffusion of the product (Kim, Bridges, and Sri- 
vastava 1999) The addition of clones to the IBM- 
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compatible PC camp not only drove prices and margins 
down but also drew customers away from Apple's Macin- 
tosh Cloners may have more experience with, knowledge 
of, and capabilities for serving different markets (geo- 
graphic or otherwise), bringing expertise and access to mar- 
kets that the 1nnovator cannot serve well (Conner 1995, 
Robertson 1993) Furthermore, the existence of multiple 
producers provides a second source to the customer, which 
prevents the innovating firm from price gouging the user at 
a later time, and therefore reduces the user's risk in commit- 
ting to a product (Farrell and Gallini 1988) 

The network characteristics that make the user and com- 
plements network valuable also describe the strength of the 
producer network As discussed previously, current size and 
future size of the network influence utility The producer 
network 1s compatible with the user if the user has an estab- 
lished, ongoing relationship with its members A producer 
network that 1s not compatible with the user can lead to 
vendor-related switching costs (Heide and Weiss 1995) as 
well as losses of utility associated with the termination of 
existing vendor relationships (Morgan and Hunt 1994) 
Research in channels and distribution emphasizes the acces- 
sibility of producers (Magrath and Hardy 1991, Stern and 
El-Ansary 1992) Different product producers may be 
invited into the producer network specifically because they 
are accessible to a particular group of users (Conner 1995) 
Quality and reputation of the members of the producer net- 
work contribute to the firm’s performance by influencing the 
likelihood of focal product adoption (Fombrun 1996, Rao 
1994) 

Developing the producer network 1s not without risk to 
the innovator Under different appropriability regimes,> the 
innovator may or may not be able to control the develop- 
ment of the producer network Also, depending on the 
appropriability regime, the innovator may or may not profit 
from the producer network’s growth In addition, the types 
of competitors that enter and are successful at different 
points in the product evolution will vary (Lambkin and Day 
1989) However, it 1s expected that in most cases, the diffu- 
sion of the focal product will increase with a more devel- 
oped producer network (Lambkin and Day 1989) Conse- 
quently, we hypothesize the following 


Н; The greater the strength of the producer network, the 
greater are the resources allocated to that product 


The Relationship Between Networks and Stand- 
Alone Product Performance 


The Integrated Networks model provides insight not only in 
understanding adoption and intraorganizational penetration 
in network markets but also into the relationship between 
the networks and stand-alone product performance in creat- 
ing value for the user Networks are unlikely to develop 





5Teece (1986, р 287) defines the appropriability regime as the 
“environmental factors, excluding firm and market structure, that 
govern an innovator's ability to capture the profits generated by an 
innovation” These include factors such as intellectual property, 
whether the innovation ıs incorporated in a product or in a process, 
and whether the innovation involves tacit versus codified knowl- 
edge 
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around a product that is deemed unsatisfactory and unlikely 
to provide some degree of value for the consumer There- 
fore, ıt ıs reasonable to conclude that stand-alone product 
performance—value delivered by the technology, indepen- 
dent of the networks—will influence the development of the 
networks However, ıt has also been proposed that after the 
networks have begun to develop and deliver value, that value 
can overwhelm the value uniquely created by the product 
itself Technological standards battles studied in previous 
research include the QWERTY keyboard versus the Dvorak 
keyboard (David 1985, Liebowitz and Margolis 1990, 
1999), the VHS and Betamax contest (Arthur 1994, 
Liebowitz and Margolis 1995), and the competition between 
internal combustion and steam engines (Arthur 1989) The 
relationship between product performance and the networks 
suggests a mediation scenario, with the networks mediating 
between the stand-alone product performance and resource 
allocation Thus, strongly networked products that are based 
on lesser technological solutions are often adopted over 
superior but weakly networked products because, we pro- 
pose, networks mediate the relationship between product 
performance and resource allocation decisions 


H4 The user network mediates the relationship between stand- 
alone product performance and the resources allocated to 
the product 

Н; The complements network mediates the relationship 
between stand-alone product performance and the 
resources allocated to the product 


Hg The producer network mediates the relationship between 
stand-alone product performance and the resources allo- 
cated to the product 


Methodology 


We first describe our instrument and data collection proce- 
dures Next, we assess the reliability of the measures and the 
discriminant and convergent validity of our constructs We 
then examine the association of the networks with resource 
allocation and the ability of networks to mediate the rela- 
tionship between product performance and resource 
allocation 


Context 


The context for this study 1s a network market We chose to 
examine a purchase decision made by IT professionals 
regarding a high-technology product We surveyed IT pro- 
fessionals at major U S firms choosing between the Win- 
dows NT and Unix operating systems We chose this context 
because operating system choice 15 typically a sufficiently 
significant purchase that IT professionals are likely to con- 
sider multiple attributes of the available choices Also, IT 
professionals have detailed knowledge of the competing 
products and are able to assess the stand-alone technical 
product characteristics and performance (1e, the value 
delivered by the technology, separate from the networks) In 
addition, research in technology markets has focused on 
similar key informants at the organization level (Gatignon 
and Robertson 1989, Heide and Weiss 1995, Weiss and 
Heide 1993) 


Because we examine a competitive standards battle, we 
focus on the relative strength of the networks and collect a 
comparative assessment of the stand-alone product perfor- 
mance Network markets are tippy markets, and competition 
in such markets is appropriately analyzed by methodology 
that recognizes the interdependencies between competing 
products' diffusion processes (e g , Arthur 1989) 


Instrument 


We developed a questionnaire that was targeted at IT pro- 
fessionals and pertained to their resource allocation deci- 
sions in situations 1n. which Windows NT and Unix were 
both technically feasible options The survey was initially 
pretested by three IT professionals at a large university We 
modified the survey on the basis of their feedback and sub- 
mitted it to a sample consisting of 25 IT professionals 
enrolled tn an executive education class We checked initial 
scale reliability and modified the survey again, on the basis 
of reliability measures and comments (written and verbal) 
from this group The revised survey was then pretested by 
three IT professionals at a Fortune-500 company, and we 
made changes on the basis of their in-depth feedback We 
then administered the survey to the sample described next 


Sample and Data Collection 


The sample consisted of 3000 senior computing executives at 
large firms ın the United States The names were randomly 
selected from a list of 5000 top computing executives, pro- 
vided by Phoenix-based Applied Computer Research These 
firms belong to the Fortune 1000, Forbes 500, or Informa- 
tionWeek 500 or they met at least one of the following criteria 


*They owned a mid-size or mainframe computer (an IBM 308x 
or larger, an Amdahl, or Hitachi), 

*They had 50 or more IT employees, 

*They had an IT budget of $4 million or more, 

*They owned 200 or more PCs, or 


*They owned one of the following types of systems CDC, Tan- 
dem, Cray, Unisys А series, or DEC VAX 7000 


These constraints reduced the likelihood of surveying IT 
professionals who manage only desktop PCs in which Unix 
1s less likely to be a feasible or realistic choice 

The instrument, a letter requesting the user's assistance, 
and an offer for a summary of the results were included, 
along with a business-reply return envelope Approximately 
four weeks after the initial survey was mailed, a reminder 
postcard was sent Of the 265 completed surveys, 237 were 
usable A total of 65 other surveys were returned as undeliv- 
erable or because the addressee was no longer employed at 
the firm This represented a response rate of 9% Although 
this represents below average survey response rates of top 
management (Menon, Bharadwaj, and Howell 1996), this is 
not inconsistent with studies of similar target samples (Peet 
1998, Vedder et al 1999) Adequately powered t-tests 
(Cohen 1988) of means of key variables (network character- 
istics, product performance, and resource allocation) show 
no significant differences between those who responded 
before (n = 194) versus those who responded after (n = 43) 
the reminder postcard 


Measures 


One goal of this research is to significantly extend the 
empirical effort in network market research by providing the 
first empirical measurement of consumers’ perceptions of 
network externalities as well as of our proposed Integrated 
Networks model Our measures are not proxies for network 
externalities, nor 1s our model based on aggregate data We 
survey consumers on the current size of the user and com- 
plements networks and the expectations of the future size of 
the user and complements networks, as well as the newly 
introduced characteristics of each of the three networks 

compatibility, accessibility, and quality Although the mea- 
sures we develop are specific to our context, operating sys- 
tems, we believe they can provide guidance for future 
researchers 1n network markets 


Specific Decision Area 


The first question of the survey was highlighted in a section 
titled “Your Specific Decision. What Decision Are You 
Making Today?" and asked the respondent to consider a 
recent or upcoming decision The respondent was asked to 
select from a list or to write in the functional area of that 
decision (e g , CAD/CAM operations, accounting, engineer- 
ing, design use) Respondents were told that this was their 
specific decision area and were asked to answer all ques- 
tons with respect to that decision context Included in 
nearly every item are the words “specific decision area" to 
help ensure that the respondent reported on the networks 
affiliated with the operating system and the attributes of the 
operating system itself 1n that specific context We did this 
to encourage a consistent perspective by the user as he or 
she responded to the survey and to avoid an aggregation bias 
across decisions made in a particular year 


Resource Allocation 


We asked the user to estimate the percentage of the operat- 
ing system/application/workstation budget that was to be 
spent on Windows NT-based services and goods and Unix- 
based services and goods in 1998 Again, we instructed the 
user to focus on the specific decision area he or she had indi- 
cated at the beginning of the survey We used the percentage 
of this budget to be spent on Unix as the dependent variable 
Because it 15 a percentage bound by 0 and 1, we replaced 
responses of 0 or | with near approximations (Cohen and 
Cohen 1983), and we performed a logit transformation The 
transformed variable ranges from —5 29 to 5 29 with a mean 
of — 85 and a standard deviation of 2 26 Skewness 15 — 15, 
and kurtosis is — 01 


Assessment of Stand-Alone Product Performance 


Stand-alone product performance measures the user's per- 
ception of the Unix and Windows NT operating systems as 
independent technological products, separate from the net- 
works surrounding these products We asked the users to 
assess the importance within their specific decision area of 
ten technical operating system attributes using a five-point 
response scale ranging from "not at all important" to "very 
1mportant " The attributes can be grouped into three general 
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categories complex computing capabilities of the operating 
system (e g , multiprocessor support, scalability, clustering, 
high performance features), manageability of the operating 
system (e g , ease of recovery from crashes, security, ease of 
manageability, networking), and robustness of the operating 
system (eg, robustness/stability, maturity) The list of 
attributes was developed from an extensive search of techni- 
cal publications pertaining to operating systems (e g , Byte 
1996, Edge Work-Group Computing Report 1996, Informa- 
tton Week 1997) and was pretested by IT professionals After 
users rated the importance of each attribute, we asked them 
to rate each operating system's performance on a scale of 1 
to 5, ranging from “does not provide this capability at all" to 
“provides this capability very well” 

For eight of the ten attributes, Unix was rated signifi- 
cantly higher than NT (NT was rated higher on “ease of 
manageability” and networking") To avoid multicollinear- 
ity problems in subsequent analyses, we collapsed ratings 
into one item that represented stand-alone product perfor- 
mance We computed this item by taking the Unix rating, 
subtracting the NT rating, and multiplying the result by the 
importance score 6 Thus, this 1s a relative scale in which a 
large positive number indicates a belief that Unix 15 ће 
superior operating system and a large negative number indi- 
cates a belief that NT 1s the superior operating system This 
value has a mean of 19 13, standard error of 3 75, skewness 
of —1 15, and kurtosis of 2 93 


Perceptions of the Three Networks 


We measured each characteristic of each network using a 
multi-item scale The items consist of statements such as 
“This operating system has a sizable market share today ın 
my specific decision area" and are followed by two five- 
point scales, one for NT and one for Unix, anchored by 
“strongly disagree” to “strongly agree” We did not include 
the current size of the producer network and the expecta- 
tions about the future size of the producer network in the 
Instrument Pretests showed that questions related to size of 
the producer network cause confusion among users Idio- 
syncratic to this industry, each operating system, regardless 
of its standard interfaces and alliances, 1s developed by a 
single firm, therefore, we did not measure current size and 
expectations of future size of the producer network ın the 
survey We subsequently discuss scale refinement proce- 
dures (final scales are provided in Appendix A) 


Control Variables 


Previous research in adoption has found other variables to 
be associated with resource allocation decisions Because 
they are not the central focus of our framework, they are 
1ncluded in our analysis as control variables The first cate- 
gory of control variables is associated with cost and includes 


6We conducted regression analyses that included the operating 
system ratings without this arithmetic manipulation We compared 
these with similar analyses that included the collapsed measure 
The two yielded similar adjusted R? figures and similar signifi- 
cance for other variables in the equation, but we could not interpret 
the signs and significance of the operating system attribute ratings 
because of high multicollinearity among these items 
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cost of heterogeneity (owning more than one operating sys- 
tem), total cost of ownership of the operating system 
(Rogers 1995, Weiss 1994), concern for compatibility 
(Weiss and Heide 1993), and the financial switching costs 
associated with switching from one operating system to 
another (Burnham, Frels, and Mahajan 2003, Weiss 1994) 
The second category 1s associated with the firm's decision- 
making process These include the firm's risk aversion 
(Puto, Patton, and King 1985, Tellis and Gaeth 1990) and 
Innovativeness, measured as organizational centrality 
(Gatignon and Robertson 1989, Mansfield 1968) Final 
scale items are provided in Appendix B 


Scale Refinement and Analysis 


To obtain a measure of the relative strength of one network 
over the competing network, we followed the subsequent 
procedure For each item that measured a network charac- 
teristic, we subtracted the response given for NT from the 
response given for Unix, creating a relative scale in which a 
positive number indicates a belief that the Unix operating 
system scores higher on that particular item and a negative 
number indicates a belief that NT scores higher on that par- 
ticular item Peter, Churchill, and Brown (1993) warn 
against potential problems with the use of such difference 
Scores understated or overstated reliability, spurious corre- 
lations, and discriminant validity In Appendix A, we show 
the reliabilities of the component measures (measures for 
each individual operating system) as well as the combined 
scores (calculated as proscribed by Peter, Churchill, and 
Brown 1993), all but one of which are at or above the 70 
recommendation provided by Nunnally and Bernstein 
(1996) The exception 1s accessibility of the user network ın 
which reliability ıs 66 Thus, we do not face the reliability 
issues Peter, Churchill, and Brown caution against Because 
the individual measures that make up the difference score 
(the component measures) are not included їп further analy- 
sis, Peter, Churchill, and Brown's concerns regarding spuri- 
ous correlations or discriminant validity are also not applic- 
able Peter, Churchill, and Brown also discuss a variance 
restriction problem that 1s not applicable in these measures 
because the measures do not have a “more is always better" 
connotation 

The survey contained 71 items that measured the net- 
work constructs We submitted these items to the iterative 
purification process recommended by Churchill (1979), 
Gerbing and Anderson (1988), and Bollen (1989), consist- 
ing of exploratory factor analysis, reliability analysis, and 
confirmatory factor analysis This process led us to retain a 
total of 42 items, which are provided in Appendix А Con- 
firmatory factor analyses (Anderson and Gerbing 1988) 
show that the measurement models fit the data well (normed 
fit index [NFI] and comparative fit index [CFI] > 90, see 
details in Appendix C) We checked the characteristics of 
each network for discriminant validity to assess the unique- 
ness of each characteristic by setting the correlation of each 
pair of two measures to 1 0 within the measurement model 
and checking the degradation of the X2 measure (Anderson 
and Gerbing 1988) We also tested unidimensionality and 
convergent validity of each construct according to proce- 
dures recommended by Anderson and Gerbing (1988) For 


the control variable measures, we used scale purification 
processes similar to those used for the network characteris- 
tics Fit indices are provided in Appendix B 

For 8 of the 13 network characteristics measured, NT 
was rated as having a stronger network than Unix, whereas 
Unix's networks were rated stronger in only two cases qual- 
ity of the producer network and quality of the complements 
network There was no significant difference between the 
products in the size of their user networks, the quality of 
their user networks, or the compatibility of their comple- 
ments network 

Finally, we explored the existence of second-order fac- 
tors of “relative strength of network” following methods 
outlined by Gerbing and Anderson (1984), Bollen (1989), 
Marsh (1987), and Rindskopf and Rose (1988) We found 
that three second-order factors fit the data better than the 
first-order factors on many measures and only marginally 
worse than the first-order factors on a few measures On the 
basis of recommendations by Marsh (1987) and Rindskopf 
and Rose (1988), we use the second-order factors on the 
basis of their fit with the data, their theoretical attractive- 
ness, and their parsimony (see Appendix C) Discriminant 
validity tests (Anderson and Gerbing 1988) conducted on 
the second-order factors show that the three second-order 
strength constructs are distinct from one another Correla- 
tion coefficients among all variables are shown in Table 1 

We tested five structural models using AMOS 401 
(Arbuckle and Wothke 1999) Model 1 is the full model as 
15 shown conceptually in Figure 1 (for clarity, Figure 1 does 
not include the first-order factors, indicators, error terms, or 
control variables) 7 To test for mediation, we followed pro- 
cedures described by Baron and Kenny (1986) Model 2 
regresses resource allocation on stand-alone product perfor- 
mance, excluding the mediators from the model (Path C in 
Barron and Kenny [1986]) Models 3, 4, and 5 each regress 
one of the mediating networks on the stand-alone product 
performance (Path A in Barron and Kenny [1986]) In Mod- 
els 1 and 2, in which resource allocation ıs the dependent 
variable, the six control variables are included 1n the model 


7Hess's (2000) paper on unidentified recursive models ıs not a 
factor 1n our model, as we have no correlated error terms 


with single-1tem indicators and the error variances set to (1 — 
variance) x reliability (Joreskog and Sorbom 1989, р 153) 


Results 


We present the results 1n Table 2. Model 1, the full model, 
shows support for Hj, Н», and H4 In testing H;, we show 
that the relative strength of the user network 1s positively 
associated with the resources allocated to Unix (B = 32, p< 
001) In support of Н», we find that the complements net- 
work 1s significantly and positively associated with resource 
allocation (B = 21, p « 01) In support of H3, we find that 
the producer network is significantly and positively associ- 
ated with resource allocation (В = 34, p= 001) No control 
variables are significant ın Model 1 Thus, we find support 
for Hı, Н, and Н; 

Testing H4-Hg requires information from Models 1—5 
First, we examine Model 2 to determine 1f the stand-alone 
product performance is indeed positively associated with 
resource allocation when the mediators (networks) are not 
present Model 2 shows that this 1s indeed the case (В = 47, 
p « 001 ) Second, we examine Models 3—5 and find that the 
networks (the mediators) are indeed positively associated 
with the stand-alone product performance Product perfor- 
mance — user network, B = 63, p « 001, product perfor- 
mance — complements network, B = 57, p « 001, product 
performance — producer network, В = 62, p< 001 Finally, 
we examine the size and significance of the relationship 
between product performance and resource allocation in 
Models 1 and 2 Although this relationship 1s significant 
when the mediators are absent (Model 2), it 1s not significant 
in the model that includes the mediators (Model 1) Product 
performance — resource allocation, В = — 04, p= 74 Thus, 
the three requirements for mediation are met, and we find 
support for H4-Hg 

The only control variable that is significant in either Model 
1 or Model 2 is “cost of heterogeneity,” which ts significantly 
and negatively associated with resource allocation (В = — 18, 
p « 05) in Model 2, indicating that as the perceived cost of 
owning multiple operating systems increases, the resources to 
be allocated to Unix decrease This 15 reasonable given the 
encroachment of NT into Unix markets during the 1998 time 
frame and resource constraints related to IT infrastructure 








TABLE 1 
Correlation Coefficients Among Independent, Dependent, and Control Variables 
x1 X2 X3 X4 X5 X6 X7 X8 X9 X10 X11 
Relative strength of user network (X1) 100 
Relative strength of complements network (X2) 80* 100 
Relative strength of producer network (X3) 67* 100 
Stand-alone product performance (X4) 58* 55* 100 
Concern for compatibility (X5) -05 -03 -03 -12 100 
Risk aversion (X6) 06 05 08 00 100 
Innovativeness (X7) —12 -12 -07 -08 04 -12 100 
Cost of heterogeneity (X8) – 35" -37* -30* -37* 23* —1? 12 100 
Relative total cost of ownership (X9) -08 -08 -07 09 00 05 07 11 100 
Financial switching costs (X10) 04 00 05 -15* 12 01 -21* -08 100 


Percentage of resources allocated to Unix (X11) 65* 
*Significant at least at the level of p « 05 


57  49* -02 -02 -07 —32* -03 02 100 
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Discussion 
Findings 


In recent years, new theory regarding network markets has 
been advanced (Srivastava, Shervani, and Fahey 1998, 
1999) simultaneously with a call for more empirical 
research 1n this area (John, Weiss, and Dutta 1999) Our 
research extends the theoretical development of market-base 
assets and networks and provides empirical evidence on the 
influence of such networks on intraorganizational adoption 
decisions In this study, we operationalize and test our con- 
ceptual framework, the Integrated Networks model, that 
explains intraorganizational diffusion and continued 
resource allocation in network markets Although many 
markets are network markets, in this study we test our 
model in the operating system marketplace The results 
show that networks can be characterized by five dimen- 
sions—size, expectations of future size, compatibility, 
accessibility, and quality—that can be represented by a 
higher-order factor of network strength We find that each of 
the three networks—user, complements, and producer—is 
positively and significantly associated with resource 
allocation 

Furthermore, we find that the networks mediate the rela- 
tionship between product performance and resource alloca- 
tion Thus, in a network market, the direct effect of stand- 
alone product performance on resource allocation may be 
insignificant We posit that this 1s due to mediation by the 
strength of the networks, and our findings support this Of 
the ten stand-alone product performance attributes we mea- 
sure, Unix outperforms NT on eight, suggesting that respon- 
dents believe it to be the superior operating system If prod- 
uct performance were the driving determinant of product 
adoption, we would expect Unix to be the favored choice 
However, on average in 1998, 61% of the budget of each 
respondent was spent on NT In addition, those who rated 
Unix’s product performance superior, but perceived NT’s 
networks stronger, were more than twice as likely to allocate 
resources to NT, compared with Unix Why would this be 
the case? Our model suggests that it is due to the relative 
strength of the networks associated with NT and the net- 
works’ mediation of the effect of product performance on 
resource allocation Of the 13 network characteristics we 
measure, NT outperforms Unix on eight of these measures, 
and Unix's networks rate stronger than NT’s ın only two 
cases Thus, we present this as empirical evidence that in a 
market in which networks matter, the relative strength of the 
networks presents an important influence on purchase deci- 
sions and thus presents a mechanism by which a less pre- 
ferred technology can gain market share 


Theoretical Contributions 


This research makes several key contributions to the mar- 
keting literature First, this article contributes a model of 
adoption in a network market that builds on our understand- 
ing of diffusion, adoption, and resource allocation It 
extends our knowledge on what networks exist and influ- 
ence adoption decisions as well as how those networks can 
be characterized We contribute to the work in market-based 


assets and the “whole product” concept (Lambkin and Day 
1989, McIntyre 1988, Moore 1999, Srivastava, Shervani, 
and Fahey 1998, 1999) by explicating the assets that exist in 
the marketplace and complete a technological product offer- 
ing We extend research in diffusion (e g , Bass 1969, Maha- 
jan, Muller, and Bass 1990) by suggesting that the coeffi- 
cient of imitation, appropriate for aggregate models, can be 
augmented with other network characteristics when data 
from consumers can be gathered, which provides a richer 
characterization of the installed base (user network) and the 
way it influences consumer decisions Furthermore, we 
show that both the complements and the producer networks 
can be as relevant as the user network in determining 
resource allocation Most important, we show that when 
considered 1n one model, all three networks play a signifi- 
cant role in determining how consumers allocate their 
resources Each of these three networks can be characterized 
by its current size, expectations of its future size, 115 com- 
patibility and accessibility to the potential adopter, and the 
quality of its members These characteristics determine the 
strength of the network 

We examine not first-time adoption or trial but rather 
1intraorganizational adoption or the continued commitment 
of resources to a product or platform The degree of 
intraorganizational adoption ıs more critical in determining 
the success of a product, because most sales of technologi- 
cal products are additional purchases by firms that have 
already tried the product (Kim and Srivastava 1998) There- 
fore, we examine continued resource allocation of two com- 
peting products 

Second, we advance the field's understanding beyond 
that which was previously analytically modeled to that 
which ts empirically validated, providing future researchers 
with an expanded model of how purchase decisions are 
made ın network markets (Arthur 1989, John, Weiss, and 
Dutta 1999) Our study further defines and provides an 
empirical examination of market-base assets (Srivastava, 
Shervani, and Fahey 1998, 1999) and demonstrates the 
influence of these firm-external assets on purchase deci- 
sions In addition, this article contributes an empirical vali- 
dation of the Integrated Networks model as well as the pre- 
ceding model of network externalities Prior to this study, a 
direct measure of consumers’ perceptions of network exter- 
nalities has not been undertaken, and analytical models have 
dominated (John, Weiss, and Dutta 1999) The empirical 
research previously undertaken relies primarily on aggregate 
data (eg, Economides and Himmelberg 1995, Gandal, 
Kende, and Rob 2000), however, we directly measure con- 
sumers’ perceptions of the characteristics of the three net- 
works and their relationship with resource allocation deci- 
sions This complements prior analytical and aggregate 
work and also extends that work significantly 

Third, in demonstrating that the networks mediate the 
relationship between the product performance and resource 
allocation, we provide evidence that with strong networks, a 
less-preferred technology may gain increased market share 
through the value delivered by its networks (Arthur 1989, 
Liebowitz and Margolis 1995, Valente 1995) Again, this 
further validates the criticality of managing the market- 
based assets ın a network market 
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Managerial Implications 


Managers in network markets can draw many lessons from 
the Integrated Networks model First, the framework 
encourages managers to develop not Just the user network 
(as would network externalities or diffusion), but the com- 
plements and producer networks as well All three types of 
market-based assets aid in creating a whole product, allow- 
ing the firm to “cross the chasm” by attracting early major- 
ity adopters crucial to product success The Sega Dreamcast 
game system, introduced in 1998 and widely regarded as 
superior to other gaming consoles at the time, failed to reach 
expected sales levels because game developers (Sega 
included) were unable to introduce enough games (comple- 
ments) simultaneously with the console The market quickly 
tipped away from Sega Dreamcast, and Sega ultimately 
exited the market One reason often cited for the VHS’s tri- 
umph over the Sony Betamax was Matsushita’s willingness 
to grow the producer network by licensing its design, 
whereas Sony chose to remain a sole provider Again, the 
market tipped toward the product with the stronger network 

Second, the recognition of network strength as the 
underlying construct composed of multiple first-order con- 
structs expands the strategic levers available to managers in 
network markets Instead of solely increasing the size of the 
networks or influencing expectations regarding the future 
size of the networks as might be suggested by the original 
network externalities theory, the Integrated Networks model 
encourages managers to develop the networks on several 
dimensions, seeking users, complements, and producers that 
are compatible with the adopter, accessible to the adopter, 
and of the appropriate quality to provide utility to the 
adopter For example, the diffusion of high-definition televi- 
sion has largely depended on the complements network, not 
only broadcast programming as 1s commonly cited but also 
other forms of digital input such as DVD players (Heller 
2001) 

Such implications apply to both entrant and incumbent 
firms In our study, Windows NT (the workstation operating 
system entrant) had not surpassed the incumbent (Unix) on 
stand-alone technological performance Nevertheless, our 
findings show that IT professionals intended to allocate a 
larger portion of their resources to NT rather than Unix, 
because of the strong networks Microsoft developed around 
NT Thus, when an entrant’s product is able to perform ade- 
quately (we do not mean to suggest that an unusable prod- 
uct can succeed solely through its networks), its managers 
should quickly address the market-based assets or networks 
associated with the product 

Likewise, an incumbent must protect 1ts networks from 
encroachment by entrants Our study reinforces the notion 
that having a superior product is not enough Long-dominant 
game console makers Sony and Nintendo have worked dili- 
gently to strengthen their networks in the face of Microsoft's 
entrance to their network market with the X-Box Microsoft's 
action in the desktop market demonstrates 15 own belief that 
its networks are crucial. In 1995, Microsoft was the incum- 
bent їп the desktop operating systems market, and it fought 
fiercely to protect its networks against Netscape's browser, 
which threatened to break the applications barrier to entry 
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Microsoft constructed Microsoft ensured a growing user net- 
work (consumers) by wielding its power with one of its key 
complements, computer manufacturers By encouraging the 
manufacturers to put Internet Explorer (and only Internet 
Explorer) on the desktop and by bundling Internet Explorer 
with Windows, Microsoft significantly degraded consumers' 
accessibility to desktop-entrant Netscape Microsoft's will- 
ingness to use legally risky tactics shows the criticality it 
attached to maintaining its strong networks 


Limitations 


The results of the study must be considered together with its 
limitations We conducted the study using single respon- 
dents from a sample of large firms regarding resource allo- 
cation 1n a single product market For generalizable conclu- 
sions, we would need to establish the effects across a 
broader cross-section of goods and services То assess the 
generalizability of the scales, we would need to establish 
their reliability as well as their convergent and discriminant 
validity in multiple contexts Thus, we do not have evidence 
that our findings are not context specific 

Our empirical setting, operating systems, has strong net- 
work effects relative to other markets Operating systems 
alone provide critical functions but rely heavily on comple- 
ments such as application software, hardware, and user 
skills to be truly useful Furthermore, one of the main func- 
tions of computing today 1s connectivity, and therefore the 
importance of users owning compatible systems may be 
exaggerated ın this context when compared with markets 
that are further removed from the concept of a physical net- 
work providing the infrastructure links between network 
elements When applying the results of this study to other 
contexts, the importance of networks in each context should 
be considered 

It ıs idiosyncratic that there is only one producer of one 
of the technologies (Microsoft's Windows NT) and multiple 
product producers of the other (e g, IBM's AIX, Sun's 
Solaris, Hewlett-Packard's HP-UX) ın this market There- 
fore, we did not measure the current size or the expectations 
of future size of the producer network This may also limit 
the generalizability of the results 


Further Research 


Economists have assumed that the growth of the user net- 
work precedes that of the complements and producer net- 
works, but strategic maneuvering by firms to attract com- 
plements (such as electronic games) prior to focal product 
availability suggests otherwise Future studies might inves- 
tigate the interdependencies among the networks and the 
influence each network has on the development of the other 
two 

Contingency variables are likely to delineate various 
competitive scenarios within network markets What com- 
petitive environments make particular aspects of the Inte- 
grated Networks model more critical for success, more 
amenable to favorable strategic manipulation, or more open 
to threats by other firms? The extensions the Integrated Net- 
works model makes to network externality research will 


shed light on the strategic levers that can be used by man- 
agers of firms sponsoring a particular technology The use of 
the Integrated Networks model 1n other empirical contexts 
їп which networks are likely to be more and less important 
will validate the axes along which the model provides mean- 
1ngful insights 

Finally, research conducted from the perspective of the 
technology-sponsoring firm would also provide insight into 
network markets and standards battles Combined with the 
Integrated Networks model, investigations of technological 
bandwagons, standard-setting alliances, and standards com- 
mittees provide a starting point for such research The share- 
holder value created by such market-based assets could then 
be more accurately assessed Likewise, research on comple- 
mentary product strategies (Bucklin and Sengupta 1993, Sen- 
gupta 1998, Teece 1986) and licensing activities (Conner 
1995, Farrell and Gallint 1988, Kotabe, Sahay, and Aulakh 
1996) would provide insight into how a firm might proceed in 


attempting to develop networks, increase adoption and 
resource allocation, and make its product the de facto standard 
As researchers continue to examine network business 
markets, and as the question of dominant inferior technolo- 
gies continues to be raised, the Integrated Networks model 
should ard ın future empirical work and ın future theory 
building Our work complements research on market-based 
assets (Srivastava, Shervani, and Fahey 1998), the value net 
(Brandenburger and Nalebuff 1996), and the value web 
(Cartwright and Oliver 2000), emphasizing a whole product 
or product ecosystem perspective to providing the customer 
with a complete solution (Lambkin and Day 1989, Moore 
1999) Network markets represent a significant portion of 
the world's economy, and understanding such markets 
becomes more critical to managing that segment of the 
economy As firms continue to address adoption issues in 
network markets, this expanded view of the forces behind 
these markets should aid in the decision-making. process 


Appendix A 
Network Final Scale Items, Confirmatory Factor Analysis (CFA) Loadings, and Cronbach's Alpha 
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User Network 
Current Size Difference Score a= 80, Unix а = 
80, NT а = 77 

79“ Today, this operating system has the largest 
installed base of users in my specific decision 
area 

82 This operating system has a sizable market share 
today in my specific decision area 

73 The larger market share worldwide in my specific 
decision area is currently held by this operating 
system 


Expectations of Future Size Difference Score с = 
93, Unix а = 93, МТ а = 93 


87 In the future, | expect this operating system to 
have the most users in my specific decision area 
84 In the future, this operating system will probably 


have a larger market share than any of its 
competitors in my specific decision area 

89 Over the next few years, | think more and more IT 
professionals in my specific decision area will 
choose this operating system for their use 


84 In the future, this operating system is likely to 
attract many more users in my specific decision 
area 

82 Over the next few years, | expect the installed 


base for this operating system to grow rapidly in 
my specific decision area 


Compatibility Difference Score « = 89, Unix а = 


91,NTa= 89 

90 People in our firm currently use this operating 
system 

92 People їп our firm, within my specific decision 
area, currently use this operating system 

85 Outside of my specific decision area, there are 


many people in our firm with whom | need to be 
compatible, who use this operating system 


Accessibility Difference Score a = 66, Unix & = 
87, МТ а = 87 

81 Currently, it is easy to find members of this 
operating system’s installed base to help me make 
decisions regarding this operating system 


85 It is easy to contact members of the installed base 
who have adopted this operating system 
87 If | need information about this operating system, | 


can readily find a member of the installed base to 
provide that information 


Quality Difference Score а = 88, Unix с = 92, 
NT a= 89 

89 Today, IT professionals in my specific deciston 
area who are “in the know” about technology use 
this operating system 

78 IT professionals who currently know a lot about 
operating systems have chosen this operating 
system 

85 IT professionals їп my specific decision area 
whose opinions | respect use this operating 
system 

81 IT professionals їп firms that lead our industry 
today have adopted this operating system 


Complements Network 
Current Size Difference Score о, = 85, Unix а = 
89, NT a= 87 

88 Today, there 15 a great deal of hardware, software, 
skills, and support in my decision area available 
for this operating system 

79 At this time, this operating system has the largest 
amount of hardware, software, skills, and support 
available for my specific decision 

83 Today, most hardware, software, skills, and 
support for my specific decision area are 
compatible with this operating system 


Expectations of Future Size Difference Score a = 
86, Unix a= 90, МТ a= 90 

85 Over the next few years, more and more 
hardware, software, skills, and support for my 
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89 


86 


73 


83 


71 


78 


71 


85 


79 
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specific decision area will be compatible with this 
operating system 

In the future, | believe that this operating system 
will have more hardware, software, skills and 
support than its competitors 

Over the next few years, | expect the amount of 
hardware, software, skills, and support to grow 
very rapidly for this operating system 


Compatibility Difference Score с = 71, Unix a = 
83, МТ a= 78 

The hardware, software, skills, and support 
needed for backward compatibility in my specific 
decision are compatible with this operating system 
today 

Most hardware, software, skills, and support that | 
need for my specific decision today are available 
for this operating system 

Hardware, software, skills, and support that my 
area currently needs in order to interact with other 
units in my firm are available for this operating 
system 


Accessibility Difference Score a = 77, Unix а = 
86, NT a= 85 

The hardware, software, skills, and support for this 
operating system are well distributed or widely 
available 

! have seen many ads for hardware, software, 
skills, and support for this operating system 
related to my specific decision 

Today, It is easy to get help with hardware, 
software, skills, and support for this operating 
system 


Quality Difference Score о; = 78, Unix с = 86, 
МТ а = 82 

The hardware, software, skills, and support for this 
operating system in my specific decision area are 
generally of very high quality 


84 


76 


The hardware, software, skills, and support 
available for this operating system are highly 
reliable 

The hardware, software, skills, and support 
available for this operating system are the most 
technologically advanced for my specific decision 
area 


Producer Network 


80 
76 


78 


86 
54 


Compatibility Difference Score о = 77, Unix a = 
90, NT a= 77 

| already have a good working relationship with 
the firm(s) that develop this operating system 

| have service contracts with the firm(s) that 
develop this operating system 

| already have procedures established for 
purchasing from the firm(s) that develop this 
operating system 


Accessibility Difference Score a = 71, Unix a= 
84, МТ а = 86 

| am currently familiar with the firm(s) that develop 
this operating system 

| have seen many ads by the firm(s) that develop 
this operating system 

Today, this operating system is widely distributed 
and is easy to obtain 


Quality Difference Score a = 84, Unix a= 91, 
МТ а = 86 

Firms whose quality | respect develop this 
operating system 

The firm(s) that develop this operating system 
has/have a reputation for knowing a great deal 
about operating systems 

Firms that I trust develop this operating system 


eee 
“Difference Score” signifies the coefficient alpha of the difference scores (computed as recommended by Peter, Churchill, and Brown 1993), 
"Unix" signifies the coefficient alpha of the Unix measures, "NT" signifies the coefficient alpha of the NT measures 


“This column contains CFA loadings, all significant at the p < 05 level 


Appendix B 


Control Variable Final Scale items, CFA Loadings, and Cronbach’s Alpha Coefficient 


Decision-Making Variables: 42,4 = 19.53; NFI = .99; СЕ! = 


.99 
37* 
65 
76 
68 


69 


81 


Risk Aversion а = 70 

My firm ts the type of firm that often tries new IT 
products at least once 

When my firm buys IT prod-ucts, it buys only well- 
established brands (R) 

My firm is cautious in trying new/different IT 
products (Н) 

My firm does not like to buy something unknown 
where there is the nisk of making a mistake. (R) 


Innovativeness a= 82 

When existing rules and procedures are not 
adequate to make an IT decision, instructions are 
requested from sentor IT management 

When problems arise in the technology selection 
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84 


process, the decision maker goes to senior IT 
management for an answer 

When an unusual situation is encountered in the 
IT decision-making process, senior IT 
management is consulted before moving forward 


Cost Variables: 4254 = 86.39; NFI = .92; СЕ! = .94 


56 


55 


87 


Concern for Compatibility о 68 

When my firm considers which operating system 
to purchase, compatibility with our existing 
systems is not an issue 

Technically speaking, we are concerned about 
how compatible this operating system will be with 
the other computer-based systems in our firm 
System compatibility is not an issue as we 
consider adopting an operating system 


Appendix B 
Continued 





Cost of Heterogeneity «= 89 

77 It is much less expensive for us to use only one 
operating system, either Windows NT or Unix, 
than to use both 


93 Our installation costs are much lower if we 
standardize on a single operating system 
88 Our training costs are much lower if we have only 


one operating system in our decision environment 


Financial Switching Costs a= 66 


55 Switching to a new operating system would 
require us to spend a great deal of money on new 
hardware 

69 Switching to а new operating system would 


require us to spend a great deal of money on new 
application software 


*This column contains CFA loadings, all significant at the p < 05 level 


Notes (В) = reverse scored 


65 Switching to a new operating system would be 
very expensive in terms of restructuring our 
system maintenance and our help desk facilities 


Relative Total Cost of Ownership—Formative Scale 
End points of "not at all expensive" and "very expensive" 


eThe street price of the operating system itself and the 
hardware on which it runs, per seat 

eThe cost of installing the operating system and its 
associated hardware in your decision environment 

eThe cost of maintaining the operating system and its 
associated hardware (e g , system administration, 
system back-ups, operating system upgrades, new 
application installation, and upgrades) 

eThe cost of providing a "help desk" to the users in your 
decision environment 

eThe cost of training users in your decision environment 

















Appendix C 
First- and Second-Order Factor Fit Indices and Comparison of 72 
User Complements Producer 
Network Network Network 
1st 2nd 1st 2nd 1st 2nd 
CFI 96 95 95 95 97 97 
NFI 92 92 92 93 95 95 
Incremental fit index 96 95 95 95 97 97 
Goodness-of-fit index (GFI) 89 88 90 89 96 96 
Adjusted GFI 85 85 86 84 92 92 
Parsimony GFI 65 67 60 63 51 51 
Parsimony МР! 76 78 70 73 63 63 
Root mean square residual 12 15 09 08 08 08 
df 125 130 80 85 24 24 
x2 266 78 293 08 191 79 230 32 51 81 5181 
Change in x? 26 30* 38 53* 0 
Change in df 5 5 0 
*p « 05 
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James С. Maxham III & Richard С. Netemeyer 


Firms Reap What They Sow: 

The Effects of Shared Values and 
Perceived Organizational Justice on 
Customers' Evaluations of Complaint 
Handling 


Employing elements of organizational theory and service recovery research, the authors examine how employees' 
perceptions of shared values and organizational justice can stimulate customer-directed extra-role behaviors when 
handling complaints They also investigate how these extra-role behaviors affect customers' perceptions of Justice, 
satisfaction, word of mouth, and purchase intent. The authors capture and match employee and customer percep- 
tions regarding the relevant constructs following a complaint and recovery experience The results indicate that 
employees’ perceptions of shared values and organizational justice affect customer-directed extra-role behaviors 
Furthermore, the authors find that extra-role behaviors have significant effects on customers' perceptions of justice 
and that these behaviors mediate the effects of shared values and organizational justice on customer justice per- 
ceptions Their study reveals that customer ratings of justice affect the customer outcomes of satisfaction with 
recovery, overall firm satisfaction, purchase intent, and word of mouth Finally, the authors show that customers' 


perceptions of justice mediate the effects that extra-role behaviors have on customer outcomes 


plaint handling are relatively straightforward and 

intuitive and that the benefits are often quite signif- 
icant (Goodwin and Ross 1992, Maxham 2001, Smith, 
Bolton, and Wagner 1999, Tax, Brown, and Chan- 
drashekaran 1998), why do many firms continue to provide 
poor service? One reason may be that firms often fail to 
inspire the employees providing the service Because front- 
line employees are often the primary reflection of a firm's 
Image and because they are often critical players in the 
recovery from failures, 1t 1s essential that they believe in the 
firm's recovery strategy Apathetic employees may offer 
lackluster customer service, and disgruntled employees may 
even sabotage the firm by purposefully treating customers 
poorly Some argue that poor recoveries occur partly 
because frontline customer service agents do not share the 
firm's values and/or feel they have been treated unfairly by 
their organization (Bowen, Gilliland, and Folger 1999, Hart- 
line, Maxham, and McKee 2000) Therefore, it remains crit- 
ical to identify factors that encourage recovery agents to 
take extra steps to resolve customer complaints 


G уеп that the concepts of customer service and com- 
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The current literature provides little empirical evidence 
on the best ways to inspire customer service employees to go 
beyond their job duties to help resolve customer problems 
Consequently, many questions remain unanswered For 
example, to what extent does the congruence between an 
employee's values and the values held by the organization 
(1e, shared values) affect the employee's propensity to 
engage in customer-directed extra-role behaviors when han- 
dling complaints? Does treating employees fairly affect cus- 
tomers' perceptions of how fairly they have been treated after 
initiating а complaint? Research addressing such questions 
could help managers devise recovery strategies that improve 
organizational and customer outcomes We seek to bridge the 
gap between organizational research focused on inspiring 
employees (e g , Bettencourt and Brown 1997) and service 
recovery research focused on customer outcomes (eg, 
Smith, Bolton, and Wagner 1999, Tax, Brown, and Chan- 
drashekaran 1998) by exploring how key organizational fac- 
tors set the stage for desirable customer outcomes Although 
extant research generally views complaint handling as an 
external customer issue, perhaps it should also be viewed as 
an internal human resource management issue Companies 
may need to internally market the firm to employees Just as 
employees need to externally market the product to cus- 
tomers As such, managers may reap what they sow 1n com- 
plaint handling We present a field study that investigates 
how employees' perceptions of shared organizational values 
and justice affect customers’ perceptions of customer- 
directed extra-role employee performance, justice, satisfac- 
tion, word of mouth, and repurchase intent 
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Conceptual Framework and 
Hypotheses 


Extra-Role Behaviors in Service Recovery 


Much has been written about employee performance that 
goes beyond “in-role” requirements Such performance has 
been defined in at least four ways (1) organizational citi- 
zenship behavior, which 15 viewed as "individual behavior 
that 1s discretionary, not directly or explicitly, recognized by 
the formal reward system and in the aggregate promotes the 
effective functioning of the organization” (Organ 1988, p 4, 
Podsakoff et al 2000, p 13), (2) prosocial behaviors, 
defined as “acts that are not directly specified by a job 
description, but which are of benefit to the organization and 
which are not of direct benefit to the individual” (O'Reilly 
and Chatman 1986, p 493), (3) contextual performance 
behaviors, defined as “behaviors that do not support the 
technical core [of the organization] itself so much as they 
support the broader organizational, social, and psychologi- 
cal environment in which the technical core must function" 
(Borman and Motowidlo 1993, p 73), and (4) extra-role 
behaviors, defined within the context of customer service as 
“discretionary behaviors of contact employees in servicing 
customers that extend beyond formal role requirements" 
(Bettencourt and Brown 1997, p 41) Within these four clas- 
sifications, there 15 a great deal of conceptual overlap, 
prompting Podsakoff and colleagues (2000) to identify sev- 
eral individual behaviors common to the four classifications 
These behaviors include interpersonal helping behavior and 
altruism, sportsmanship, organizational compliance and loy- 
айу, conscientiousness and civic virtue, and individual ını- 
tiative and self-development Furthermore, these perfor- 
mance behaviors have been broken down into those directed 
toward the firm, coworkers within the firm, and consumers 
Although debate exists as to their classification (Organ 
1997, Podsakoff et al 2000), the outcomes of all such 
behaviors are beneficial to the organization (see meta- 
analyses by Organ and Ryan [1995] and Podsakoff et al 
[2000]) In our research, we focus on the classification that 
has been the least researched, but perhaps the most benefi- 
cial to many firms—customer-directed extra-role behaviors 

Several researchers have conceptualized extra-role 
behaviors within a customer service setting For example, 
Borman and Motowidlo (1993) suggest that favorably rep- 
resenting the organization to customers 1s part of contextual 
performance (1 е, not required) that goes beyond the task 
performance of an employee's formal job requirements 
More recently, Bettencourt and Brown (1997) and Betten- 
court, Gwinner, and Meuter (2001) extend this conceptual- 
ization with three customer-directed extra-role behaviors 
(1e, loyalty, participation, and service delivery) that go 
beyond formal role requirements Loyalty refers to those 
behaviors ın which employees advocate the interests and 
image of the firm Participation is defined as those efforts to 
take initiatives that improve service when communicating 
with customers, and service delivery reflects conscientious 
employee efforts to effectively respond to customer 
concerns 

Consistent with Borman and Motowidlo's (1993) notion 
of representing the organization to customers, Bettencourt 


and Brown’s (1997, p 41) view that customer service 
extends beyond formal role requirements, and the participa- 
tion and service delivery components that Bettencourt, 
Gwinner, and Meuter (2001) suggest, we define customer- 
directed extra-role behaviors as the degree to which cus- 
tomers believe the service agent they dealt with exceeded 
their expectations in resolving their complaint Note that our 
definition and subsequent operationalization are couched in 
terms of the customer’s view of extra-role behaviors їп a 
complaint handling setting To date, the studies examining 
customer-directed extra-role behaviors have used either 
manager ratings of contact service employees (Bettencourt 
and Brown 1997) or self-reports (Bettencourt, Gwinner, and 
Meuter 2001) Furthermore, these studies did not investigate 
extra-role behaviors in the context of complaint handling 

Studies examining customer-rated extra-role behaviors 
for product or service fatlures and recoveries are needed for 
several reasons First, the constructs encompassing extra- 
role performance are somewhat convoluted (Organ 1997), 
leading researchers to suggest a focus on specific types of 
extra-role behaviors that are most appropriate for a given 
organization ın a given context Specifically, “service com- 
panies have special requirements on dimensions related to 
dealing with customers and representing the organization to 
outsiders” (Borman and Motowidlo 1993, р 90) Thus, 
research needs to focus on the customer- and service- 
oriented extra-role behaviors of customer-contact employ- 
ees (Bettencourt, Gwinner, and Meuter 2001, Podsakoff and 
MacKenzie 1997) Our research is consistent with this view, 
specifically assessing customer-rated extra-role behaviors 
within a complaint-handling context 

Second, some researchers suggest that self-reports may 
include social desirability bias and defensiveness оп the 
employee's behalf (Podsakoff and Organ 1986) That is, 
employees may overrate their performance Manager ratings 
may be tainted by either excessive strictness or excessive 
lentence toward employees or limited contact with employees 
in a given situation (Netemeyer et al 1997) Given our setting 
in which customers deal individually with service agents, we 
believe that customers’ perceptions of customer-directed 
extra-role behaviors are most important and accurate 
Because supervisors do not observe all employee behavior, 
they often are not in the best position to judge whether agents 
engage in customer-directed extra-role behaviors during all 
complaint resolution exchanges Furthermore, what a super- 
visor or an employee views as extra-role performance may be 
viewed as in-role performance by the customer, and what the 
customer views as extra-role behaviors may be considered 1n- 
role performance by employees or supervisors Thus, given 
the complaint handling setting and the premise that cus- 
tomers’ views are the best predictor of firm ratings, we mea- 
sure customer-rated extra-role behaviors in our research 

Third, because customer service agents are the primary 
contact between buyers and the firm, their efforts can either 
augment or weaken customers’ perceptions of the firm 
(Schneider and Bowen 1999) Researchers suggest that inef- 
fective recoveries actually compound the problem and that 
effective recovery efforts can restore satisfaction and pro- 
mote customer loyalty (Maxham 2001, Smith, Bolton, and 
Wagner 1999) Thus, product and service fatlures offer 
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unique service situations 1n which customers likely perceive 
injustices and hold relatively high expectations for redress 
(Seiders and Berry 1998) Given the confrontational nature 
of complaints, employees sometimes experience irritated or 
incensed customers, which makes these employees less 
likely to engage in customer-directed extra-role behaviors 
during complaint handling then during more civil customer 
service exchanges As such, ıt ıs important to identify meth- 
ods of inspiring employees to perform customer-directed 
extra-role behaviors while handling complaints In this 
study, we uncover some potentially key antecedents and out- 
comes of customer-directed extra-role behaviors tn the con- 
text of complaint handling 


Customer-Directed Extra-Role Behaviors, Shared 
Values, and Organizational Justice 


Consistent with the conceptual work by Bowen, Gilliland, 
and Folger (1999), Figure | proposes a framework, or recov- 
ery process model, that focuses on achieving customer- 
directed extra-role behaviors In the subsequent sections, we 
offer rationale for why shared values and organizational jus- 
tice are key factors associated with customer-directed extra- 
role behaviors and how these extra-role behaviors affect cus- 
tomers’ perceptions of justice following a product or service 
failure and recovery effort (Note that though shared values 
and organizational justice are key factors affecting extra-role 
behaviors, several personality or dispositional factors may 
also affect extra-role performance, Podsakoff et al 2000 ) 


Shared values and extra-role behaviors Research їп 
organizational psychology suggests that employees and 
their job environments become intertwined through suc- 
cessive stages of attraction—selection—attrition (ASA) 
The ASA framework is grounded in the person perspec- 


tive on organizational behavior, 1n which people within an 
organization largely determine a firm's practice, structure, 
and culture (Schneider, Goldstein, and Smith 1995) Con- 
sistent with organizational culture literature, 1n which cul- 
ture reflects a set of beliefs, expectations, and shared val- 
ues that guides the bebavior of an organization (Hatch 
1993, Schein 1990), a central notion of the ASA frame- 
work 1s that people are attracted to firms whose general 
core or dominant values they share The ASA view 
espouses that companies tend to attract, hire, and retain 
people who have values consistent with company goals 
and that the company will function most effectively when 
populated by employees who share the organization's val- 
ues As such, we define shared values as the congruence 
of general core or dominant values between employees 
and their organization This conceptualization 15 consis- 
tent with shared values as a global construct in which val- 
ues are viewed as fundamental, relatively enduring, and 
guiding employee behavior (Chatman 1991, Kristof 
1996) 

Although research has yet to investigate the relationship 
between shared values and customer-directed extra-role 
behaviors ın a failure and recovery context, some studies 
have examined the association between related constructs 
and organizational citizenship-type behaviors ın other set- 
tngs For example, O'Reilly and Chatman (1986) find that 
person-organization fit is associated with increased levels of 
employee philanthropy and helping behavior toward the 
organization Netemeyer and colleagues (1997) report an 
indirect relationship between person-organization fit and 
firm-directed organizational citizenship behaviors ın a per- 
sonal selling context Goodman and Syvantek (1999) note 
that person—organization fit affects the employee contextual 
behaviors of altruism and conscientiousness 


FIGURE 1 
Process Model 
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We believe that shared values also have important impli- 
cations 1n a failure and recovery context Given that com- 
plainants are often irritated, customer service agents must 
exude patience and diplomacy However, it 1s plausible that 
service agents lacking shared values may be unable or 
unwilling to tactfully handle aggravated or demanding cus- 
tomers In the midst of harsh criticisms from a customer, 
frontline employees lacking shared values may quickly 
become frustrated and then retaliate or withdraw from the 
customer Alternatively, service agents sharing the core val- 
ues of the firm are likely to take extra steps to resolve com- 
plaints The ASA framework suggests that values, socially 
endorsed by the organization and shared by the individual, 
create an organizational culture 1n which employees are sım- 
Паг in their behaviors and orientations toward the firm and 
customers Thus, when employees share the values of their 
employer, they will be more likely to take ownership of cus- 
tomer complaints and go out of their way to resolve them 
(Schneider, Goldstein, and Smith 1995) Thus, we posit the 
following 


H, Shared values positively affect customer-directed extra- 
role behaviors 


Percetved employee organizational justice Perceived 
Justice represents the extent to which people ascertain the 
fairness of an exchange between themselves and another 
party (Deutsch 1985, Greenberg 1990, Lind and Tyler 
1988) Perceived justice focuses on the motivational and 
cognitive processes of weighing justice inputs (e g , time, 
effort, opportunity costs) against justice outcomes (ер, 
rewards or marginal utility) Injustice arises when people 
believe their ratio 1s 1nequitable when compared with a 
referent other’s ratio, conversely, justice arises when peo- 
ple believe that ratio is equitable For example, suppose 
that Customer Service Agent A is rewarded one day of 
vacation time for every month worked (12 days per year) 
Agent A may think this reward system 1s relatively fair 
until he or she discovers that Customer Service Agent B is 
rewarded one and a half days of vacation time for every 
month worked (18 days per year) In this scenario, Agent 
A may perceive an injustice because, compared with 
Agent B, he or she is rewarded relatively fewer outcomes 
(1e, vacation time) for the same amount of input (1e, 
hours worked) 

Perceived organizational justice represents an important 
human resource management practice that facilitates the 
functioning of the firm and helps create a climate for service 
both within the firm and to customers (Konovsky 2000, 
Schneider 1990) Furthermore, perceived justice theories 
have been useful in explaining the processes and outcomes 
of organizational conflicts, and studies suggest that fairly 
treated employees are more likely to engage in extra-role 
behaviors/organizational citizenship behaviors (Podsakoff et 
al 2000) As such, perceived organizational justice provides 
a worthy backdrop for studying how relationships between 
employers and employees affect employee extra-role behav- 
iors (Sheppard, Lewicki, and Minton 1992) Consistent with 
current organizational research, we examine three organiza- 
tional justice constructs that affect extra-role behaviors— 
distributive, procedural, and interactional Justice 


Distributive justice and extra-role behaviors Distribu- 
tive justice 1s based in social exchange theory 1n which peo- 
ple assess the equity or fairness of an exchange by compar- 
Ing input to outcomes (Deutsch 1985, Greenberg 1990) An 
exchange 1s judged as fair when employee input 1s propor- 
tional to outcomes We define distributive justice as the 
degree to which employees believe that they have been fairly 
rewarded for the performance, effort, experience, and 
stresses associated with their jobs Consider a scenario in 
which Customer Service Agent A 1s paid $10 per hour for 
performing his or her job Agent A may think this compen- 
sation system is relatively fair until he or she discovers that 
Customer Service Agent B 1s paid $15 per hour In this case, 
Agent A may perceive a distributive injustice Compared 
with Agent B, Agent A 1s paid less for the same amount of 
work 

Distributive justice has warranted great attention 
because of its positive association. with desirable job out- 
comes Some research concludes that distributive justice 1s 
significantly correlated with job satisfaction (Netemeyer et 
al 1997) and pay satisfaction (Folger and Konovsky 1989) 
Others have found relationships between distributive Justice 
and employee-directed or firm-directed extra-role behaviors 
(Organ and Ryan 1995, Scholl, Cooper, and McKenna 
1987) In a customer service context, Bettencourt and 
Brown (1997) also found a positive relationship between 
pay level, an element of distributive Justice, and job satis- 
faction However, no research has examined the association 
between distributive justice and customer-directed extra- 
role behaviors 1n a complaint-handling context It has been 
conceptually argued that service recovery agents who are 
treated fairly with respect to outcomes will likely perform 
customer-directed extra-role behaviors (Bowen, Gilliland, 
and Folger 1999) That ts, fair internal treatment of employ- 
ees “spills over" to external customer service ın the form of 
extra-role behaviors We test the following hypothesis 


Hz Perceived employee distributive justice positively affects 
customer-directed extra-role behaviors 


Procedural justice and extra-role behaviors Procedural 
Justice refers to the fairness of the policies and procedures 
used to achieve organizational outcomes (Lind and Tyler 
1988) Even though a final outcome may be unfair, employ- 
ees can still judge the procedures used to derive the outcome 
as fair (Folger and Konovsky 1989, Greenberg 1990) In our 
study, we define procedural justice as the perceived fairness 
of policies and procedures used in making decisions about 
employees Suppose that Customer Service Agent A must 
consult a manager before offering customers more than $50 
in redress Agent A may think this procedural system is rel- 
atively fair until he or she discovers that Customer Service 
Agent B ıs empowered to offer redress to complainants on 
the spot without consulting a manager, regardless of the 
costs involved with the redress In this scenario, Agent A 
may perceive a procedural injustice because, compared with 
Agent B, Agent A has less autonomy 

In general, researchers have found that employees per- 
ceiving procedural justice are likely to perform extra-role 
behaviors/organizational citizenship behaviors For exam- 
ple, Skarlicki and Latham (1996) find that people trained to 
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recognize and then engage in procedural fairness exhibit 
higher levels of organizational citizenship behaviors. Kim 
and Mauborgne (1996) report that multinational managers 
who perceived higher levels of procedural Justice went 
“beyond the call of duty" to help the organization (for a 
review, see also Konovsky 2000) In a service setting, Bet- 
tencourt and Brown (1997) note that bank tellers perceiving 
fair pay rules (1 е , procedural justice) were likely to receive 
higher supervisor ratings of extra-role customer service 
behaviors However, because complaint handling involves a 
specialized type of customer service often requiring extra 
efforts beyond those needed for general customer service, 
studies that investigate these relationships ın a complaint 
setting are needed Although it has been conceptually sug- 
gested that employees’ perceptions of procedural justice can 
affect extra-role behaviors when they handle complaints 
(Bowen, Gilliland, and Folger 1999, Schneider and Bowen 
1999), no empirical studies have tested this premise We 
offer the following hypothesis 


Н; Perceived employee procedural justice positively affects 
customer-directed extra-role behaviors 


Interactional justice and extra-role behaviors Interper- 
sonal treatment 1s the cornerstone of interactional justice It 
has been suggested that even 1f the employees perceive the 
procedures and outcomes as fair, they may still consider 
themselves unfairly treated 1f they perceive injustice during 
interactions with managers As such, interactional justice 
can affect job behaviors beyond procedural and distributive 
Justice (Bies and Shapiro 1987, Greenberg 1990) We define 
interactional justice as the extent to which employees 
believe they have been treated justly in their interactions 
with their supervisors This conceptualization includes ele- 
ments of courtesy, honesty, interest in fairness, and effort 
perceived by the employee Consider a situation ın which a 
supervisor frequently addresses Customer Service Agent A 
in a terse or rude manner Agent A may dismiss these per- 
sonal interactions until he or she notices that the supervisor 
addresses other customer service agents in a courteous man- 
ner, possibly prompting him or her to perceive an interac- 
tional injustice 

Some researchers report a positive relationship between 
interactional justice and organizational citizenship behaviors 
In particular, Moorman (1991) finds that employees perceiv- 
Ing interactional justice are more likely to exhibit altruism, 
courtesy, sportsmanship, and conscientiousness  Skarlicki 
and Folger (1997) find a strong main effect of interactional 
justice on organizational-based extra-role behaviors Betten- 
court and Brown (1997) similarly note a positive relationship 
between a supervisor’s propensity to value employee feed- 
back before distributing tasks and supervisor ratings of extra- 
role customer service Although not empirically tested, 
scholars have conceptually suggested that interactional jus- 
tice may affect employee performance of extra-role behav- 
iors In a recovery setting (Bowen, Gilliland, and Folger 
1999) On the basis of these writings, we posit that interac- 
tional justice influences the extent to which recovery agents 
engage in customer-directed extra-role behaviors 


H4 Perceived employee interactional justice positively affects 
customer-directed extra-role behaviors 
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Outcomes of Extra-Hole Behaviors and the Medi- 
ated Effects of Shared Values and Organizational 
Justice 


Our previous discussion hypothesized shared values and 
organizational justice as antecedents of customer-directed 
extra-role behaviors when employees handle complaints 
What are the likely consequences of customer-directed 
extra-role behaviors following complaint handling? It seems 
reasonable that extra-role behaviors should directly affect 
customers' perceptions of justice and may affect outcomes 
relating to customer satisfaction, purchase intent, and favor- 
able word of mouth However, how do extra-role behaviors 
affect these outcomes? What is the nature of the relationship 
of customer justice with shared values and organizational 
justice? Consistent with Figure 1, we contend that mediating 
hypotheses are tenable and propose the following links 
shared values/organizational justice — customer-directed 
extra-role behaviors — customer Justice — customer out- 
comes Thus, shared values/organizational justice affect 
extra-role behaviors, which in turn affect customer Justice, 
that 1s, extra-role behaviors mediate the effect of shared val- 
ues/organizational justice on customer justice Furthermore, 
customer Justice affects customer outcomes, and thus the 
effects of extra-role behaviors on customer outcomes are 
mediated by customer Justice The following section offers a 
rationale for these effects 


Extra-role behaviors and customers’ perceptions of jus- 
tice The rationale behind the extra-role behaviors — cus- 
tomer justice link is twofold First, the services literature 
stresses the importance of interpersonal treatment during the 
service encounter (Bitner, Booms, and Tetreault 1990), and 
some conceptual writings suggest that service agent extra- 
role behaviors affect customers’ perceptions of justice 
(Bowen, Gilliland, and Folger 1999, Schneider and Bowen 
1999) It theretore seems reasonable that customers’ percep- 
tions of the justice they receive from the firm will largely be 
determined by the customer-agent encounter Second, if 
customers perceive extra effort by the service agent, their 
perceptions of justice should be enhanced Customers often 
expect firms to overcompensate or engage 1n "correction- 
plus" behaviors after a product or service failure (Kelley, 
Hoffman, and Davis 1993, Oliver 1997) Customer-directed 
extra-role behaviors may provide the “plus” needed to raise 
customers’ perceptions of justice after a failure We posit 
that a customer's perception of the justice received from the 
firm is heavily influenced by the service agent's customer- 
directed. extra-role behaviors Thus, we model extra-role 
behaviors as theoretical antecedents of customers’ percep- 
tions of justice We examine the distributive, procedural, and 
interactional dimensions of customer Justice in a failure/ 
recovery context 

Distributive justice 1s viewed as the extent to which cus- 
tomers believe they have been treated fairly with respect to 
the final service recovery outcome Such outcomes may rep- 
resent refunds, discounts, or other atonement offered to cus- 
tomers after a failure Thus, customers’ perceptions of dis- 
tributive justice should increase when they believe the 
agents put forth extra effort by offering attractive compen- 
sation Elements of procedural justice include the timelt- 


ness/speed of resolving the failure, the perceived conve- 
nience/flexibility of the process to the complainant, and the 
accessibility of the firm (Tax, Brown, and Chandrashekaran 
1998) Our procedural justice construct includes these ele- 
ments and assesses the overall perceived fairness of policies 
and procedures ın handling the recovery process We argue 
that when agents go out of their way to handle a recovery in 
a timely fashion and explain in detail the procedures 
involved in the recovery effort (1e, engage in extra-role 
behaviors), the customer's view of the firm's procedural уиѕ- 
tice is enhanced Interactional justice is viewed as the extent 
to which customers believe they have been treated with hon- 
esty and courtesy by agents who are interested in fairness 
and who put genuine effort into the recovery (Smith, Bolton, 
and Wagner 1999) This concern for the customer through- 
out the recovery is enhanced when service agents go out of 
their way in their interaction with customers. We propose 
the following 
Hs Customer-directed extra-role behaviors positively affect 
(a) customer-perceived distributive justice, (b) customer- 


perceived procedural justice, and (c) customer-perceived 
interactional justice 


Extra-role behaviors mediate the shared values/organi- 
zational justice — customer Justice link. Although research 
has yet to examine the shared values/organizational justice > 
customer-directed extra-role behaviors — customer justice 
link, theoretical arguments for such associations exist Con- 
sistent with the ASA framework, Schneider, Goldstein, and 
Smith (1995) suggest that employees must share the values 
of the firm for an extra-role behavior-type culture to exist 
Such extra-role behavior cultures indirectly lead customers to 
believe they have been fairly treated ın service encounters 
Bowen, Gilliland, and Folger (1999) and Schneider and 
Bowen (1999) argue that employees treated fairly by the firm 
will treat customers fairly (1 e , “justice injustice out”) That 
1$, internal organizational justice affects external customer 
service in the form of customer-perceived justice However, 
we posit this effect as indirect because organizational citi- 
zenship behaviors/extra-role behaviors represent a mediating 
link between the justice in-justice out chain (Schneider and 
Bowen 1999) As such, we propose the following 

Hg Customer-directed extra-role behaviors mediate the effects 

of shared values and perceived organizational justice on 
customer-perceived justice 


Outcomes of Customer Justice and the Mediated 
Effects of Extra-Role Behaviors. 


Recent research has examined the effects of customer- 
perceived justice on satisfaction with service recovery/ 
complaint handling, firm commitment and trust, purchase 
intention, and word-of-mouth decisions (Blodgett, Hill, and 
Tax 1997, Smith, Bolton, and Wagner 1999, Tax, Brown, 
and Chandrashekaran 1998) However, no studies have 
explored such outcome variables collectively, nor has over- 
all firm satisfaction been examined as an outcome of per- 
ceived justice in a complaint setting Furthermore, the extra- 
tole behaviors —> customer justice —> customer outcomes 
link, ın which customer Justice mediates the relationships 
between extra-role behaviors and customer outcomes, has 


not been addressed We now advance hypotheses related to 
these links 


Distributive justice and customer outcomes Seiders and 
Berry (1998) contend that as a firm increases the outcomes 
to 1ts customers through recovery, perceptions of distributive 
Justice increase, affecting several service-related outcomes 
This contention has some empirical support Smith, Bolton, 
and Wagner (1999) find that distributive justice affects ser- 
vice recovery satisfaction, and Tax, Brown, and Chan- 
drashekaran (1998) find that distributive justice 1s positively 
related to satisfaction with complaint handling Although 
not yet empirically tested, distributive justice associated 
with a given failure and recovery may also be related to 
overall firm satisfaction Seiders and Berry (1998) suggest 
that a prime factor affecting overall firm satisfaction is the 
degree to which customers believe they have been fairly 
compensated after a failure Furthermore, beyond its effects 
on satisfaction, distributive justice during recovertes may be 
related to purchase intent and word-of-mouth perceptions 
Favorable complaint handling incidents include compensa- 
tion commensurate with customer input, triggering 
Increases Іп purchase intent (Kelley, Hoffman, and Davis 
1993) and increases in positive word of mouth (Schneider 
and Bowen 1999) 


H7 Customer-perceived distributive justice positively affects 
satisfaction with the recovery, overall firm satisfaction, 
purchase intent, and likelihood of positive word of mouth 


Procedural justice and customer outcomes Theory and 
research suggest that procedural justice affects service recov- 
ery outcomes A firm can provide a fair outcome (1e , a full 
refund) in response to a service failure, but the customer may 
still deem the process in which the outcome was provided as 
unfair For example, if customers experience a lengthy wait 
to receive refunds because the firm's policy requires frontline 
employees to clear all restitution offers with а department 
manager, customers may remain upset despite receiving a 
fair outcome Because the service process 1s often an integral 
part of the entire product or service offering, firms can 
enhance satisfaction with the recovery by increasing cus- 
tomers’ perceptions of procedural justice (Seiders and Berry 
1998) Such theoretical contentions have empirical support 
Smith, Bolton, and Wagner (1999) report that procedural jus- 
tice has a significant effect on service encounter satisfaction, 
and Tax, Brown, and Chandrashekaran (1998) report that 
procedural justice has a positive effect on а customer's satıs- 
faction with the firm's recovery 

We also suggest that customers' perceptions of proce- 
dural justice during a complaint experience can affect their 
overall firm satisfaction, purchase intent, and likelihood of 
word of mouth Organizational psychologists (Greenberg 
1990, Konovsky 2000) and market researchers (Seiders and 
Berry 1998, Tax, Brown, and Chandrashekaran 1998) 
argue that procedural justice ts important in exchanges 
involving conflict resolution because it enhances the prob- 
ability of maintaining long-term satisfaction between par- 
ties Thus, a procedural justice — overall firm satisfaction 
link is tenable It has also been argued and empirically 
demonstrated that procedural justice is related to purchase 
intent апа word-of-mouth decisions Blodgett, Hill, and 
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Tax (1997) theoretically suggest the procedural justice > 
purchase intent and procedural justice — word of mouth 
links, and others show that some elements of procedural 
justice are related to word of mouth (Goodwin and Ross 
1992) 


Hg Customer-perceived procedural justice positively affects 
satisfaction with the recovery, overall firm satisfaction, 
purchase intent, and likelihood of positive word of mouth 


Interactional justice and customer outcomes As previ- 
ously stated, customers’ evaluations of the firm are influenced 
by their interactions with the firm’s agents, and research shows 
that interactional justice 1s positively related to satisfaction 
with recovery and overall firm satisfaction Smith, Bolton, and 
Wagner (1999) find effects of interactional Justice on satisfac- 
поп with service recovery, and Tax, Brown, and Chan- 
drashekaran (1998) report that interactional justice has a 
strong effect on satisfaction with complaint handling (1e, а 
regression coefficient of 457) Spreng, Harrell, and Mackoy 
(1995) find that the most important determinant of overall firm 
satisfaction with customer damage claims for a moving ser- 
vice 1s interpersonal treatment by the firm’s agents, and Bitner, 
Booms, and Tetreault (1990) report that interactional justice 1s 
positively related to overall firm satisfaction Finally, interac- 
tional Justice 1s related to purchase intent and word-of-mouth 
decisions Blodgett, Hill, and Tax (1997) theoretically argue 
for and find a positive relationship between interactional jus- 
tice and purchase intent in a service failure context They also 
hypothesize and find that higher levels of interactional justice 
are associated with lower levels of negative word of mouth 


Hg Customer-perceived interactional justice positively affects 
satisfaction with the recovery, overall firm satisfaction, 
purchase intent, and likelihood of positive word of mouth 


Customer justice mediates the extra-role behaviors > 
customer outcomes link As previously stated, the customer— 
agent encounter largely determines the customers’ percep- 
tions of the justice they receive from the firm When cus- 
tomers perceive extra efforts by service agents, they likely 
will believe they have been treated fairly Combining this 
with our preceding hypotheses (H7—Hg) and the evidence 
that customer outcomes are affected by perceptions of jus- 
tice їп service recovery (Smith, Bolton, and Wagner 1999, 
Tax, Brown, and Chandrashekaran 1998), we contend that 
customer-perceived justice represents a mediating mecha- 
nism between extra-role behaviors and customer outcomes 


Hig Customer-perceived justice mediates the effects of 
customer-directed extra-role behaviors on customer out- 
comes (1 е, satisfaction with the recovery, overall firm 
satisfaction, purchase intent, and likelihood of positive 
word of mouth) 


Method 


Procedures, Sample, and Measures 


We conducted a field study that focused on online customers 
who registered telephone complaints about the electronic 
equipment purchased from and serviced by a well- 
established electronics retailer We chose this setting 
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because both the electronics industry and online retailers 
have historically experienced high rates of customer com- 
plaints (Cheng 2000, Consumer Electronics Manufacturing 
Association 1998) 

Customers who purchased online initiated complaints by 
telephoning the customer service center, which routed them to 
a customer service agent The agent logged a “job problem 
report” into the customer database (all complaints appeared їп 
a complaint register viewed and managed by the customer 
service director) and then attempted to resolve the problem 
Frontline customer service agents handled 96% of the com- 
plaints directly (customer service managers handled 4%) 
When handling the complaints, agents were empowered to 
determine the appropriate course of action However, manage- 
ment limited the dollar amount of redress beyond a full refund 
(e g , discounts on future purchases) A total of 26% of the 
complaints involved defects Of these, 42% were handled by 
instructing customers how to fix the defect, 37% were handled 
by replacing the defective product, and 21% were handled by 
offering full refunds (including shipping costs) A total of 22% 
of the complaints were shipping mishaps Of these, 82% were 
handled by accurately fulfilling the order (shipping the desired 
items and offering free shipping on returned items) Of the 
17% of complaints representing billing inaccuracies, 77% 
were handled by adjusting the bill 1n the customer's favor 
Another 15% of complaints involved online ordering troubles 
and were handled by first completing the order by telephone 
and then offering customers a 20% discount on a future pur- 
chase A total of 12% of the complaints involved poor cus- 
tomer service All of these complaints were handled by first 
attempting to resolve the dispute In 36% of these cases, the 
customers were not satisfied with the resolution and were sub- 
sequently mailed a 2096 discount coupon redeemable on the 
customer's next purchase АП 4% of the complaints handled 
by management involved customer service process complaints 
in which the customer specifically asked to speak to a man- 
ager In these cases, a manager generally handled the com- 
plaint in a manner similar to a frontline service agent 

In one day, 5696 of complaints were handled, and an 
additional 34% were handled within three days After 
exhausting all efforts to resolve the complaint (including the 
20% discount on the customer's next purchase), customer 
service agents “closed out" the job problem report in the 
customer database and noted the problem history in the 
buyer's profile After customer service agents completed the 
complaint resolution process, surveys were e-mailed to rel- 
evant complainants (and to their respective customer service 
agents) A total of 700 surveys were e-mailed to com- 
plainants Given the recent evidence that delivering a survey 
by e-mail has little effect on response patterns (Stanton 
1998), sending the surveys ın this manner was not viewed as 
problematic The surveys were introduced with a cover mes- 
sage that explained the firm's desire to improve customer 
service, and this message asked complainants to complete 
the survey and submut a hard copy by facsimile or mail. Of 
the 700 surveys e-mailed, 346 were returned Of these 346 
surveys, 320 had complete responses across all study 
variables 


Customer survey and measures We measured customer- 
rated extra-role behaviors with five items adapted from prior 


research (е g , Bettencourt and Brown 1997) These items 
were specific to the service agent that the customer dealt 
with and asked the customer to evaluate the extent to which 
that particular service agent put forth extra effort 1n the ser- 
vice recovery process (all items are shown in the Appendix) 
We measured distributive justice with four items from the 
extant literature that accounted for input (e g , tıme, effort, 
hassle, anxiety, cost) and outcomes in the recovery process 
(Tax, Brown, and Chandrashekaran 1998) We operational- 
ized procedural justice using four items from Folger and 
Konovsky's (1989) scale that captured the fairness of роћ- 
cies and procedures in the recovery process as well as input 
(eg, time, hassle) We also constructed a four-item scale 
that measured customer interactional justice for this 
research We adapted two of the items from Folger and 
Konovsky's (1989) research that tapped the interactional 
dimension of justice, and we adapted the other two items 
from prior service recovery literature using a perceived jus- 
tice framework (Tax, Brown, and Chandrashekaran 1998) 
These items assessed the degree to which firm service 
agents put forth effort on the complainant's behalf and 
treated them with respect, courtesy, fairness, and honesty 
throughout the recovery process 

We measured service recovery satisfaction, overall firm 
satisfaction, purchase intent, and likelihood of spreading 
positive word of mouth using three-1tem scales adapted from 
prior research (Cronin and Taylor 1994, Goodwin and Ross 
1992) We measured all items on seven-point Likert-type 
scales (see the Appendix) Sixty percent of the sample was 
male, 69% had been customers for two to four years, 51% 
reported incomes from $40,000 to $60,000, and 74% held 
college degrees 


Employee survey and measures When a complaint was 
resolved, an automatic e-mail containing a survey was sent to 
the specific service agent who handled the complaint As 
such, surveys were sent to the 700 service agents that specif- 
ically handled the 700 customer-initiated complaints Of the 
surveys sent to customer service agents, 621 usable 
responses were collected through facsimile or mail. From 
these 621 responses, 320 were matched to the fully com- 
pleted customer survey That 1s, 320 service agent surveys 
were each fully matched to the specific customer survey rep- 
resenting the complainant they served Thus, all analyses that 
follow use a sample of 320 customer-agent response pairs 

Service agents handling complaints were asked to com- 
plete a survey regarding their perceptions of organizational 
Justice and shared values with the firm over the past six 
months To ensure confidentiality, the surveys were sent 
directly to us, thereby reducing supervisory interference or 
biases We measured distributive justice with four items that 
assessed the degree to which the service agent had been 
fairly compensated for job responsibilities, experience, 
efforts, and performance (Netemeyer et al 1997) We mea- 
sured procedural Justice with four items that assessed the 
degree to which the company policies and procedures were 
fair with respect to decision making about employees, fair- 
ness of representation by employees, timeliness of decisions 
about employees, and feedback regarding decisions about 
employees (Folger and Konovsky 1989) We measured 
interactional justice with five items that tapped the degree to 


which employees believed the company supervisors worked 
hard to be fair, considered the employees’ rights, and were 
honest, respectful, and courteous in interactions with 
employees (Folger and Konovsky 1989, Moorman 1991) 
We measured the shared values construct with items from 
Netemeyer and colleagues’ (1997) study and one item 
adapted from Chatman’s (1991) shared values construct 
Although one of these items (1e , “FIRM has the same val- 
ues as I do with regard to concern for others”) reflects a spe- 
cific value, concern for others has been noted as a core or 
dominant value (Chatman 1991) Thus, all items assessed 
the degree to which the employee’s core values were con- 
gruent with the firm’s values (the Appendix also shows these 
measures) Fifty-three percent of the sample was female, 
82% had been employees for five years or less, 81% 
reported incomes from $40,000 to $70,000, 67% of employ- 
ees held college degrees, and 58% worked from 35 to 50 
hours per week 


Data and Measurement Checks 


Sample and nonresponse bias To check for sample and 
nonresponse, we queried the firm’s database The firm logs 
and manages all complaints in its database regardless of a 
complainant’s participation ın our study The firm also asks 
online purchasers to complete a brief survey before com- 
pleting their first purchase, which helps create a buying pro- 
file for each customer Thus, we were able to compare our 
sample’s demographic and buying profile with three other 
customer groups (1) complainants who received our survey, 
but chose not to respond, that 1s, nonparticipants (n = 300); 
(2) complainants who did not receive our survey, that 15, 
nonsurveyed complainants (n = 268), and (3) customers 
who have never registered a complaint, that 1s, noncom- 
plainants (n = 312) There were no significant differences 
regarding the length of relationship with the firm (means 
ranged from 3 84 to 3 97 across groups), age (means ranged 
from 39 0 to 40 5), total number of purchases (means ranged 
from 5 13 to 5 41), or the dollar value of the order involving 
the complaint (means ranged from $231 01 to $243 24) 
between the three database customer groups and our sample 
respondents (p > 10) In addition, our sample and the data- 
base customer groups were similar across sex (males ranged 
from 40% to 44%), income (the percentage of customers 
reporting incomes from $40,000 to $60,000 ranged from 
51% to 55%), and education (the percentage of customers 
holding college degrees ranged from 70% to 74%) Like- 
wise, the reasons for the complaint and the firm's complaint 
handling strategies were similar across groups (1e, our 
sample and the database groups that complained) 

We also collected demographic data from 300 service 
employees who were not included in our analyses and com- 
pared the demographic profiles of these 300 nonrespondents 
to our employee respondents We found no significant dif- 
ferences between the groups regarding the length of tenure 
with the firm (Hrespondents = 3 77 years, Hnonrespondents = 3 49 
years), age (Lrespondents = 33 years, nonrespondents = 34 years), 
or the total number of hours worked per week (respondents = 
45, nonrespondents = 46) In addition, the employee respon- 
dents and nonrespondents were similar across sex (female 
respondents = 53%, female nonrespondents = 52%), income 
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(81% of respondents reported incomes from $40,000 to 
$70,000, 83% of nonrespondents reported incomes from 
$40,000 to $70,000), and education (67% of respondents 
held college degrees, 7196 of nonrespondents held college 
degrees) In summary, these results offer evidence that our 
respondents are a representative sample of the firm's cus- 
tomers and customer service employees 


Measurement properties We conducted several proce- 
dures to examine the psychometric properties of our mea- 
sures For the customer measures, we started with 5 extra- 
role behavior items, 5 distributive justice items, 5 procedural 
justice items, 5 interactional justice items, 4 purchase intent 
items, and 3 1tems each for satisfaction with recovery, over- 
all firm satisfaction, and word of mouth (a total of 34 items) 
We subjected these items to principal component and џет 
analyses and our own judgment On the basis of recom- 
mended scaling procedures (Clark and Watson 1995), we 
deleted one item each from the Justice measures and one 
purchase intent item (5 items total) We then input the 
remaining 29 items into an eight-factor, 29-1tem confirma- 
tory factor model for each data set We conducted several 
tests of convergence among items in the scales and discrim- 
inant validity among constructs that supported the validity 
of the customer measures across both data sets (Anderson 
and Gerbing 1988, Fornell and Larcker 1981) We con- 
ducted similar psychometric procedures for the employee 
measures We started with 27 items 7 for distributive jus- 
tice, 6 for procedural justice, 6 for interactional justice, and 
8 for shared values Through principal component/item 
analyses and author judgment, we retained 4 distributive Jus- 
tice, 4 procedural justice, 5 interactional justice, and 3 
shared values items In the confirmatory factor model, we 
found strong evidence of convergence among items and dis- 
crimination between constructs (Detailed information about 
our measurement procedures 1s available on request )! 

As a partial validity check of our customer-rated extra- 
role behaviors measure, we also had agents rate themselves 
on the degree to which they generally engaged in customer- 
directed extra-role behaviors Likewise, we asked supervi- 
sors to rate agents on the degree to which the agents engaged 
in customer-directed extra-role behaviors in the past six 
months Both the agent-rated and employee-rated measures 
were similar to the customer-rated extra-role behaviors mea- 
sure but were not specific to any particular customer or ser- 
vice event The correlation between the customer-rated 
extra-role behaviors and agent-rated extra-role behaviors 
measures was 50, the correlation between the customer- 
rated extra-role behaviors and supervisor-rated extra-role 
behaviors measures was 54, and the correlation between the 
agent and supervisor rating was 30 Because the agent-rated 
and supervisor-rated customer-directed extra-role behaviors 
were not specific to the individual complaints of customers, 
we did not include them ın the analyses 





1 We also gathered another data set comprising 132 complainants 
(and their respective service agents) in a business to-business set- 
ting ın which all complaints were resolved face-to-face АП mea- 
sures yielded internal consistency and discriminant validity esti- 
mates that mirrored those reported tn the text and Table 1 
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Analysis and Results 


The Shared Values/Organizational Justice — 
Extra-Role Behaviors — Customer Justice Link 


Table 1 shows descriptive statistics, correlations among 
study constructs, and coefficient alpha estimates of internal 
consistency for study measures Given our hypotheses, we 
conducted regressions with mediation analyses We first 
analyzed hypotheses that were consistent with the shared 
values/organizational justice — customer-directed extra- 
role behaviors —> customer justice link presented tn Figure 
1 In keeping with current writings on mediated regression 
(Holmbeck 1997, Kenny, Kashy, and Bolger 1998), we 
examined four conditions to test mediation (1) the predic- 
tor variables (shared values/organizational justice) must 
affect the mediator (customer-directed extra-role behaviors) 
in the predicted direction, (2) the predictor variables 
(shared values/organizational justice) must affect the 
dependent variables (customer justice) in the predicted 
direction, (3) the mediator (customer-directed extra-role 
behaviors) must affect the dependent variables (customer 
justice) in the predicted direction, and (4) the impact of the 
predictors (shared values/organizational justice) on the 
dependent variables (customer justice) must be less after 
controlling for the mediator (customer-directed extra-role 
behaviors) 

We first regressed the mediator; on the predictors varı- 
ables, that 1s, customer-directed extra-role behaviors as a 
function of shared values/organizational justice As Regres- 
sion Equation 1 ın Table 2 shows, shared values and all orga- 
nizational justice constructs significantly affected customer- 
directed extra-role behaviors in the predicted direction 
(standardized regression coefficients ranged from 12 to 29 
with an R2 of 31) Thus, mediating “Condition 1" was sat- 
isfied, and our hypotheses that shared values and perceived 
organizational justice affect customer-directed extra-role 
behaviors was supported (H,—H4) 2 

We next regressed shared values/organizational justice 
on each customer justice construct Regression Equation 2 
1n Table 2 shows that for the most part, shared values and the 
organizational justice dimensions significantly affected the 
customer justice perceptions 1n the predicted direction. All 
but employee distributive justice significantly affected cus- 
tomer distributive justice with an R2 of 38, all but shared 
values significantly affected customer procedural justice (in 
the predicted direction) with an R? of 29, and all employee 
justice constructs and shared values significantly affected 
customer interactional justice with an R2 of 40 These 
results largely satisfy the second mediating condition that 
the predictor vartables affect the dependent variables 

We then regressed customer-rated extra-role behaviors 
(mediator) on customer Justice (the dependent variables) to 
test the third mediating condition As Regression Equation 3 
in Table 2 shows, extra-role behaviors significantly affected 
all customer justice dimensions (coefficients of 54, 52, and 





2We also estimated interaction effects among the three organiza- 
tional yustice dimensions as they affect extra-role behaviors These 
results were largely inconsistent (mostly nonsignificant or small, 
negative effects) These results are available on request 


TABLE 1 
Correlations Among Constructs 


——Ó————MÓÓ—MMÓM——ÓMMMÓÁÓÁÉLALLD — = 


Mean S.D. Range 1 2 3 

Employee 

1EDJ 4.32 63 200-625 73 

2 EPJ 450 1.45 225-700 34 93 

3 EJ 450 89 200-680 45 53 82 
4 Values 3.13 79 133-500 13 34 23 
Customer 

5 ERBs 337 106 100-680 31 45 37 
6 CDJ 3.44 138 100-700 28 57 45 
7 СР) 393 117 150—625 40 38 45 
8 CIJ 389 127 100-600 34 45 45 
9 Sat-R 549 101 167—700 17 09 27 
10 Sat-F 427 145 167-700 43 66 55 
11 Intent 325 103 133-633 34 78 47 


12 WOM 403 92 200-633 14 22 28 


4 5 6 7 8 9 10 11 12 


89 
42 86 
35 54 90 


03 52 60 91 

50 69 54 53 83 

21 30 52 58 37 83 

12 40 62 53 50 35 82 

39 42 65 45 48 36 65 91 

32 33 50 41 35 50 49 56 93 


Notes Numbers italicized on the diagonal are coefficient alpha estimates of internal consistency EDJ = employee distributive justice, EPJ = 
employee procedural justice, EIJ = employee interactional justice, Values = shared values, ERBs = extra-role behaviors, CDJ = cus- 
tomer distributive justice, CPJ = customer procedural justice, СЫ = customer interactional justice, Sat-R = satisfaction with the recovery, 


Sat-F = overall firm satisfaction, Intent = purchase intent, WOM 


(S D ), and ranges are based on summated scale averages 


69) These results also show support for our hypotheses that 

when customers perceive that the employee they dealt with 
put forth extra effort in service recovery, they perceive 
greater levels of justice (H5) 

Next, we regressed both the predictors and the media- 
tor on the dependent variables to test the fourth mediating 
condition. For full mediation to be statistically supported, 
the predictor variable effects on the dependent variable 
must be nonsignificant after controlling for the mediator 
However, full mediation 15 rare in the social sciences As 
such, partial mediation is considered supportive of a medi- 
ating hypothesis (Kenny, Kashy, and Bolger 1998) Thus, 
when the effects of the predictor variables on the dependent 
variables are diminished after controlling for the mediator, 
mediation 15 supported As Regression Equation 4 in Table 
2 shows, the mediator (extra-role behaviors) was signifi- 
cant for all three dependent variables (customer distribu- 
tive, procedural, and interactional justice) Moreover, the 
regression coefficients for the predictor variables of shared 
values and distributive, procedural, and interactional jus- 
tice are generally smaller in Regression Equation 4 (con- 
trolling for the mediator) than they are in Regression Equa- 
поп 2 (not controlling for the mediator) for each dependent 
variable 

Finally, we conducted a statistical test to determine 
whether the partial mediation effects were significant That 
15, we tested whether the regression coefficients for the inde- 
pendent variables in Equation 4 (the effects of shared values, 
distributive, procedural, and interactional justice їп which 
the mediating variable of extra-role behaviors was 
accounted for) were lower than the corresponding regression 
coefficients of Equation 2 (ın which the mediating variable 
of extra-role behaviors was not accounted for) (Kenny, 
Kashy, and Bolger 1998) For those cases in which the 
regression coefficient was significant in Equation 2 (10 of 
12 coefficients in the predicted direction), 8 of the 10 coef- 


= likelihood of favorable word of mouth Means, standard deviations 


ficients were significantly smaller in Equation 4 (t-values 
ranged from 1 79 to 9 58, р < 05) Thus, partial mediation 
was largely supported (1 e , Но was supported) 3 


The Extra-Role Behaviors — Customer Justice > 
Customer Outcomes Linkage 


To examine the hypotheses and mediating effects associated 
with the customer-directed extra-role behaviors — customer 
Justice — customer outcomes link presented in Figure 1, we 
conducted the same set of regressions We first regressed the 
mediator on the predictors variables, that 1s, customer justice 
on customer-directed extra-role behaviors As Regression 
Equation 1 tn Table 3 shows (and as shown in Table 2), 
extra-role behaviors significantly affected all customer Jus- 
tice dimensions, satisfying mediating “Condition 1" We 
next regressed customer-directed extra-role behaviors (pre- 
dictor variable) on the customer outcomes of satisfaction 
with recovery, overall firm satisfaction, purchase intent, and 
favorable word of mouth (dependent variables) Regression 
Equation 2 in Table 3 shows that customer-directed extra- 





3As suggested by Kenny, Kashy, and Bolger (1998), the equation 
for testing the significance of partial mediation 1s as follows 


c~c* 
SS sd 

[ь252 262 _ 
Ь252 + a?sg — s?st 


where c = the independent variable regression coefficients of Equa- 
tion 2, c* = the independent variable regression coefficients of 
Equation 4, b — the regression coefficient of the mediator on the 
dependent variable, a = the regression coefficient of the indepen- 
dent variable on the mediator, s, = the standard error of a, and sp = 
the standard error of b We also tested our mediating hypotheses so 
that the mediator was regressed on all predictors simultaneously 
That 15, consistent with Holmbeck (1997) and Kenny, Kashy, and 
Bolger (1998), we assessed the significance of any single predictor 
= mediator effect while accounting for the effects of all other pre- 
dictors on the mediator 
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TABLE 2 
Shared Values/Organizational Justice —› Customer-Directed ERBs —› Customer Justice 


Regression Equation 1: Shared Values/Organizational Justice — Customer-Directed ERBs 


Dependent 
Variable Predictor Variable Beta Coefficient (t-Value) F-Value R? 
EDJ EPJ ЕМ Values 
ERBs 13(2 45) 24(4 26) 12(1 98) 29(5 29) 36 11 31 
Regression Equation 2: Shared Values/Organizational Justice > CustomerJustice 
Dependent 
Variable Predictor Variable Beta Coefficient (t-Value) F-Value R2 
EDJ EPJ ElJ Values 
CDJ 04( 73)n s 40(7 38) 19(3 36) 17(3 64) 48 92 38 
CPJ 23(4 23) 20(3 48) 27(4 57) — 13(2 63) 31 97 29 
СМ 13(2 65) 16(3 97) 22(4 07) 38(8 16) 53 01 40 
Regression Equation 3: Customer-Directed ERBs — Customer Justice 
Dependent 
Variable Predictor Variable Beta Coefficient (t-Value) F-Value R2 
ERBs 
CDJ 54(11 60) 134 63 30 
CPJ 52(10 89) 118 74 26 
CIJ 69(17 30) 299 23 48 
Regression Equation 4: Shared Values/Organizational Justice — Customer Justice* 
Dependent 
Variable Predictor Variable Beta Coefficient (t-Value) F-Value R? 
ERBs EDJ EPJ ЕМ Values 
CDJ 31(6 18) 00( 08)n 5 32(6 15) 15(2 83) 09(1 70) 51 42 45 
CPJ 46(9 01) 17(3 45) 09(1 69) 22(4 09) — 27(5 65) 48 31 43 
Cl 50(11 63) 07(1 56)п 5 03(0 77)n s 16(3 54) 23(5 58) 85 48 57 


*Analysis controls for ERBs 


Notes ERBs = extra-role behaviors, EDJ = employee distributive justice, EPJ = employee procedural justice, ElJ = employee interactional јиз- 
tice, Values = shared values, СОЈ = customer distributive justice, СРЈ = customer procedural justice, CIJ = customer interactional jus- 
tice Except when noted by "n s ," all coefficients are significant at the p « 05 level or better 


role behaviors significantly affected all outcome variables 
These results satisfy the second mediating condition that the 
predictor variable affects the dependent variable 

We next regressed the customer Justice constructs (medi- 
ator) on customer outcomes (dependent variables) to test the 
third mediating condition As Regression Equation 3 in 
Table 3 shows, for the most part, the customer Justice con- 
structs affected the dependent variables, showing support for 
the third mediating condition and H7-Hg Finally, we 
regressed both the predictors and the mediator on the depen- 
dent variables to test the fourth mediating condition As 
Regression Equation 4 in Table 3 shows, the mediators Qus- 
tice dimensions) were mostly significant for the outcomes 
Furthermore, the regression coefficient for extra-role behav- 
iors was nonsignificant or had a negative value in Regres- 
sion Equation 4 (controlling for the mediator) compared 
with Regression Equation 2 (not controlling for the media- 
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tor), thus showing a fully mediated effect (1 e , Hio was sup- 
ported) As such, no partial mediation tests were necessary 1 


Discussion 


The purpose of our study was to examine how shared val- 
ues and organizational justice influence customers' percep- 
tions of a complaint experience Although some studies have 
investigated how employees’ perceptions of organizational jus- 
tice lead to managerial perceptions of performance and other 
studies have assessed customers' perceptions of service recov- 
ery, none has specifically examined how employees' percep- 





4Although our study concentrated on direct effects, we estimated 
three- and two-way interactions among the customer Justice 
dimensions on customer outcome variables The results were 
largely nonsignificant 


TABLE 3 


Customer-Directed ERBs — Customer Justice — Customer Outcomes 


————————————————MMM—————— 


Regression Equation 1: Customer-Directed ERBs — Customer Justice 





Dependent 
Variable Predictor Variable Beta Coefficient (t-Value) F-Value R? 
р 2° ___ _ 
ERBs 
CDJ 54(11 60) 134 63 30 
CPJ 52(10 89) 118 74 26 
СІЈ 69(17 30) 299 23 48 
Regression Equation 2: Customer-Directed ERBs — Customer Outcomes 
Dependent 
Variable Predictor Variable Beta Coefficient (t-Value) F-Value R? 
ААА А EE 
ERBs 
Sat-R 30(5 61) 31 53 09 
Sat-F 40(7 85) 61 56 16 
Intent .42(8 32) 69 15 18 
WOM 33(6 28) 39 47 11 
Regression Equation 3: Customer Justice — Customer Outcomes 
Dependent 
Variable Predictor Variable Beta Coefficient (t-Value) F-Value R? 
————————— ————— eS ___ O PME 
CDJ CPJ СІЈ 
Sat-R 28(4 68) 41(7 08) 01( 05)п s 65 50 38 
Sat-F 41(7 40) -19(3 46) 18(3 31) 84 65 45 
Intent 55(10 13) 03( 61)n s 16(3 15) 90 49 46 
WOM 37(5 77) 15(2 40) 07(1 18)n s 39 15 26 
Regression Equation 4: ERBs — Customer Outcomes* 
Dependent 
Variable Predictor Variable Beta Coefficient (t-Value) F-Value R? 
=== EE“ 
ERBs CDJ CPJ CIJ 
a M OOS 
Sat-R — 14(2 20) 30(5 05) 43(7 37) 08(1 20)ns 65 50 38 
Sat-F — 09(1 51)ns 43(7 57) 20(3 65) 22(2 20) 64 32 44 
Intent — 02( 38)n s 56(10 04) 03( 67)n s 18(2 87) 86 10 46 
WOM 01( 09)n s 37(5 64) 15(2 36) 07( 95)n s 39 15 26 


"Analysis controls for customer Justice 


Notes ERBs = extra-role behaviors, CDJ = customer distributive justice, CPJ = customer procedural justice, CIJ = customer interactional jus- 
tice, Sat-R = satisfaction with the recovery, Sat-F = overall firm satisfaction, Intent = purchase intent, WOM = likelihood of favorable word 
of mouth Except when noted by "n s ,” all coefficients are significant at the p< 05 level or better 


tions of the firm influence customers’ perceptions following a 
failure and subsequent recovery By capturing employee and 
customer perceptions in a complaint handling experience, our 
study bridges the gap between organizational theory and ser- 
vice recovery research We summarize our results as follows 


*Customer-directed extra-role behaviors through shared val- 
ues and organizational justice An employee’s shared values 
influenced how customers rated that employee’s performance 
of extra-role behaviors, and all dimensions of organizational 
Justice affected customer ratings of extra-role behaviors 

*Extra-role behaviors and customers’ perceptions of justice 
Customer-directed extra-role behaviors had strong effects on 


customers’ perceptions of interactional justice, procedural 
Justice, and distributive justice (1 e , regression coefficients of 
69, 52, and 54, respectively) 


*Shared values/organizational justice — extra-role behav- 
tors — customer justice chain The effects of shared values/ 
organizational justice perceptions on customer justice are par- 
tially mediated by extra-role behaviors Thus, by managing 
employees well, a firm ıs in effect managing its customers 
well That ts, justly treated employees are more likely to per- 
form extra-role behaviors, and customer justice 15 higher 
when customers perceive that the employee put forth extra 
effort in handling the complaint 


Customers’ perceptions of justice and customer outcomes 
Customer ratings of distributive justice affected all outcome 
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variables (1 e , satisfaction with recovery, overall firm satis- 
faction, purchase intent, and word of mouth) Procedural 
Justice affected satisfaction with recovery, overall firm sat- 
isfaction, and word of mouth, and interactional justice 
affected overall firm satisfaction and purchase intent Thus, 
all aspects of justice affected the customer outcomes, and 
as Table 3 shows, distributive justice had the strongest 
effects 

*Extra-role behaviors — customer Justice — customer out- 
comes chain The effects that extra-role behaviors had on 
customer outcomes were fully mediated by customer Justice, 
and customers treated fairly show positive affect and inten- 
tions toward the firm Still, extra-role behaviors affected all 
dimensions of customer justice, whuch shows that extra-role 
behaviors indirectly (and significantly) affect customer 
outcomes 


Implications 


Shared values and extra-role behaviors Our study indi- 
cates that shared values play a significant role 1n explaining 
extra-role behaviors, which highlights the importance of 
selecting (and socializing) employees who share a firm's 
core/dominant values Employees who share the organiza- 
tion's values are more likely to feel like an integral part of 
the system, taking ownership in and responsibility for the 
firm and its performance This positive shared values effect, 
then, hints at the importance of making customer service a 
core value Although many firms hang banners and artifacts 
that pledge customer service as a top priority, they some- 
times support and reward employees as if service were an 
afterthought Firms can make a commitment to service 
viable by hiring and training carefully When hiring employ- 
ees, managers can measure shared values through structured 
interviews, customer service simulations, and psychological 
assessments As for training and compensation, firms should 
align their training in a manner that emphasizes shared val- 
ues and reward employees for performance consistent with 
those values Otherwise, firms may be hiring customer 
employees who will either leave the firm because they do 
not share its values or become socialized to de-emphasize 
the importance of handling complaints—both outcomes will 
erode service levels 


Organizational justice and extra-role behaviors Our 
study contributes to the services literature by showing that 
treating employees fairly inspires them to go out of their 
way to help resolve customer complaints Our results show 
that procedural justice 1s most influential in spurring extra- 
role behaviors In light of this finding, managers should seek 
employee feedback and incorporate workers’ comments into 
any procedural changes Simply asking for feedback may 
itself signal improved fairness Distributive justice was also 
significantly related to extra-role behaviors Managers inter- 
ested in enhancing extra-role behaviors should first assess 
the current state of outcome fairness by enlisting employee 
feedback pertaining to the fairness of compensation, 
bonuses, and benefits Service managers, employees, and 
human resource officers could then work together to modify 
these programs for enhanced employee distributive justice 
By doing so, management can strive to improve complaint 
handling efforts by concentrating on internal customer ser- 
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vice Interactional justice 1s important in stimulating extra- 
role behaviors, quantifying an intuitive “golden rule” of cus- 
tomer service Treat employees the way you want them to 
treat customers Personal interactions from managers to 
employees send clear signals that can either enhance or 
detract from an employee’s likelihood of engaging 1n extra- 
role behaviors Each interaction may represent a “moment 
of truth,” sending signals to employees regarding acceptable 
customer service If managers do not go out of their way to 
help employees resolve problems, how can they expect 
employees to do the same for customers? 


Extra-role behaviors and customer justice Our results 
show that customer-directed extra-role behaviors are posi- 
tively associated with customers’ perceptions of fairness, 
which provides evidence that extra-role behaviors can indi- 
rectly lead to desirable customer outcomes Specifically, 
extra-role behaviors have the greatest influence on the extent 
to which customers believe their personal interactions with 
frontline employees have been fair This finding follows log- 
ically, given that extra-role behaviors are frequently directed 
toward customers during personal interactions with frontline 
employees, and it underscores how beneficial it can be for 
employees to go above and beyond “1n-role” requirements to 
help customers 

Extra-role behaviors also affect customers' perceptions 
of fairness involving policies апа procedures, which indi- 
cates that employees can influence the perceptions of poli- 
cies and procedures by engaging 1n extra-role behaviors On 
the one hand, perhaps customers see policies and procedures 
independently of employee behaviors On the other hand, 
perhaps customers’ perceptions are embedded in and shaped 
by employee behaviors Our research supports the latter 
notion Our results also show a positive relationship between 
extra-role behaviors and distributive Justice, suggesting that 
customer redress outcomes are intertwined with employee 
behaviors Managers recognizing that employee behaviors 
play an invaluable role in shaping customers' perceptions of 
service recovery fairness can train employees 1n customer 
service skills that cast policies, procedures, and outcomes 1n 
a positive light These results again emphasize the impor- 
tance that human resource management plays in enhancing 
customers' perceptions of justice by encouraging extra-role 
behaviors 


Customer justice and outcomes Our results indicate that 
customer Justice significantly affects customer outcomes 
For example, distributive justice had the greatest relative 
influence on overall satisfaction, purchase intent, and word 
of mouth Although managers striving to improve long-term 
customer relations would ideally like to improve all aspects 
of perceived justice, they may benefit most by investing їп 
resources that enhance compensation (е g , refunds, future 
discounts, accurately fixing problems) Indeed, interactional 
justice during a recovery effort was not significantly associ- 
ated with satisfaction with recovery or word of mouth, and 
procedural justice was not related to purchase intent Given 
a product failure, customers may be more interested in 
obtaining fair outcomes than in the manner in which these 
outcomes are provided 


Service recovery as an e-commerce customer service 
strategy Given the context of our study, our results have 
implications for e-commerce The promise of e-commerce 
has enticed firms to rush to market, investing millions of 
dollars 1n Web site infrastructure However, many of these 
firms have neglected customer service in their quest to cap- 
italize quickly on the e-commerce market Brandweek 
reports that e-commerce complaints are dramatically rising 
and finds that one in four e-shoppers cannot complete their 
online purchases as a result of inadvertent disconnections, 
computer freezes, network gridlock, or stock outs (Cheng 
2000) These service failures may prove detrimental to firm 
success Customers of e-commerce have become accus- 
tomed to a certain level of offline customer service and 
likely expect the same level of online service Moreover, an 
astounding 90% of e-shoppers stated that customer service 
was critical in their decision to choose a particular supplier, 
and almost half said they would switch providers if they 
received poor service (Cheng 2000) Given the abundance of 
online product/service providers, 1t remains imperative for 
e-tailers to find competitive advantages Our study suggests 
that one such advantage 1s recovering well from failures 


Limitations and Directions for Further Research 


Although this study expands our knowledge of complaint 
experiences, it must be tempered with certain limitations First, 
our study did not account for every important antecedent or 
consequence of all dependent variables Thus, the potential for 
omitted variables bias exists, and our regression coeffictents 
may best be viewed as partial coefficients (Kenny, Kashy, and 
Bolger 1998) One such omitted variable 1s disconfirmation 
(Oliver 1997) Disconfirmation assesses customer expecta- 
tions that are associated with the service encounter and has 
been shown to affect customer satisfaction in a failure/recov- 
ery context (Smith, Bolton, and Wagner 1999) Although our 
study assessed the primary predictors of satisfaction in failure/ 
recovery (1 e , customer Justice), future studies need to assess 
the effects of disconfirmation on satisfaction in relation to the 
eftects of extra-role behaviors Such studies could also help 
discriminate between disconfirmation and extra-role behav- 
10г, as both constructs have a performance-based standard 

Second, although recovery research suggests that 
processes play an influential role in service encounters, it 
remains unclear whether this holds when multiple failures 
occur When consumers are irritated over experiencing multi- 
ple failures, they may weigh tangible outcomes (e g , refunds) 
more than fair processes Furthermore, given the emergence 
of online services, it seems beneficial to recognize potential 
differences in recovery expectations between these budding 
services and more traditional services (e g , online banking 
versus personal banking) Do the self-service characteristics 
of online services diminish or enhance the importance of per- 
sonal interaction processes in complaint handling? 

Third, although the online customers їп our study com- 
plained over the telephone, additional research should focus 
on if and how complainants view complaint resolution 
strategies offered online It has been argued and empirically 
demonstrated that delivering a compelling customer ехреп- 
ence is paramount to creating a competitive advantage for 


online retailers In particular, Novak, Hoffman, and Yung 
(2000) show that certain shopping features create a com- 
pelling online experience These features include easy prod- 
uct returns, customer support, and quick delivery, about 
which customers commonly have complaints What is of 
interest 1$ how an online complaint context might affect 
responses to the customer Justice and outcome variables For 
example, given the lack of face-to-face or verbal interactions 
with a service agent, do customers’ perceptions of interac- 
tional justice exist in online complaint settings? If so, how 
do various forms of communication (e g , chat room dialog) 
affect these perceptions? Also, given Novak, Hoffman, and 
Yung's (2000) findings, it would seem imperative that online 
retailers clearly specify and simplify the policies and proce- 
dures for product returns It has been suggested that online 
consumers may be more involved with their purchases and 
may have more complete information about product alterna- 
tives (Novak, Hoffman, and Yung 2000) Would these cus- 
tomers expect more in terms of redress (distributive Justice) 
than in-store customers? Thus, future work needs to investi- 
gate the relative effects of interactional, procedural, and dis- 
tributive justice during online complaint handling Given the 
increasing popularity. of online. customer networks (eg, 
chat rooms), it 1s important to determine if positive online 
recommendations affect customers differently than negative 
online recommendations Online retailers would be particu- 
larly sensitive to online recommendations, especially given 
the speed at which such online recommendations can travel 

Fourth, our study also highlights the need for further 
research on measuring extra-role behaviors and shared val- 
ues As previously noted, we collected measures of extra- 
role customer service behavior from managers, employees, 
and customers However, because managers cannot rate 
each employee on each recovery effort, they rated the extent 
to which employees engaged in extra-role behaviors over the 
past six months The employee measure also captured the 
extent to which employees rated their own performance of 
extra-role behaviors over the past six months However, 
customer-rated extra-role behaviors specifically measured 
extra-role behaviors related to a particular complaint han- 
dling experience One viable area for further research 1s to 
investigate how different levels of measurement (1 е, gen- 
eral versus specific) affect extra-role behavior ratings That 
is, how much, if any, is a general extra-role behavior mea- 
sure influenced by halo effects and other recall biases? Our 
study finds significant, positive correlations among man- 
ager, employee, and customer ratings of extra-role behaviors 
despite differences їп level of measurement (correlations 
ranged from 30 to 54) The means of these extra-role 
behaviors are also notable The employee extra-role behav- 
1or mean (4 45) 15 significantly higher than the extra-role 
behavior mean ratings from managers (3 01) and customers 
(3 37) To what degree are extra-role behaviors in the eyes of 
employees considered in-role behaviors among managers 
and customers? If supervisors and customers underrate 
employee performances of extra-role behaviors and employ- 
ees overrate themselves, what 1s the most appropriate way to 
gauge extra-role behaviors? Such inquiries would help man- 
agers choose the most accurate extra-role behaviors 
measure 


Firms Reap What Thev Sow / ^a 


Our shared values measure tapped into a more global/dom- 
inant shared values construct The conceptualization and mea- 
surement of shared values have been sometimes confounded 
with, or considered a dimension of, related constructs, most 
notably person-organization fit and organizational culture 
(Kristof 1996, Schein 1990). Thus, the construct of shared val- 
ues 1s in need of further conceptual and measurement work 
Perhaps the approach suggested by Goodman and Syvantek 
(1999) is most fruitful, in which they refer to shared values as 
the match between a person's values and the value system of a 
specific organizational context (e g , type of firm) Matching 
specific individual values to a specific organizational context 
may enhance the predictive validity of shared values 

Fifth, future work needs to focus on the selection and 
training of employees best suited for handling complaints 
Are there specific employee characteristics that are corre- 
lated with solid recovery efforts and good overall customer 
service? Some noteworthy constructs may include general 
cognitive ability, conscientiousness, and extraversion, which 
are considered important predictors of overall job perfor- 
mance Studies could examine the extent to which these 
constructs predict an employee's aptitude and attitude for 
handling service encounters Moreover, how can firms 
effectively socialize employees so that they "buy into" a 
customer orientation and feel compelled to deliver good ser- 
vice recoveries? Studies exploring how factors such as orga- 
nizational artifacts, formal and informal controls, compen- 
sation, and empowerment affect complaint handling could 
provide useful insights for both scholars and managers 


Appendix 


Customer Measures 


Customer-Durected Extra-Role Behavior 

1 For this particular encounter, the service representa- 
tive I dealt with willingly went out of his/her way to make 
me satisfied 

2 For this particular encounter, the service representa- 
tive I dealt with voluntarily assisted me even 1f it meant 
going beyond his/her job requirements 

3 For this particular encounter, the service representa- 
tive I dealt with helped me with problems beyond what I 
expected or required 

4 For this particular encounter, the service representative 
I dealt with frequently went out of his/her way to help me 

5 For this particular encounter, the service representa- 
tive I dealt with went “above and beyond the call of duty” in 
servicing me 


Distributive Justice 

1 Although the event caused me problems, (firm’s) 
effort to fix 1t resulted їп a very positive outcome for me 

2 The final outcome I received from (firm) was fair, 
given the time and hassle 

3 Given the inconvenience caused by the problem, the 
outcome I received from (firm) was fair 

4 'The service recovery outcome that I received in 
response to the problem was more than fair 
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Procedural Justice 

1 Despite the hassle caused by the problem, (firm) 
responded fairly and quickly 

2 I feel (firm) responded in a timely fashion to the 
problem 

3. I believe (firm) has fair policies and practices to han- 
dle problems 

4 With respect to its policies and procedures, (firm) han- 
dled the problem in а fair manner 


Interactional Justice 

1 In dealing with my problem, (firm) personnel treated 
me in a courteous manner 

2 During their effort to fix my problem, (firm) 
employee(s) showed a real interest ın trying to be fair 

3 (Firm name) employee(s) worked as hard as possible 
for me during the recovery effort 

4 (Firm name) employee(s) were honest and ethical in 
dealing with me during their fixing of my problem 


Overall Firm Satisfaction 

1 Lam satisfied with my overall experience with (firm) 
2 As a whole, I am not satisfied with (firm) 

3 How satisfied are you overall with the quality of (firm)? 


Satisfaction with Recovery 

1 In my opinion, (firm) provided a satisfactory resolu- 
tion to my problem on this particular occasion 

2 I am not satisfied with (firm's) handling of this par- 
ticular problem 

3 Regarding this particular event (most recent problem), 
I am satisfied with (firm) 


Purchase Intent 

1 In the future, I intend to use (firm) for electronics 
purchases 

2 If you were in the market for electronics, how likely 
would you be to use (firm)? 

3 In the near future, I will not use (firm) as my elec- 
tronics provider 


Word of Mouth 

1 How likely are you to spread positive word of mouth 
about (firm)? 

2 I would recommend (firm) for electronics to my friends 

3 If my friends were looking to purchase electronics, I 
would tell them to try (firm) 


Employee Measures 


Distributive Justice 

1 To what extent are you fairly rewarded for the amount 
of experience you have? 

2 To what extent are you fairly rewarded for the stresses 
and strains of your job? 

3 To what extent are you fairly rewarded for the amount 
of effort you put forth? 

4 To what extent are you fairly rewarded for the work 
you have performed well? 


Procedural Justice 

1 When decisions about employees are made at (firm), 
complete information 1з collected for making those decisions 

2 When decisions about employees are made at (firm), 
all sides affected by the decisions are represented 

3 When decisions about employees are made at (firm), 
the decisions are made in a timely fashion 

4 When decisions about employees are made at (firm), 
useful feedback about the decisions and their implementa- 
tion is provided 


Interactional Justice 

1 When decisions are made about me at (firm), my super- 
visors/managers deal with me in a truthful and ethical manner 

2 When decisions are made about me at (firm), my 
supervisors/managers treat me with respect and dignity 


3 When decisions are made about me at (firm), my 
supervisors/managers work very hard to be fair 

4 When decisions are made about me at (firm), my 
supervisors/managers show concern for my rights as an 
employee 

5 When decisions are made about me at (firm), my 
supervisors/managers are courteous 


Shared Values 

1 (Firm) has the same values as I do with regard to con- 
cern for others 

2 In general, my values and the values held by (firm) are 
very similar 

3 I believe in the same values held and promoted by 
(firm) 


=== 
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Natalie Mizik & Robert Jacobson 


Trading Off Between Value Creation 
and Value Appropriation: The 
Financial Implications of Shifts in 
Strategic Emphasis 


Firms allocate their limited resources between two fundamental processes of creating value (1e , Innovating, pro- 
ducing, and delivering products to the market) and appropriating value (ie, extracting profits in the marketplace) 
Although both value creation and value appropriation are required for achieving sustained competitive advantage, 
a firm has significant latitude in deciding the extent to which it emphasizes one over the other What effect does 
strategic emphasis (1 e , emphasis on value creation versus value appropriation) have on firm's financial perfor- 
mance? The authors address this issue by examining the effect that shifts in strategic emphasis have on stock 
return They find that the stock market reacts favorably when a firm increases its emphasis on value appropnation 
relative to value creation This effect, however, is moderated by firm and industry characteristics, in particular, finan- 
cial performance, the past level of strategic emphasis of the firm, and the technological environment in which the 
firm operates These results do not negate the importance of value creation capabilities, but rather highlight the 


importance of isolating mechanisms that enable the firm to appropriate some of the value it has created 


arketing strategy 15 concerned with creating sus- 
M tained competitive advantage, which in turn leads to 

superior financial performance Two processes, 
which combine and interact, are fundamental to achieving 
this outcome The first process involves the creation of cus- 
tomer value (re, innovating, producing, and delivering 
products to the market), the other focuses on appropriating 
value in the marketplace (1e , extracting profits) Value cre- 
ation 1s a cornerstone of marketing The marketing concept 
identifies the customer as the primary focus and the force 
that defines the scope and the purpose of a business enter- 
prise It postulates that for an organization to achieve an 
advantage, 1t must create superior value for its customers 
(Drucker 1954) 

Value creation alone, however, 1s insufficient to achieve 
financial success A second necessary process involves a 
firm's ability to restrict competitive forces (e g , erect barri- 
ers to imitation) so as to be able to appropriate some of the 
value that it has created in the form of profit Indeed, firms 
have little incentive to engage in value creation in the 
absence of “isolating mechanisms" that prevent the immedi- 
ate dissipation of profits associated with a value creating ini- 
tiative (e g , an innovation) Firms that do not have the capa- 
bilities to restrict competitive forces are unable to 
appropriate the value they have created Instead, competitors 
and customers will claim ıt (Ghemawat 1991) Factors as 
varied as reputation and brand effects, customer switching 
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costs, advertising, and network externalities, for example, 
are isolating mechanisms that are central considerations to 
marketing managers 

Firms are faced with the strategic task of balancing the 
two processes in their marketing strategies and determining 
an adequate amount of support for each Firms need to 
simultaneously develop or acquire value creation capabili- 
ties and capabilities that facilitate value appropriation These 
two sets of capabilities require substantial resource commit- 
ments and management attention The task of allocating lim- 
ited organizational resources between value creation and 
value appropriation capabilities necessitates strategic priori- 
tizations and trade-offs As such, we define strategic empha- 
515 as the relative emphasis a firm places on value appropri- 
ation relative to value creation. А fundamental issue facing 
managers 1s deciding how a firm chooses to compete (Day 
1994) Strategic emphasis 15 a central aspect of this choice 

Research in marketing has extensively explored how 
acquiring resources and skills and developing different 
capabilities affects financial performance (see, eg, the 
meta-analysis by Capon, Farley, and Hoenig [1990]) 
Although less study has been directed toward assessing the 
геіайуе benefits of emphasizing one capability over another, 
prior research has highlighted various types of strategic and 
tactical trade-offs that firms make For example, Porter 
(1996) considers the trade-offs involved in positioning 
strategies, Miles and Snow (1978) propose alternative strate- 
gic archetypes, Boulding and Lee (1992) address the issue 
of marketing mix specialization versus diversity, and Ettlie 
and Johnson (1994) note the trade-off between focusing on 
customers and processes Although the inherent trade-off 
between value appropriation and value creation capabilities 
has been acknowledged (e g , March 1991), research to date 
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has not explored what effect strategic emphasis has on finan- 
cial performance Our study addresses this issue by examin- 
ing the effect shifts in strategic emphasis (1 e , the emphasis 
on value appropriation versus value creation capabilities) 
have on stock return 

Our analysis makes use of movements in the {[advertis- 
ing expenditures — research and development (R&D) expen- 
ditures]/assets) ratio as an indicator of shifts in strategic 
emphasis Although other factors also influence value 
appropriation and value creation, movements 1n this mea- 
sure can be expected to provide information about shifts 1n 
strategic emphasis related to value appropriation. versus 
value creation That 1s, increases in the ratio will tend to be 
associated with increased emphasis on value appropriation, 
and decreases in the ratio will tend to be associated with 
increased emphasis on value creation Empirically, we find 
that the stock market reacts favorably when a firm increases 
its emphasis on value appropriation rather than on value cre- 
ation However, this effect is moderated by firm and indus- 
try characteristics, in particular, financial performance, the 
past level of strategic emphasis of the firm, and the techno- 
logical environment in which the firm operates These 
results do not negate the importance of value creation capa- 
bilities, but rather highlight the importance of tsolating 
mechanisms that enable the firm to appropriate some of the 
value it has created 


Value Creation and Value 
Appropriation 
Firms engage їп innovative activities that lead to creation of 
societal value, that 1s, the total social surplus arising from 
the difference between the utility that consumers dertve 
from the product and the costs of producing it The societal 
value will end up being captured by three major players in 
the market The innovating firm will appropriate some of the 
societal value it has created in the form of economic profit, 
the customers will claim a portion of it in the form of con- 


sumer surplus, and other firms (competitors and noncom- 
petitors) will get a portion of it through profits stemming 
from imitation and development cost savings (Mansfield et 
al 1977) 

Considerable variation exists across innovations as to 
the proportion of the surplus captured by each of the major 
players The polio vaccine 15 perhaps the most extreme 
example of an innovation that created tremendous societal 
value, but where the innovator did not appropriate any sur- 
plus Jonas Salk did not patent the vaccine (stating a desire 
not to personally profit from 1t) but rather wished the vac- 
cine to be disseminated as widely as possible As such, con- 
sumers claimed the entire surplus from the innovation 

Even firms with a desire for profit often do not profit 
from their innovations For example, the CT scanner was 
invented by EMI Ltd , but the firm's inability to profit from 
the innovation led to its takeover around the same time the 
inventors were receiving the Nobel Prize in Medicine Com- 
petitors and consumers claimed the surplus generated by the 
innovation However, ıt ıs the hope of realizing profits that 
motivates firms to innovate Indeed, countless examples 
exist in which a firm captured considerable surplus from its 
innovation Dupont with Teflon, GD Searle with 
NutraSweet, Microsoft with Windows, and Pfizer with Via- 
gra, for example, were all able to appropriate a substantial 
proportion of the societal value created by their innovations 

As such, both value creation and value appropriation 
capabilities are required for achieving sustained competitive 
advantage (Figure 1) A firm, however, has significant lati- 
tude in deciding the extent to which it emphasizes one set of 
capabilities as opposed to the other They both shape the 
firm's competitive. advantage (Ghemawat 1991, Rumelt 
1987) Value creation influences the potential magnitude of 
the advantage, value appropriation influences the amount of 
the advantage the firm 1s able to capture and the length of 
ите the advantage persists Because firm value depends on 
both the magnitude and the persistence of advantage, both 
processes influence financial performance As such, they 


FIGURE 1 
Marketing Strategy and the Sustainable Competitive Advantage Framework 
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both complement and serve as imperfect substitutes for each 
other 


Strategic Emphasis: Trading Off Between Value 
Creation and Value Appropriation Capabilities 


Firms divide their limited resources and attention between 
the two fundamental processes of creating and appropriating 
value As a result, trade-offs occur between developing 
customer-value creation capabilities and. developing value 
appropriation capabilities A firm 1s forced to prioritize its 
resources between these alternative uses according to the 
way it has chosen to compete 

At one end of the spectrum, a firm may choose to com- 
pete primarily on the basis of value creation It constantly 
moves ahead and innovates as competition erodes the prof- 
its from its previous initiatives Alternatively, a firm can 
choose to fiercely defend its position in the market against 
competition by erecting barriers to imitation through, for 
example, brand-based advertising In this case, a firm 
attempts to lengthen the time its advantage persists 

Most companies avoid the extremes and strive to choose 
a strategy that balances sufficient support for value creation 
efforts with adequate investments ın capabilities that facili- 
tate the appropriation of value Yet differences ın strategic 
emphasis exist among firms Although industry characteris- 
tics shape the opttons available to the firm, even within the 
same industry, firms will take different courses of action 
reflected in different levels of strategic emphasis 

Consider, for example, ethical drug companies Value 
creation, such as the development of new drugs, 1s central to 
success for firms in the industry However, companies vary 
1n the degree to which they emphasize value creation rela- 
tive to value appropriation. For example, as the patent pro- 
tection for a drug ends and generic clones enter the market, 
many firms discontinue support for the drug and focus on 
new innovation and the remaining patent-protected prod- 
ucts Alternatively, other drug companies place more 
emphasis on value appropriation. For example, Johnson & 
Johnson uses an umbrella brand for its products and suc- 
cessfully competes with generic drug manufacturers on the 
basis of superior brand image after the patent protection 
expires 


Operationalizing Strategic 
Emphasis 


Various organizational resources and capabilities (1 е , tech- 
nological, financial, physical, legal, human, organizational, 
informational, and relational) influence value creation and 
value appropriation Most resources cannot be exclusively 
classified as pertaining just to value creation or to value 
appropriation They influence both 

Yet two elements have been consistently highlighted in 
prior research as central to the value creation and value 
appropriation processes That is, a firm's technology capa- 
bilities driven by R&D expenditures have been linked to 
value creation, whereas a firm's ability to differentiate its 
offering through advertising has been linked to value 
appropriation 


Technology in the Value Creation Process 


Schumpeter (1942, р 132) discusses value creation activi- 
ties as "to reform or revolutionize the pattern of production 
by exploiting an invention, or more generally, an untried 
technological possibility for producing a new commodity or 
producing an old one in a new way, by opening up a new 
source of supply of materials or a new outlet for products, 
by reorganizing an industry" As such, value creation uses 
various organizational resources and encompasses a wide 
range of activities Yet 1 15 the innovations resulting from 
R&D that have received the most attention as a cornerstone 
of value creation Firms engage in R&D and build techno- 
logical capabilities to generate superior products and 
Improvements in the production and distribution processes 
A firm uses its technological capability to build a new solu- 
tion and to answer and meet new needs of the users 
(Gatignon and Xuereb 1997) 

Value 1s created both through product innovations used 
by firms and/or households and through process innovation 
(Mansfield et al 1977) An extensive literature ın econom- 
ics, stimulated by the work of Solow (1957), has docu- 
mented a significant positive effect of R&D on economic 
growth and productivity Some of the estimates from initial 
research in the area serve as useful benchmarks For exam- 
ple, Denison (1962) reports that approximately 40% of the 
total increase in per capita national income was attributable 
to technological change and conjectures that about one-fifth 
of this amount stemmed from “organized R&D ” Mansfield 
and colleagues (1977) estimate the median social return to 
R&D at 56% Although estimates vary, Griliches (1995) 
notes that all recent studies of R&D continue to report sig- 
nificant social returns from it 

A great deal of interest has been devoted to the gap 
between the societal value created and the profits appropri- 
ated by the innovating firm At issue 15 that the returns real- 
ized by the innovating firm may bear little relation to the 
commercial success of the product or process it introduces 
In theory, patents provide a solution to the problem of 
imperfect appropriability However, in practice, patent pro- 
tection has proved to offer only limited effectiveness Com- 
petitors can "invent around" the patent Levin and col- 
leagues (1987) report that managers view other mechanisms 
as much more effective than patents in appropriating the 
returns from innovation (e g , in only 496 of the industries 
surveyed did managers view patent protection as highly 
effective) In particular, marketing activities, such as adver- 
tising, were viewed as central tsolating mechanisms and far 
more effective than patents in capturing advantages gener- 
ated by R&D activities 


Advertising in the Value Appropriation Process 


Just as there does not exist a single organizational factor that 
uniquely defines value creation, no single capability or 
activity determines a firm’s ability to appropriate value 
Several different capabilities give rise to isolating mecha- 
nisms and influence the length of time a firm 1s able to earn 
economic profits Accumulated assets, as varied as a loyal 
customer base and network externalities, serve as isolating 
mechanisms and influence the ability of competitors to dis- 
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sipate a firm's advantage One key component of value 
appropriation capability that 15 of particular concern to mar- 
keting managers relates to the effects of advertising 

Two polar views exist with respect to the role of adver- 
tising as an isolating mechanism One view argues that 
advertising 1s anticompetitive (1 е, erects barriers to imita- 
tion by differentiating the firm’s offering) The opposing 
view regards advertising as procompetitive, in that 1 рго- 
vides information that serves to dissipate competitors’ 150- 
lating mechanisms Although the debate of the aggregate 
competitive effect of advertising 15 likely to be never- 
ending, both views suggest that a firm’s advertising will 
Improve tts position by either lengthening its value appro- 
priation opportunities or reducing the value appropriation 
opportunities of 1ts competitors 

Of these two, the first—the ability of advertising to dif- 
ferentiate a firm’s offering from that of competitors—has 
received the most attention (Chamberlin 1933) This ability 
15 one of the central features governing brand strategy For 
example, Aaker (1996) notes that a brand can serve as the 
foundation for meaningful differentiation, especially ın con- 
texts 1n which brands are similar with respect to product 
attributes А brand can be a formidable barrier to imitation, 
making ıt difficult for competitors to copy and dissipate a 
firm’s advantage As such, brand-based differentiation 
serves to prolong a firm’s advantage and 15 frequently used 
as an entry deterrence strategy (Bunch and Smiley 1992) 

Indeed, the often-cited Advertising Age (1983) study 
reports that of 25 leading consumer brands of 1923, 19 still 
remained leaders 50 years later Although the length of time 
this stability actually lasts ts subject to question (Golder 
2000), few question the durability of advantage enjoyed by 
well-established brands This durability stems not from the 
product attributes, which are typically readily imitable, but 
from the differentiation sustained by advertising Indeed, 
Golder (2000) highlights advertising as one of the key fac- 
tors that separates market share leaders that maintain their 
advantage from those that do not For example, in contrast 
to American Chicle, which attempted to maximize short- 
term profits by minimizing marketing expenditures, Wrigley 
invested ın building its brand through a commitment to 
advertising ! 

Empirical evidence regarding the effect of advertising 
on value appropriation capabilities (e g , the persistence of 
profits) 1s sparse but consistent The empirical results sug- 
gest a significant positive effect of advertising on persis- 
tence of profits (е g , Kessides 1990, Mueller 1990) These 
findings reintorce the view that excess returns erode more 
slowly for firms advertising heavily Thus, firm advertising 
facilitates value appropriation because it extends the dura- 
tion of competitive advantage 

This 1s not to suggest that no advertising creates value 
Rather, our contention 1s that the association of advertising 
with value creation 1s substantially weaker than the associa- 
tion between R&D and value creation Indeed, in contrast to 


'Golder (2000) also notes Underwood's inability to sustain its 
place in the typewriter market as a result ої a failure to innovate 
Again, this highlights the need tor firms to invest in both value cre- 
ation and value appropriation capabilities 
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the substantial empirical literature highlighting the effect of 
R&D on economic activity, advertising expenditures have 
not been systematically linked to value creation. For exam- 
ple, Ashley, Granger, and Schmalensee (1980) conclude that 
advertising does not lead to increased economic activity, but 
rather follows it This lack of association 1s consistent with 
the premise that a substantial amount of advertising 1s not 
directed at creating value, but rather toward other goals, in 
particular, value appropriation 


An Indicator of Strategic Emphasis 


Within organizations, different projects and applications 
compete for the same scarce resources In this internal com- 
petition for resources, the most essential and strategically 
appropriate applications win Resources end up concen- 
trated in the areas of the greatest perceived 1mportance 
Consequently, the strategy of a company 1s revealed in the 
allocation choices and the trade-offs it makes between the 
difterent possible applications of its resources Indeed, past 
research (e g , Harrison et al 1991, 1993, Ittner, Larcker, 
and Rajan 1997, Ramaswamy 1997) has used resource allo- 
cation patterns to depict the underlying strategies of the 
organization 

Because advertising tends to have a greater association 
with value appropriation efforts and R&D has greater asso- 
ciation with value creation, we expect the following indica- 
tor of strategic emphasis, which we label SE to be correlated 
with strategic emphasis 


oh. = advertising expenditures, — R&D expenditures, 
к assets, 


Positive scores represent companies that have relatively 
stronger commitment to value appropriation—based market- 
ing strategies and negative scores represent companies that 
have relatively stronger commitment to value creation- 
based strategies Intertemporal increases in the SÉ indicator 
will tend to depict an increasing emphasis on value appro- 
priation, whereas decreases in the indicator will depict shifts 
toward greater emphasis on value creation. Because factors 
other than R&D and advertising affect strategic emphasis, it 
ıs possible that the SE measure is only a weak indicator (ie, 
the signal-to-noise ratio will be low) If this 15 the case, 
analysis based on SE will be biased toward zero, and tests 
will have low power in uncovering a statistically significant 
effect However, given the prominent role played by R&D 
and advertising in influencing strategic emphasis, we have 
reason to believe that shifts in SE will indeed be indicative 
of shifts in strategic emphasis Analysis of SE characteristics 
appears to support this view 

We observe that the SE indicator exhibits significant 
variation across different industries, among firms in the 
same industry, and over time for the same firm For exam- 
ple, for the period 1980-99 the mean SE for publicly traded 
firms in food industries (16 , Standard Industrial Classifica- 
tion [SIC] codes 2000—2099) is 091 This indicates greater 
relative reliance on value appropriation capabilities For 
instruments (1 е, SIC codes 3800-3841), the SE mean of 
— 099 indicates greater relative emphasis on value creation 
capabilities The difference in the indicator 15 consistent 


with the 1mportance technology plays in these industries. In 
high-technology industries, such as instruments, the success 
of a company depends crucially on its ability to constantly 
innovate and stay ahead of the competition in developing 
new technologies or introducing new products For firms in 
low-technology industries, such as food, the importance of 
research and technology 1s not as pertinent 

However, even within a given industry, firms will choose 
different ways of competing, and this will manifest itself in 
a different level of strategic emphasis For example, consid- 
erable variation in the SE measure exists for firms in the 
pharmaceutical industry (SIC code 2834) The historical 
mean of SÉ for Johnson & Johnson (— 026) lies close to the 
1ndustry mean of — 036 This can be compared with 083 for 
Bristol-Myers Squibb At the other end of the spectrum 15 
Genentech with а mean SÉ of — 136 These differences 
reflect the different emphases firms place on value creation 
compared with value appropriation їп their strategies 

Strategic emphasis will also change for a given firm over 
time to reflect a change in strategy Consider Figure 2, 
which plots the SÉ measure for Intel for the period 1982-98 
Late in 1991, in response to increased competitive pressures 
from Advanced Micro Devices and C&T, Intel launched its 
“Intel Inside" campaign The campaign marked a shift in 
strategy for Intel to bolster its brand attributes We show in 
Figure 2 that the SE measure captures Intel’s shift to 
enhancing value appropriation capabilities Although Intel 
maintained an emphasis on value creation capabilities (1 e , 
SE is negative for the entire period), the measure shows a 
definite positive drift associated with the execution of the 
"Intel Inside" campaign and the shift in emphasis toward the 
development of value appropriation assets 


The Financial Implications of the 
Trade-Off Between Value Creation 
and Value Appropriation 


Our research goal 15 to assess the financial effect generated 
by shifts їп emphasis between value creation and value 
appropriation and to address the conditions under which 
these shifts might have differential performance implica- 
tions To capture the long-term financial impact (1e, the 
total expected value), our analysis focuses on the effect of 
strategic emphasis on the stock market valuation of the firm 


FIGURE 2 
Strategic Emphasis Indicator for the Intel 
Corporation 1982-98 
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Stock Return as a Measure of the Long-Term 
Financial Performance 


The economic return to a marketing strategy 1s not attained 
typically in a single reporting period, but rather 1s realized 
over a long-term time horizon Yet most of the research in 
marketing assessing strategic decision has involved mea- 
sures such as sales, accounting return on investment, or mar- 
ket share, whose current value provides, at best, an 1ncom- 
plete picture of the value of a strategy An alternative 1s to 
make use of stock market data, which provide the financial 
markets' estimate of the total expected value of the strategy 

A firm's marketing strategy can be viewed as an intan- 
gible asset that influences future returns (Srivastava, Sher- 
vani, and Fahey 1998) The value of the strategy can be rep- 
resented as the excess future returns generated by the firm 
when this particular strategy is employed As such, the value 
of a marketing strategy to the firm can be depicted as a dis- 
counted present value of the future cash flows generated 
through the use of this marketing strategy 


— CF 
(0 Ne 23 + О” 


where V, 1s the present value of marketing strategy (1), CF, 
1s cash flow at time period t generated as a result of the use 
of marketing strategy (1), and r 1s the cost of capital 

In practice, it ts virtually impossible to estimate the 
value of a marketing strategy with this formula Although 
the measure of V, is not available, under the efficient mar- 
kets hypothesis, abnormal stock return (the difference 
between the actual and expected return, given the market 
and firm risk characteristics) will provide an unbiased esti- 
mate of the change in V, Given efficient markets, all avail- 
able information about future cash flows 15 incorporated into 
the current stock price When an unanticipated change in 
strategy occurs, the markets react, and the new stock price 
reflects the long-term implications such change 15 expected 
to have on future cash flows As such, abnormal stock return 
provides an estimate of the difference in market value of the 
firm before and after the change in marketing strategy 
occurs Therefore, it can be used as an estimate of the long- 
term financial value that results from a shift in marketing 
strategy ? 





Testing for the "Information Content" of Strategic 
Emphasis 


We seek to assess the extent to which changes in strate- 
gic emphasis are associated with long-term financial perfor- 
mance We do so by examining the information content of 
strategic emphasis (1 e , whether changes in the SÉ series are 
associated with stock return) A significant relation would 
indicate that investors view these changes as signaling 


2Although market anomalies exist, they tend to be rare and 
short-lived As such, particularly for analysts based on a large num- 
ber of firms across a long time period, the efficient markets 
hypothesis appears to be a good approximation for the functioning 
of the financial markets Even those who question the overreliance 
on the efficient markets hypothesis (eg, De Bondt and Thaler 
1985) agree that it 1s a good starting point 
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changes in the discounted future cash flow of the firm That 
15, stock prices move because investors change their expec- 
tations of the future cash flows because of factors associated 
with information contained їп the measure 

Early work ın the area of assessing information content, 
for example, 1п accounting, focuses on the role of changes 
1n accounting variables such as size-adjusted earnings More 
recent work (е g , Aaker and Jacobson 1994, 2001, Barth et 
al 1998) has begun to investigate the role of nonfinancial 
variables, such as brand attributes These studies seek to test 
for incremental information content, that 1s, the degree to 
which a series provides added explanatory power to current 
earnings 1nformation in explaining stock price movements 

Assessing the incremental information content of strate- 
gic emphasis can take place by regressing stock returns on 
changes in accounting business performance and changes in 
strategic emphasis That is, estimating the following model 3 


(2) StkR, = Op + а, AROA, + ОАЗЕ, + є, 


where StkR,, 1s the stock return for firm 1 at time t, AROA, 
is the change in accounting business performance, ASÉ, 15 
the change 1n our indicator measure of strategic emphasis, 
and €, 15 the error term Because stock market efficiency 
implies that investors react only to unanticipated changes, 
we define changes 1п the measures as deviations of the series 
from what could have been predicted on the basis of past 
information These deviations are typically operationalized 
as the residual from a time series forecast model 

Equation 2 reflects that accounting measures supply 
information about current and future-term financial perfor- 
mance This effect ıs captured by Œœ; (commonly known as 
the “earnings response coefficient”), which depicts the stock 
market response to unanticipated changes in accounting 
information However, accounting indicators are limited in 
their ability to capture completely the expected net cash 
flow from the future opportunities facing the firm Do 
investors view shifts 1n a firm's strategic emphasis as pro- 
viding additional information about these opportunities and 
their impact on the firm’s future cash flows? 


3Differences in firm return stem not only from differential 
changes in expected cash flows but also from differences in risk 
That ts, riskier firms earn higher returns Historically, differences 
in risk have been controlled by modeling the systematic risk of the 
firm, as reflected by its beta More recent work (Fama and French 
1992, 1996) has expanded on this single-factor capital asset pricing 
model by allowing risk to depend not only on beta but also on size 
and “book-to-market” factors Fama and French (1992) find that 
after the role of size (as modeled by log[market value]) at the start 
of the period and book-to-market equity (as modeled by the 
log[book value/market value]) at the start of the period are 
accounted for, estimates of beta are unrelated to firm stock return 
To control for these risk factors, our model also tncludes log(book 
value, _ ;/market value, _ |) and log(market value, _ |) Because the 
effect of these factors may vary depending on economic condi- 
tions, we allow their effect to differ over time (1e, we allow for 
differential effects by year) By including these factors in the 
model, we control for the different types of risk, and as such, our 
analysis 15 based on abnormal (1e, nsk adjusted) return The 
model also includes (1) annual dummy variables so as to capture 
the eftects of economywide factors and (2) industry dummy varı- 
ables to capture industry-specific effects 
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The null hypothesis ıs that o = 0, which would imply 
that the indicator of strategic emphasis has no incremental 
information content That 1s, the financial markets perceive 
the measure to provide no information about future earnings 
beyond that reflected 1n current-term earnings The alternate 
hypothesis ıs that о = 0, which implies that stock market 
participants perceive the change in the strategic emphasis 
indicator to contain information (incremental to that 
reflected 1n current-term accounting business performance) 
about future cash flows 

In this study, we are particularly concerned with investi- 
gating the opposing elements of the alternative hypotheses 
of œ > 0 and о < 0, that 15, whether a shift 1n strategic 
emphasis toward value appropriation versus value creation 
has a positive or a negative effect on expectations of future 
cash flows Although increasing either value creation or 
value appropriation capabilities should enhance firm perfor- 
mance, the effects of shifts in emphasis between the two 
have not been examined previously 4 


Differential Response to Shifts in 
Strategic Emphasis 


The effect of strategic emphasis on market value may not be 
constant across firms Rather, investors may have a differen- 
tial response to shifts 1n strategic emphasis under different 
conditions In particular, the response may vary systemati- 
cally with (1) situational factors regarding the firm and (2) 
the type of environment їп which the firm 1s operating 


The Situation of the Firm 


Market response can vary depending on the situation of the 
firm One key difference among firms is profitability Com- 
peting hypotheses about the moderating effect of profitabil- 
ity exist One view emphasizes exploiting opportunities 
when they arise Under this view, firms with positive unex- 
pected earnings should focus on locking in their advantage 
through a shift to greater emphasis on value appropriation 
By the same logic, firms in a weaker than expected financial 
position would be better served by emphasizing value cre- 
ation capabilities (1 e , they are not creating sufficient value 
to justify increased investments in value appropriation) 
However, an alternative view emphasizes the dissipation of 
profits Under this view, firms cannot rest on their past suc- 
cess Firms should not focus on sustaining existing advan- 


4Other studies (е g , Erickson and Jacobson 1992) have exam- 
1ned the separate effects of advertising and R&D on stock return 
Comparing response coefficients from this type of model would 
result in our testing different effects than what we are trying to 
assess in our analysis In particular, this approach would not only 
capture shifts ın emphasis (as does our SE measure) but also depict 
market reaction to changes in total expenditures Consider a simple 
example to see how the analyses differ A firm spends equally on 
R&D and advertising It doubles both activities, which results in a 
substantial change in both variables In contrast, the SE measure 
would exhibit no change, because the firm's strategic emphasis has 
remained the same despite the doubling of expenditures. By being 
a difference, (advertising — R&D)/assets relates exclusively to a 
firm's shift 1n emphasis, separate analysis of advertising and R&D 
does not 


tages, which 15 often futile, but rather on creating new 
advantages at a faster rate than the old advantages are being 
eroded by competition (Grant 1991) As such, a firm in a 
superior financial position needs to prepare for the eventual 
dilution of its existing advantages by focusing more on 
value creation projects 

The firm's existing strategic emphasis may also moder- 
ate the stock market response to shifts in strategic emphasis 
The concept of path dependency advanced in evolutionary 
economics postulates that the strategic choices a firm made 
їп the past shape its current strategic position and, as such, 
the viability of future choices That 1s, the stock market 
response to an unanticipated strategy change (ASE,) may be 
moderated by the past strategic choice (SE, _ і) However, 
the theory is not clear regarding the direction of the effect 
Diminishing marginal returns hypothesis suggests that firms 
with high levels of value creation capability would receive 
less gain from expanding their value creation capabilities 
and firms with high levels of value appropriation capability 
would receive less gain from expanding their value appro- 
рпайоп capabilities. Conversely, Lei, Hitt, and Bettis (1996) 
argue that as a firm's skills become more specialized, they 
may produce expertise that is difficult for the competitors to 
imitate and, therefore, may become a source of competitive 
advantage Thus, firms with high levels of value creation 
emphasis should further enhance their value creation capa- 
bilities, and firms with high levels of value appropriation 
emphasis should continue to enhance their value appropria- 
tion capabilities 

Allowing for this type of differential response can be 
achieved by modifying Equation 2 to allow for systematic vari- 
ation in 02 depending on unanticipated ROA and the past level 
of strategic emphasis That ts, estimating a model of the form 


(3) StkRy = Og + o AROA, + ASE, + е, 
with 
0; = 059 + G1 AROA t + 62288, | 
yields the estimating equation 
(4) StkRy = о + &AROA,, + O9ASE,, + 01 AROA,, ASE, 
+ 02258 _ ASE, + €r 


The coefficient 2; depicts the extent to which unantici- 
pated ROA moderates the effect of strategic emphasis on 
stock return A value of 0%; > 0 would indicate that firms їп a 
weak (strong) financtal position are better suited by empha- 
sizing value creation (value appropriation) A value оѓо <0 
would indicate that firms in a weak (strong) financial position 
are better served by emphasizing value appropriation (value 
creation) The coefficient 02 depicts the moderating effect of 
past strategic emphasis on the stock market response to an 
unanticipated shift ın strategic emphasis Values of 05; < 0 
would support the diminishing marginal returns hypothesis, 
values of 055» 0 would support the specialization hypothesis 


The Role of the Technological Environment 
Differences in market response can be posited to stem not 


only from firm-specific factors but also from industrywide 
characteristics Chandler (1994) highlights the role of tech- 


nology as a key characteristic differentiating industries He 
defines high-technology industries as those in which new 
product development 1s the critical element of interfirm 
competition These industries tend to be characterized by 
high R&D intensity, changing products, and long-term һоп- 
zons for achieving a payback He contrasts this with stable- 
and low-technology industries in which the final product has 
historically remained much the same Competition 1s more 
functional and strategic than in high-technology industries 
That 1s, firm performance, for example, 1s based more on the 
improvement of the existing product and processes and on 
enhanced marketing efforts Research and development 1s 
still important, but it 1s likely to be less intensive and focuses 
more оп product improvement and cost reductions than on 
new product development 

One hypothesis 1s that value creation capability 1s more 
important in environments in which technology 15 changing 
(ге, т high-technology industries) A firm cannot stem the 
tide of innovation and constantly must adopt new technolo- 
gies and create new products to be successful Conversely, 
value appropriation capability 1s more important in stable- 
and low-technology industries Here, there is less opportu- 
nity for value creation, and firms must work to sustain their 
advantages This suggests that increasing emphasis on value 
creation capability 1s more important in high-technology 
markets than in stable- and low-technology markets This 
suggests differences in magnitude (or even 1n sign) for the 
estimates of 059 among the technology environments 

An alternative view stemming from the literature on ımı- 
tation suggests that, even for the high-technology firms, the 
ability to capitalize on innovations is at least as 1mportant as 
the ability to create new value Levin and colleagues (1987) 
find that 1 is relatively easy and at least 35% cheaper for 
competitors to replicate an innovation than to develop it 
The majority of typical unpatented innovations can be ши- 
tated within a year, and major patented innovations within 
three years However, it 15 not easy and cheaper to imitate 
superior reputation or brand image Because patents do not 
provide adequate protection in many high-technology indus- 
tries, firms are forced to seek other ways to restrict com- 
petitors from disstpating their profits Thus, even in high- 
technology industries, firms should engage ın development 
of value appropriation capabilities Testing for differential 
effects of technological environment can be achieved by 
estimating separate regressions for the different technologi- 
cal environments and then testing whether the coefficients 
differ among them 


Data Source 


The data set used їп our analysis comes from the Standard 
& Poor's 1999 COMPUSTAT database This database pro- 
vides annual accounting and stock market information for 
publicly traded firms on the New York, American, and 
Nasdaq stock exchanges The sample of companies used in 
the analysis 1s restricted to manufacturing companies report- 
ing their market value, R&D expenditures, advertising 
expenditures, assets, and net income Table | provides a list 
of the industries included in our study and classifies them 
into the high-, stable-, and low-technology subsamples To 
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TABLE 1 


Industry Affiliation: High-, Stable-, and Low-Technology Groups 


High-Technology Group Stable-Technology Group Low-Technology Group 
Pharmaceuticals Chemicals Food and tobacco 
Computers Rubber and plastic Textile 
Electronics Apparel 
Instruments Industrial machinery Paper and forest 
Semiconductors Aircraft Furniture and fixture 
Telecommunications Automotive Building materials 


Electrical equipment 


Metal 


Miscellaneous manufacturing 


Source Chandler (1994) and Chan, Martin, and Kensinger (1990) 


ensure correspondence between the stock price and account- 
ing information, an additional requirement that companies 
have a December fiscal year 1s used Our data sample con- 
sists of observations from 566 different firms reporting for 
all or some of the period 1980-98 We have a total of 3480 
observations available for analysis In Table 2, we provide 
descriptive statistics for and the definitions of the variables 
that form the basis of our analysis 


Estimation Results 


We first estimate first-order autoregressive time series mod- 
els for ROA and strategic emphasis In Table 3, we present 
the estimated models Following the convention (e g , Kor- 
mendi and Lipe 1987), we use the residuals from these mod- 
els as the measures of the unanticipated changes in ROA and 
strategic emphasis of a firm 5 In Table 4, we present the 
results of estimating Equation 4 for our entire sample and 
for the high-, stable-, and low-technology subsamples 6 


The Full Sample Results 


In Table 4, the results for the full sample estimation indi- 
cate that unanticipated ROA has a positive (1 58) and sig- 
nificant effect on stock return The coefficient estimate 
greater than 1 0 does not indicate that investors are short- 
term oriented in that they overvalue current-term results 





>The use of a residual, as opposed to the series itself, in a stock 
return model follows directly from the efficient markets hypothe- 
sis Stock return should exhibit a higher correlation with the resid- 
ual series because the raw series includes an anticipated component 
that will be unrelated to stock return As evidenced by the follow- 
ing correlation matrix, our results are consistent with this efficient 
markets implication 


Correlation Matrix 





StkRet, SE, ROA, ASE, AROAg 
StkRet, 10 
SÉ, 005 10 


ROA, 120 41 10 
ASE, 080 40 228 10 
AROA, 230 192 — 657 2321 [0 


SAlthough not reported in Table 4, consistent with previous 
research, we find significant coetficients for the yearly log(book 
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Rather, consistent with the tıme series models showing that 
ROA exhibits persistence, a shock to ROA will not dissi- 
pate immediately but 1s likely to persist over several years 
The greater the persistence of a ROA shock, the larger 1s 
the earnings response coefficient ın the stock return equa- 
tion (Miller and Rock 1985) As such, the market reaction 
to unanticipated ROA reflects that it provides information 
not only about the current-term results but also about the 
future-term profits 

Table 4 also shows that changes ın strategic emphasis 
are significantly related to stock return The positive coeffi- 
cient (1 18) means that, on average, investors view 1ncreases 
1n emphasis on value appropriation coming at the expense of 
value creation as being positively related to future-term per- 
formance ? Because the model accounts for the direct influ- 
ence of unanticipated ROA, this effect is incremental to 
information contained ın accounting returns Investors per- 
ceive strategic emphasis as providing incremental informa- 
tion about the future-term prospects of the firm above and 
beyond that contained in current accounting returns 

However, the total effect of strategic emphasis is not 
constant, but rather is evidenced to vary systematically 
Although the interactive effect with lagged strategic empha- 
sis (1e, — 61) is statistically insignificant, the interactive 
effect with unanticipated ROA 1s positive and highly signif- 
icant The positive interactive effect (3 73) indicates that 
investors view a shift toward value appropriation capability 





value, _ ,/market value, _ |) and log(market value, _ |) measures 
Controversy exists regarding how to interpret the coetfictents One 
view ts that the estimated effects reflect the mispricing of stocks 
An alternate view (е g , that raised by Fama and French [1992]) ts 
that the factors adjust tor risk considerations The overall negative 
effect of size reflects reduced risk associated with larger firms The 
positive effect of book-to-market reflects risk associated with rela- 
tive distress The key for our analysis 1s not so much interpreting 
the rationale for the significance of the factors, which 1s an ongo- 
ing debate in finance, but rather controlling for these factors so that 
we are able to conclude that shifts in strategic emphasis are not 
associated with stock return merely through risk 

7An additional etfect of ASE,, an indirect. effect that works 
through ROA, may also exist We estimate a simultaneous equa- 
tions model and find evidence of a positive effect of SÉ, оп ROA, 
As such, Ошу provides a conservative estimate of the impact of 
strategic emphasis on stock return because 1t only assesses the 
direct path 


r 


as amplıfyıng firm value when a firm ıs experiencing a pos- 
itive shock to ROA 8 Conversely, when firms experience а 
negative shock to profits, investors view a shift toward value 





8Another interpretation of this interactive effect, which 1s obser- 


appropriation capabilities less positively. Indeed, depending 
on the magnitude of the earnings shock, conditions exist ın 
which investors view a shift toward value creation capabil- 


higher earnings response coefficients This interpretation has ment 


vationally equivalent, 15 that ASÉ, moderates the effect of AROA, 


їп that value appropriation capabilities enhance the persistence of 
Firms experiencing increased emphasis on value appropriation have 


ROA and the magnitude of the earnings response coefficient 


TABLE 2 
Descriptive Statistics 


т 


Еш High-Technology Stable-Technology Low-Technology 
Sample Group Group Group 

Stock return 

Mean 27 28 26 24 

SD (87) (91) (88) (69) 
ROA 

Mean 087 052 099 145 

SD (22) (28) ( 19) (11) 
5Ё 

Меап — 024 —07 — 007 049 

SD ( 11) ( 11) ( 10) ( 08) 
Number of 

observations 3480 1288 1770 422 


Variable definitions 


shares outstanding, x price, + dividends, — shares outstanding, _, x price, _ 


Stock return, = 
| shares outstanding, , x рпсе,_, 


. net income before extraordinary items, 


ROA, = 
assets, 
SE = advertising expenditures, — R&D expenditures, 
assets, 
Notes SD - standard deviation 
TABLE 3 


First-Order Time-Series Models for ROA and SÉ* 


АЉ 


Full High-Technology Stable-Technology Low-Technology 
Sample Group Group Group 
Model: ROA; = фло + Фу ROA 1 + Nit 
ROA,. 1 77“ 78“ 735 83“ 
(64 35) (40 84) (41 99) (28 39) 
R2 57 59 51 71 
Number of observations 3563 1324 1808 431 
Model: SÉ, = P20 + 921 SEn—4 + Hit 
SE, , 87“ 84“ 89“ 94** 
(88 71) (46 78) (71 06) (47 57) 
R2 76 6 78 88 
Number of observations 3563 1324 1808 431 
“t-statistics are in parentheses 
“p< 001 


Notes Each equation also includes (1) annual dummy vanables to capture the effects of economywide factors and (2) industry dummy van- 
ables to capture industry-specific effects 
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ТАВГЕ 4 
Stock Market Reaction to Changes in Strategic Emphasis 
Dependent Variable: Stock Return* 


M M M —— —  — a — M — 


Fuil High-Technology Stable-Technology Low-Technology 
Sample Group Group Group 
Model: StkRet, = a + 04AROA, + о20А8Ё + 021 АВОА AŠĚ + 0,252 _ ASE, + єн 
Unanticipated ROA 158'** 1 36*** 1 80*** 3 09*** 
(15 26) (9 49) (10 85) (6 45) 
Unanticipated strategic 118*"* 201*** 1 50** 91 
emphasis (3 54) (3 61) (2 83) ( 55) 
Unanticipated ROA* 3 73*** 2 79*** 5 37*** —14 77 
Unanticipated strategic (6 93) (3 91) (5 93) (-1 42) 
emphasis 
Strategic emphasis, _ 1" — 61 6 00** -3 44“ –5 80 
Unanticipated strategic (— 59) (2 91) (-2 59) (— 91) 
emphasis 
R2 20 26 22 43 
Number of observations 3480 1288 1770 422 
"t-statistics are in parentheses 
"p< 01 
***p < 001 


Notes Each equation also includes (1) annual dummy variables to capture the effects of economywide factors, (2) industry dummy variables 
to capture industry-specific effects, and (3) annual effects for log(market value; ;) and log(book value/market value), _ 1 to capture firm- 


specific risk factors 


ity as more preferable This condition exists when unantici- 
pated ROA ıs less than — 32 (1e , 1 18/3 73) 


The Role of the Technological Environment 


Analysis of the high-, stable-, and low-technology subsam- 
ples reveals both similarities and differences across the three 
environments АП three samples exhibit positive effects of 
unanticipated ROA on stock return. One difference to note 
among the samples relates to the magnitude of the earnings 
response coefficient estimates The estimated effect 1s low- 
est for the high-technology sample (1 36), increases for the 
stable-technology sample (1 80), and 15 highest for the low- 
technology sample (309) Theoretical valuation models 
(eg, Miller and Rock 1985) depict the magnitude of the 
earnings response coefficient to increase the greater the per- 
sistence of profits and decrease the larger the discount rate 
The observed differential effect 1s consistent with differ- 
ences across the three environments Shocks to ROA are 
more likely to persist and future-period returns аге dis- 
counted less, the less dynamic the environment is 

The estimated direct effects of strategic emphasis are 
positive and significant for both high- and stable-technology 
markets Although the estimated coefficients decrease in 
magnitude, moving from high- (2 01) to stable- (1 5) to low- 
( 91) technology markets, a Chow test is unable to reject the 
hypothesis that the direct effect of strategic emphasis 1s the 
same across technological environments Thus, we find no 
evidence to suggest that value appropriation 15 any less 
important in high-technology markets than in stable- 
technology markets 
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Moderating effects of profitability The moderating 
effect of unanticipated ROA on strategic emphasis 15 posi- 
tive for both the high-technology and stable-technology 
environments This positive effect indicates that investors 
value a shift toward emphasizing value appropriation capa- 
bility when earnings are greater than anticipated In other 
words, when a firm is doing well, the market wants the firm 
to increase emphasis on value appropriation The moderat- 
ing effect 1s larger in stable-technology markets than in the 
high-technology sector (5 37 versus 2 79) This 1s consistent 
with the relative role that Chandler (1994) notes innovation 
plays 1n these two markets In stable-technology markets, 
where innovation 1s less central, firms need to place greater 
emphasis on appropriation when the firm has an advantage 
Locking in an advantage 15 still important in high- 
technology markets, but less important than in the stable- 
technology markets The estimated effect 1s negative for the 
low-technology firms However, the size of the standard 
error makes it difficult to isolate the effect or draw 
conclusions 


Moderating effects of the past strategy The most dra- 
matic difference among industry groupings 1s for the inter- 
active effect of unanticipated strategic emphasis with the 
lagged level of strategic emphasis The estimated effect 1s 
positive and significant for high-technology firms (6 00), 
negative and significant for stable-technology firms (—3 44), 
and negative (though insignificant) for low-technology firms 
(-5 80) 

The negative effect 18 consistent with the proposition of 
diminishing. marginal returns to a high value creation or 


value appropriation capability emphasis This finding sug- 
gests that in the stable-technology sample, the higher the 
past level of strategic emphasis, the less positive the market 
reacts to increases in this emphasis Indeed, for high levels 
of strategic emphasis, the effect turns negative Figure 3 
graphically depicts the estimated relation between stock 
return and strategic emphasis, depending on the previous 
level of strategic emphasis 9 For the majority of the stable- 
technology firms, the market reacts positively to emphasiz- 
ing value appropriation capability However, there exists a 
threshold value S, such that for SE greater than S, there 1s no 
need to increase emphasis on value appropriation capability 
For those firms, which already have a high emphasis on 
value appropriation capability, its further development has a 
negative effect on stock return Our results suggest that for 
stable-technology firms, there 1s a single converging equi- 
librium. An optimum point S exists (estimated at advertising 
intensity — R&D intensity = 44, 1е, 1 50/3 44, the numbers 
coming from estimating Equation 4) Deviating from point 
S has a negative effect on return Movement toward S (rep- 
resented by arrows 1n Figure 3) has a positive effect on stock 
return 

Conversely, for high-technology firms, the positive coef- 
ficient for the interactive effect of unanticipated strategic 





9The result follows directly from taking a first-order derivative 
of the estimated Equation 4 That 1s, we use the coefficient values 
from Table 4 as the estimated parameters in Equation 4 and take a 
partial derivative of the model with respect to ASE, while holding 
AROA = 0 From this, we find a range of SE, _ ү, where dStkRet,,/ 
9ASE, 18 positive (1e, StkRet, increases with increasing ASE,) 
and negative (t е , StkRet, decreases with increasing ASE,,) 


FIGURE 3 
Effects of the Directional Change in the Strategic 
Emphasis on Stock Return Given the Past Level 
of Strategic Emphasis: The Stable-Technology 
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Notes Point S represents an optimal point because firms tend to 
achieve increased stock return when SE moves toward 44 


emphasis with the lagged strategic emphasis is reflective of 
positive. reenforcing or specialization. effects Figure 4 
graphically represents our findings for the high-technology 
sample Here, a single optimum solution does not exist. 
Firms with high orientation on value creation are rewarded 
for further emphasis on value creation capabilities All other 
firms are rewarded for further investments into their value 
appropriation capability A separating point H is estimated at 
advertising intensity — R&D intensity = – 33 (1e, -2 01/ 
6 00) Movement toward Н 1s viewed negatively by the mar- 
ket Movement away from H to the extremes of value cre- 
ation or value appropriation emphasis (represented by 
arrows in Figure 4) 1s rewarded by the stock market This 
result suggests two possible sources of competitive advan- 
tage for the high-technology manufacturing firms either a 
high value creation emphasis or a high value appropriation 
emphasis in their marketing strategy 


Sensitivity Analysis 


We undertook several tests to assess the sensitivity of our 
analysis We found that alternative specifications and 
expanded models did not perform as well or added little to 
the analysis We tested whether some alternative means of 
scaling the advertising-R&D differential for firm size, for 
example, dividing by the sum of advertising and R&D 
expenditures, sales, or lagged market capitalization, instead 
of assets, would enhance the information content of the SE 
measure or lead to different conclusions Indeed, these alter- 
natives generated similar implications (е g , all showed that 
the financial markets react favorably to shifts in emphasis 


FIGURE 4 
Effects of the Directional Change in the Strategic 
Emphasis on Stock Return Given the Past Level 
of Strategic Emphasis: The High-Technology 
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toward value appropriation) and displayed similar or lower 
information content than the asset-scaled size adjustment 10 

We also assessed the presence of feedback effects from 
stock return to strategic emphasis That 1s, our results could 
stem not from SÉ having information content but from firms 
shifting their strategic emphasis ın the wake of changes in 
stock market value The presence of this type of feedback 
would induce the correlation between the error 1n Equation 
4 апа ASE,, and lead to biased coefficient estimates We 
found no evidence of such an effect Although we found that 
AROA, influences ASÉ,, we observed no feedback effects 
from stock return to strategic emphasis that would lead to 
biased estimates in Equation 4 

Because the market response to shifts in strategic 
emphasis may also depend on factors other than those we 
modeled, we tested some additional possible moderating 
factors For example, the anticipated component of КОА, 
(1 e , the predicted value from the univariate return on invest- 
ment model), rather than just unanticipated ROA (ie, 
AROA,), might moderate the effect of shifts in strategic 
emphasis on stock return However, the tests revealed that 
only the unanticipated component of ROA, had a statisti- 
cally significant moderating effect In addition, we hypothe- 
sized that the market response might differ depending on the 
change 1n the intensity of combined R&D and advertising 
expenditures (1 e , the extent to which the firm is expanding 
or contracting its combined value creation and value appro- 
priation activities) However, we found this moderating 
effect to be small and statistically insignificant, — 12 with a 
t-statistic of — 1 Similarly, we found no significant differ- 
ence in response when we estimated separate effects for 
shifts ın strategic emphasis for those firms increasing R&D 
and advertising expenditures versus those decreasing expen- 
ditures The estimated effect of 127 for those increasing 
spending was not significantly ditferent from the estimate of 
097 tor those decreasing spending (1 e , the t-statistic for the 
difference in effects was 5) We also tested whether the 
response to shifts in strategic emphasis varied by the size of 
the firm and the total amount spent on R&D and advertising 
Here, we also found no significant differential 


Directions for Further Research 


Although these sensitivity tests did not uncover results that 
challenged our findings, this 1s not to suggest that further 
work 15 not needed Indeed, many directions for additional 
research are warranted One would be to improve the mea- 
sure of strategic emphasis For example, we used resource 
allocation patterns to discern firm strategic emphasis An 
alternative would be to survey experts or use statements 1n 
the annual reports to operationalize strategy In addition, 
because our study examined firms across different indus- 
tries, the SE indicator we employed had merit as an aggre- 
gate indicator of strategic emphasis Future work focused at 
the business-unit level or on analyzing a particular industry 
could seek to develop better industry-specific measures of 
strategic emphasis In other words, Figure 1 would be best 





10See, tor example, Fisher (1984) for a discussion of issues relat- 
ing to alternative size deflators 
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operationalized at the business-unit level These measures 
should seek to incorporate factors other than R&D and 
advertising that facilitate the processes of value creation and 
value appropriation 

Another avenue might focus not on trying to measure the 
extent of shifts in emphasis, but rather on isolating events 
when a shift occurred and determining whether the event 
reflected increased emphasis on value appropriation or on 
value creation An event study (1e , assessing how the stock 
market reacted to these shifts) could then be undertaken 

Future work in the area could also explore the potential 
role of other moderating factors (e g , economic conditions, 
cross-cultural differences, stage of the company life cycle, 
the effectiveness of patent protection) Indeed, a host of fac- 
tors other than those included in our model can generate a 
nonlinear or even nonmonotonic stock market response to 
shifts ın strategic emphasis One approach would be to 
undertake threshold analysis to 1solate different regimes in 
which the effect of strategic emphasis on financial perfor- 
mance differs 

Further research aimed at better understanding strategic 
emphasis ts also in order A potential research avenue would 
be to investigate the factors that 1nfluence strategic empha- 
sis and that motivate a firm to shift its emphasis 


Implications 


Our study shows that the relative emphasis that firms place 
on value appropriation relative to value creation contains 
information relevant to investors in the valuation of the firm 
In general, we find that increases 1n emphasis toward value 
appropriation capability and away from value creation capa- 
bility are associated with increases in stock return This 
result serves to reinforce the view of Teece (1987) and oth- 
ers who note that many firms, particularly in the high- 
technology sector, labor under the illusion that developing 
new, superior products ensures success not only for the prod- 
uct but also for the firm These firms do not pay sufficient 
attention to restricting competition from imitating innova- 
tion and dissipating a firm's returns from it Our results show 
that even in the high-technology markets, where innovation 
and R&D are central to firm success, investors view favor- 
ably a shift toward value appropriation capability 

The positive response to enhancing value appropriation 
1s particularly strong when a firm has better than expected 
earnings In other words, when a firm 15 doing well, the mar- 
ket wants it to increase emphasis on value appropriation 
When a positive shock to earnings occurs, this provides a 
signal to existing and potential competitors as to the direc- 
tion resources should flow The inflow of resources into 
areas with positive shocks will tend to bring returns back 
toward the competitive rate of return If management wants 
to insulate itself from this process, it needs to place greater 
emphasis on value appropriation and restricting tmitation 

However, conditions exist in which the financial markets 
view increases in value appropriation capability negatively 
For example, for firms experiencing a negative shock to 
ROA, increased focus on value appropriation. capability 
would in some cases lead to a drop in market value It a firm 
is not doing well financially, the financial markets respond 


positively to efforts designed to generate value creation 
capabilities The same is true for firms operating in stable- 
technology markets that are already highly emphasizing 
their value appropriation capability For these firms, further 
1ncreases in the value appropriation capability can decrease 
market value If a firm already has placed considerable focus 
on value appropriation, the markets realize that there may be 
limits to the firm's ability to extract surplus In this case, 
efforts to expand surplus through enhanced emphasis on 
value creation are rewarded 

Nonetheless, our results serve to highlight the impor- 
tance stock market participants place on value appropria- 
tion Why ts this so, and why have firms not already acted 
on this information? Should firms shift their emphasis 
toward value appropriation? Two phenomena that are not 
mutually exclusive, namely, signaling and managerial inef- 
ficiency, provide some answers to these questions Furst, 
changes in strategic emphasis may provide a signal to the 
marketplace Firms shifting to strategy with greater empha- 
sis on value appropriation may be signaling that they now 
possess sufficient value creation capability and are seeking 
to lock ın their value creation advantage Indeed, this can 
describe the Intel experience in which Intel possessed great 
value creation capabilities and sought to exploit this advan- 
tage by creating brand loyalty with the “Intel Inside" cam- 
paign This reasoning indicates that not all firms should shift 


to value appropriation. Rather, it suggests that our results are 
driven by those firms having the necessary value creation 
capabilities that decided to shift their strategic emphasis 

Second, our results may be indicating that firms are inef- 
ficient in allocating resources in that they may be consis- 
tently underinvesting 1n value appropriation (e g , market- 
ing) relative to value creation (e g, R&D) activities This 
can be explained by the difficulty managers have ın justify- 
ing marketing expenditures Many commentators have noted 
that because of a lack of reliable measures in documenting 
the effect of marketing, fewer resources than should be are 
devoted to marketing 'The Marketing Science Institute, for 
example, has noted this problem and has recently called for 
proposals to help address this issue 

Value creation investment decisions cannot be divorced 
from issues of appropriability Countless examples exist of 
innovations that created enormous value, but where the inno- 
vating firm was unable to capture the surplus For example, 
although exceptions exist, Xerox's Palo Alto Research Cen- 
ter is best known as a breeding ground for innovations from 
which Xerox was unable to achieve strategic or commercial 
success (eg, the personal computer, Ethernet, graphical 
user interface, page-description language) Firms that fail to 
pay sufficient attention to value appropriation cannot be 
expected to achieve sustained competitive advantage and 
reap the rewards from their value creation capabilities 
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Werner J. Reinartz & V. Kumar 


The Impact of Customer 


Relationship 


Characteristics on 


Profitable Lifetime Duration 


The authors develop a framework that incorporates projected profitability of customers in the computation of lıfe- 
time duration. Furthermore, the authors identify factors under a manager's control that explain the variation in the 
profitable lifetime duration They also compare other frameworks with the traditional methods such as the recency, 
frequency, and monetary value framework and past customer value and illustrate the supertority of the proposed 
framework Finally, the authors develop several key implications that can be of value to decision makers in man- 


aging customer relationships 


tenance of long-term buyer-seller relationships— 

has profoundly influenced marketing theory and 
practice. Although the concept of relationship marketing 1s 
not new, organizations have recently started to focus on 
identifying and retaining long-term customers Managers 
profess to do it 1n new and better ways every day (Fournier, 
Dobscha, and Mick 1998) Consider the following example 
Before the 1990s, AT&T spent hundreds of millions of dol- 
lars per year trying to attract prospects to use its long- 
distance telephone service Most prospects received similar 
offerings regardless of their specific needs As a result, 
AT&T sent out millions of pieces of largely undifferentiated 
direct mail solicitations several times a year In spite of this, 
less than 5% of the cases resulted in conversions, and even 
worse, many of these conversions were lost because of a 
high rate of churn (Grant and Schlesinger 1995) Today, 
AT&T analyzes its relationships with its customers and 
tracks in particular retention and termination characteristics 
In 1994, through conscientious modeling efforts, AT&T 
attracted seven times as many customers as ıt did in 1990 
Even more important, these customers have a different qual- 
ity in their retention behavior By analyzing the factors that 
drive retention, AT&T ts much more efficient in (1) keeping 
customers who are at risk of defection and (2) better pin- 
pointing the customers who are likely to be long-life cus- 
tomers ın its acquisition campaigns (Li 1995) Thus, AT&T 
has embraced the core of relationship marketing It 1s con- 
siderably more profitable to keep and satisfy existing cus- 


R^ marketing—the establishment and main- 
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tomers than to renew a strongly churning customer base 
constantly 

To make relationship marketing work, marketers have 
started to adopt a customer management orientation, which 
emphasizes the importance of customer lifetime analysis, 
retention, and the dynamic nature of a person's customer— 
firm relationship over time (Kotler 1994) Given the dis- 
crepancies between concept and reality 1n relationship mar- 
keting, 1t 1s important to study the concept of customer man- 
agement and customer lifetime for two reasons 

First, a better understanding 1s needed of the facets of a 
customer management orientation For example, firms that 
adopt a customer management orientation need to consider 
how their activities impact their relationship with different 
customers Anderson and Narus (1991) note that every 
industry 1s characterized by its own bandwidth of transac- 
tional and relational exchanges Garbartno and Johnson 
(1999) show that short- and long-term-oriented customers 
differ 1n the factors that determine their future exchanges 
Their results imply that a focus on customer satisfaction 1s 
likely to be effective for weak relational customers whereas 
marketing that 1s focused on building trust and commitment 
15 more effective for the long-term relational group Like- 
wise, given the need to cater to specific customers rather 
than all possible customers (Dowling and Uncles 1997), an 
analysis of the relationship dynamics over time, such as life- 
time activity patterns, becomes of paramount importance 
(Reichheld and Teal 1996) The results of Jap and Ganesan's 
(2000) study highlight the need to incorporate dynamic 
effects over the duration of the customer-firm relationship 
Specifically, they find that the differential efficacy of various 
relationship management mechanisms changes over the 
course of a relationship 

The need for research 1n this domain also finds its expres- 
sion in the Marketing Science Institute's research priorities 
It has elevated the topic of customer management and the 
analysts of surrounding issues (e g , value of loyalty, measur- 
ing lifetime value) to one of tts capital research priorities 

Second, although the importance of an analysis of the 
dynamic customer-firm relationship 15 hardly disputed, 
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empirical evidence ıs scarce In particular, areas in need of 
research are noncontractual relationships—relationships 
between buyers and sellers that are not governed by a con- 
tract or membership. Specifically, how can the length of a 
customer's relationship with a firm be measured, given that 
the customer "never signs off?" How can the relationship be 
managed? Given that switching costs are low and customers 
choose to interact with firms at their own volition, this 1s a 
nontrivial question for noncontractual relationships What 1s 
the strength and directional impact of the antecedent factors 
on the duration of a customer’s relationship with a firm? If 
managers can understand the temporal dynamics involved in 
a customer’s relationship with the firm, they can, for exam- 
ple, predict a customer's intention to leave the relationship 
Consequently, they can spend marketing dollars more effec- 
tively either by not chasing customers “whose time has 
come" or by employing judicious marketing actions to save 
customers who are at risk This issue gains added impor- 
tance given Reinartz and Kumar’s (2000) findings that both 
long-term and short-term customers can be profitable Thus, 
1t 15 imperative to develop a framework that incorporates 
customers’ projected profitability in the computation of life- 
time duration Furthermore, this framework should also 
identify factors under managers’ control that could increase 
the value of each customer for the firm In other words, in 
the case of a noncontractual setting, 1t 1s a two-step process 
First, we must measure lifetime duration that 1ncorporates 
projected profits, and second, we must identify factors that 
can explain the variation ın duration 

From a managerial standpoint, it would be desirable to 
know, at any given time, whether it would be profitable to 
mail a catalog or send a salesperson to a given customer If 
it is profitable, the manager decides to mail the catalog or 
initiate a personal contract On the basis of this decision 
framework, 1t 1s possible to compute lifetime durations for 
each customer After profitable lifetime duration is obtained 
for each customer, managers are interested in knowing the 
factors or antecedents that drive the profitable lifetime dura- 
ton Ín response to this phenomenon, we present an inte- 
grated framework for measuring profitable customer life- 
time duration and assessing antecedent factors The key 
research objectives are to 


*Empirically measure lifetime duration for noncontractual 
customer-firm relationships, incorporating projected profits, 
*Demonstrate the superionty of our proposed framework by 
comparing 1t with the widely used recency, frequency, and 
monetary value (КЕМ) framework using the criterion of gen- 

erated profits, 

*Understand the structure of profitable relationships and test 
the factors that affect a customer's profitable lifetime dura- 
tion, and 


*Develop managerial implications for building and managing 
profitable relationship exchanges 


Our research takes place in the context of the direct mar- 
keting industry This industry 15 important because in 1999, 
US sales revenue attributable to direct marketing was esti- 
mated to reach close to $1 6 trillion Approximately 15 mil- 
lion workers were employed throughout the US economy 
as a result of direct marketing activity (Direct Marketing 
Association 1999) Specifically, we conducted our research 
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for one of the leading general merchandise direct marketers 
(business-to-consumer [B-to-C] setting) in the United 
States Furthermore, we validated the results with a cus- 
tomer sample from a high-technology firm (business-to- 
business [B-to-B] setting) selling computer hardware and 
software 


Review of Lifetime Duration 
Research 


Several studies (Allenby, Leone, and Jen 1999, Bolton 1998, 
Dwyer 1997, Schmittlein and Peterson 1994) that are con- 
cerned with the empirical aspects of customer lifetime dura- 
tion are somewhat limited because of the general lack of 
customer purchase history data Given this historical lack of 
longitudinal customer information, researchers have pre- 
dominantly focused on the retention construct (Crosby and 
Stephens 1987) Nevertheless, researchers have increasingly 
started to take a longitudinal perspective in their empirical 
work Given the exploding managerial interest ın how to 
manage the customer-firm relationship and the increasing 
avatlability of longitudinal customer databases, researchers 
have focused increasingly on empirically measuring and 
modeling a customer’s relationship with a firm (Bolton 
1998, Reinartz and Kumar 2000, Schmittlein and Peterson 
1994) Although some researchers have analyzed lifetime 
behavior ın contractual contexts (Allenby et al 1999, Bolton 
1998), findings from noncontractual settings (Reinartz and 
Kumar 2000, Schmittlein, Morrison, and Colombo 1987) 
require further investigation In Table 1, we give a brief 
review of the academic literature concerned with customer 
lifetime duration as the focal construct As can be seen from 
Table 1, research on customer lifetime duration and їп par- 
ticular profitable lifetime duration ts scarce 

Specifically, the characteristics of a noncontractual set- 
ting, as explained previously, result in both long and short 
lifetime customers being profitable to the firm Thus, there 
exists a need for conceptual and empirical exploration of the 
antecedent variables that can characterize profitable cus- 
tomers and not just the longer lifetime customers—thereby 
advancing our relationship management understanding 


A Dynamic Model of the 
Antecedents of Profitable Lifetime 
Duration 


Reinartz and Kumar (2000) provide a descriptive model of 
the lifetime duration-profitability relationship In this study, 
we attempt to build on their results and furnish new under- 
standing in two key areas First, the primary objective of our 
study 1s to show how an analysis of the antecedents of lıfe- 
time duration can help explain systematic differences in 
profitable customer lifetime duration The goal ıs twofold 
to better understand the structure of profitable relationships 
and to deduce implications for managers to better manage a 
customer’s profitable tenure with the firm 

Second, our study builds on Reinartz and Kumar's 
(2000, р 28) key finding that there exists “a substantial 
group of intrinsically short-lived customers, [and] it 1s nec- 


ТАВГЕ 1 


Major Findings of Studies Concerned with Customer Lifetime Duration Modeling 





Study 
Dwyer (1997) 


Crosby and 
Stephens 
(1987) 


Schmittlein and 
Peterson 
(1994) 


Li (1995) 


Bolton (1998) 


Allenby, Leone, 
and Jen (1999) 


Reinartz and 
Kumar (2000) 


Present Study 


Nature of Study 


«Description of the nature 
of customer lifetime and 
the procedures for 
lifetime estimation 


*Modeling satisfaction with 
service provider 

eDV satisfaction, 
retention 


«Individual level analysis 
of purchase history 
*DV probability of being 
alive 


*Proportional hazard 
model of customer 
tenure 


Model of the duration of 
customer's relationship 
with firm (proportional 
hazard approach) 

*DV customer tenure 


*Bayes model of customer 
interpurchase time 


Customer lifetime 
duration in a 
noncontractual setting 


«Measuring profitable 
lifetime duration 

*Explaining the variation in 
profitable lifetime 
duration 


Data 


ena 
«Life insurance 


*Office products 
in B-to-B 
context 


eLong-distance 
telephone 
service 


*Cellular phone 
service 


*Financial 
brokerage 
services 


*U S catalog 
retailer 


*U S catalog 
retailer 
*High-tech B-to- 
B 


Highlights of Key Results/Remarks 


«Differentiation of always-a-share and lost-for- 
good customers 

*Author proposes taxonomy for lifetime value 
estimation 


eNonlapsing customers report higher 
satisfaction than lapsed customers (customers 
followed for 13 months only) 


*Model can be used to infer the likelihood of a 
customer of being still active in a 
noncontractual context 

«Моде! enables inferences about purchase and 
dropout process 


*Model identifies variables (usage, marketing, 
and demographic variables) that affect length 
of customer subscrption 

*Build profile of customers with high and low 
lifetime 


eCustomer satisfaction ts related positively to 
subscription duration 

*Prior cumulative satisfaction is weighted more 
heavily than recent satisfaction in decision to 
continue or not 

*Because satisfaction plays a large role in 
explaining subscription duration, understanding 
and managing satisfaction becomes important 


«The model allows managers to recognize when 
a customer is changing his or her purchase 
patterns (ге , showing signs of defection) This 
prediction can be used managerially as a 
signal for the firm to employ some kind of 
intervention 

«Individual customer level prediction 


*Both, long and short lifetime duration 
customers can be profitable to the firm 
e“It is better to let go of some customers " 


«Model uses time-varying variables for 
explaining the impact of relationship 
characteristics on profitable lifetime duration 

*Tells which customers to let go and when to let 
go of those customers 


Notes DV = dependent vanable, па = not applicable 


essary to identify this profitable yet short-lived group as 
early as possible and then stop chasing these customers" 
even though they may be contributing to the current sales 
Their study does not tell the manager at what point the cus- 
tomers should not be pursued and which customers to let go 
In this study, we attempt to provide managers with the 
framework to determine this information (based on their 
expected contribution margin [ECM]) Although a customer 
may be buying from the firm, it 1s ın the firm's best interest 
to stop contacting that customer 1f the firm is losing money 
because of his or her transactions In other words, our study 


offers a framework to identify the time periods beyond 
which customers may not be profitable Niraj, Gupta, and 
Narasimhan (2001) also argue that estimating profitability at 
the individual level 1s important to distinguish the more 
profitable customers from the less profitable ones 

The modeling process of a customer's lifetime 1s contin- 
gent on a valid measurement framework that adequately 
describes the process of birth, purchase activity, and defec- 
поп The situation 15 far more difficult for noncontractual 
settings ın which a customer purchases completely at his or 
her discretion. To our knowledge, no study has devised and 
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tested a framework for measuring a customer's lifetime 
duration that considers projected profitability їп а noncon- 
tractual context Toward that end, we suggest a procedure 
for estimating the lifetime of customers and 1mplement this 
procedure empirically 

The goal of this section 1s to conceptualize a model of 
profitable duration of the customer-firm relationship that 1s 
theoretically and empirically defendable This model 
describes and analyzes how and why duration times differ 
systematically across customers Thus, it 1s a customer- 
level analysis An important aspect 15 that the customer's 
tendency to maintain a relationship 1s reflected in the evo- 
lutionary characteristics of his or her exchange with the 
firm over time (Ganesan 1994) Because our approach 
exploits longitudinal information obtained within cus- 
tomers, we refer to ıt as a dynamic model (see also Bolton 
1998) 

Figure 1 details the conceptual framework that centers 
on the focal construct of customers’ profitable lifetime dura- 
tion Profitable lifetime duration 1s conceptualized as a func- 
tion of the characteristics of the relationship In the hypothe- 
ses section, we discuss the exact nature of these influences 
Figure 1 not only illustrates how our study differs from 
Reinartz and Kumar’s (2000) study but also shows how our 
study incorporates their findings ın the proposed framework, 
through the incorporation of revenues and cost 1n measuring 
lifetime duration In summary, Reinartz and Kumar (2000) 
focus on the consequences of lifetime duration, whereas our 
study focuses on the antecedents of profitable lifetime dura- 
tion Managers understand the important consequences of 
both longer and shorter lifettme duration from Reinartz and 
Kumar's (2000) study However, our study tells managers 
how to incorporate those findings in determining when to 
stop contacting customers 

The focus of our inquiry 15 on variables that determine 
the nature of the customer—firm exchange Exchange char- 


acteristics encompass the variables that define and describe 
relationship activities 1n the broadest sense First, the basic 
building blocks of any exchange can probably be character- 
ized as the timing, scope, and depth of buying (Blattberg, 
Getz, and Thomas 2001, Neslin, Henderson, and Quelch 
1985) For example, there is ample evidence 1n the market- 
ing literature that behavioral exchange characteristics, such 
as past purchases, are strong predictors of future customer 
behavior (Dwyer 1997, Rossi, McCulloch, and Allenby 
1996) In managerial practice, the key exchange characterts- 
tics reflect themselves in traditional customer scoring mod- 
els that primarily take 1nto account information on purchase 
frequency and purchase amount (Hughes 1996) In addition 
to these basic behavioral exchange variables, we consider 
other characteristics that are relevant to the growth or 
decline of a relationship For example, this includes the 
communication between the firm and the customer in the 
form of not only marketing efforts but also signaling dissat- 
isfaction (e g , through product returns) or signaling com- 
mitment (е g , through participation in loyalty programs) 

Second, accounting for observed customer hetero- 
geneity 15 clearly warranted Observed customer hetero- 
geneity 15 the degree to which customers differ on 
observed characteristics, for example, demographic or 
psychographic descriptives It 1s important to consider 
these differences because demographic and psychographic 
indicators are most commonly used for segmentation pur- 
poses For example, demographic information has been 
traditionally used in modeling customer response (Rossi, 
McCulloch, and Allenby 1996) Schmittlein and Peterson 
(1994) advocate the use of demographic informatton, 
though they point out that past purchase behavior (ie, 
core exchange) generally outpredicts geodemographic 
information 

In general, the antecedents that are included in our 
model have received broad support in the relationship mar- 
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keting hterature (Sheth and Parvatryar 1995) Because our 
effort deals with a single firm, we do not include competi- 
tive information Specifically, we postulate that the prof- 
itable duration of a customer-firm relationship depends, dif- 
ferentially, on the exchange characteristics at time t and 
customer heterogeneity Conceptually, 


Profitable lifetime duration, = f(exchange characteristics, 
customer heterogeneity,) 


We capture the dynamic nature of the customer-firm 
relationship through the time varying nature of the indepen- 
dent variables Although the impact of these variables has 
been studied ın a response-modeling context (e g, brand 
choice, interpurchase time), we are not aware of any study 
that assesses their impact on profitable lifetime duration (or 
on lifetime duration itself) ın а noncontractual lifetime 
context 


Development of Hypotheses 


In this section, we advance expectations about the effects 
of exchange characteristics on profitable lifetime dura- 
tion We form these expectations from theoretical and 
empirical knowledge from the relationship marketing par- 
adigm, the social exchange paradigm, and loyalty and 
satisfaction-related research Given the lack of research in 
the lifetime duration area in general and more so with 
respect to profitable lifetime duration, we also draw on 
the evidence available in related contexts (e g , contrac- 
tual settings, B-to-B settings) for developing the 
hypotheses 

When customers enter into commercial relationships, 
they seek to maximize their expected utility from the 
entirety of the exchange (Oliver and Winer 1987) The over- 
all derived utility 1s a function of a multitude of factors, 
which varies across customers However, ın most cases, the 
substance of the expected utility is derived from the goods 
or services themselves 


Exchange Characteristics 


Any given spending of a customer with the focal firm over 
time can be decomposed into three components: purchase 
frequency, purchase amount per incidence, and purchase 
composition (single or cross-category) This notion is also 
reflected in the generalized context of personal relationships 
that Kelley and Thibaut (1978) bring forward They suggest 
that the interaction between two parties manifests itself in 
frequency of interaction, depth of interaction, and scope of 
interaction Relationships intensify as exchange parties 
communicate more often, more deeply, and across a larger 
scope of issues Thus, the argument brought forth from the 
social exchange domain suggests that as customers buy 
more, buy more frequently, and buy more across different 
categories, the relationship between them and the vendor 
becomes more durable Oliver and Winer’s (1987) utility 
framework supports the same logic and suggests that buyers 
who buy more, buy more frequently, and buy more across 
different categories have a better fit with the vendor’s prod- 


uct and positioning and receive greater utility from ıt There- 
fore, the relationship between the two parties 1s prolonged 


Purchase amount Specifically, with respect to the pur- 
chase amount, Bendapudi and Berry (1997) argue that cus- 
tomers who have a higher commitment are also likely to 
seek greater relationship expansion and enhancement There 
1s empirical evidence in a contractual context that more sat- 
isfied customers have longer relationships with their service 
providers (Bolton 1998) and higher usage levels of services 
(Bolton and Lemon 1999) In a financial services context, 
Storbacka and Luukinen (1996) find that satisfaction 1s a 
function of relationship volume Thus, a positive correlation 
can be expected between the relationship duration and the 
purchase volume In other words, 1f a consumer devotes a 
larger share-of-wallet to a firm, the bond should be stronger 
Consequently, we expect that long duration customers will, 
on average, have higher spending levels than those with a 
shorter duration 


Н, Profitable customer lifetime duration 1s positively related 
to the customer's spending level 


Cross-buying Assuming that the firm offers products or 
services in different categories, consumers can purchase 
products in a focused manner or purchase across a vartety of 
different categories Cross-buying refers to the degree to 
which customers purchase products or services from a set of 
related or unrelated categories of the company For example, 
їп a general merchandise context, one customer might buy 
only women's shoes and formal wear, whereas another cus- 
tomer might purchase shoes, high-fashion, formal wear, 
sports wear, accessories, and textiles In the latter case, the 
scope of interaction with the firm is rather broad, whereas in 
the former case, 1t 1s focused With respect to scope of pur- 
chases (operationalized as cross-buying), there 15 little 
empirical evidence that links cross-buying with a customer's 
tenure The few existing studies in the marketing domain 
have focused on the related, yet different, construct of cross 
selling (Chen et al 1999, Dréze and Hoch 1998)—41n partic- 
ular on the direct etfect of cross-selling on aggregate level 
outcomes, such as store sales or store choice As compared 
with the cross-selling construct, far fewer studies deal with 
the cross-buying construct According to Coughlan (1987), 
the benefits of one-stop shopping are the key drivers of cus- 
tomers engaging in cross-buying What remains open in the 
literature 15 the effect of cross-buying on individual level 
outcomes such as customer retention or lifetime duration 

With respect to the impact of cross-buying on retention, 
our reasoning 1s as follows In the context of contractual 
relations, customer retention 1s enhanced with cross-selling 
of multiple accounts or services as customer switching costs 
increase with multiple relationships (Srivastava and Shocker 
1987) Although these switching costs do not exist їп a non- 
contractual setting, customers benefit from knowing the 
retailers’ product range, the quality levels, and interaction 
processes (Reichheld and Teal 1996) Evidence for this con- 
tention also comes from the B-to-B context in which O'Neal 
and Bertrand (1991) find that customers who are in long- 
term relationships with their suppliers are characterized by a 
greater scope of the relationship (measured tn terms of prod- 
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ucts supplied) Likewise, Hoch, Bradlow, and Wansink 
(1999) state that variety 1n offerings 1s viewed as the entry 
fee for maintaining future customer loyalty Thus, it is 
believed that the consumers who consume from a variety of 
product lines are less prone to terminate the relationship 


Н, Profitable customer lifetime duration 1s positively related 
to the degree of cross-buying behavior that customers 
exhibit 


Focus of buying In addition to the reasoning that lıfe- 
time duration increases as the degree of cross-buying 
increases, we can make a qualifying argument that 1s spe- 
cific to a focused buyer ! For example, a customer may buy 
a specific item, such as jeans, on a regular basis from the 
retailer Even if the customer does not buy any other product 
from the retailer, this would suggest something about that 
customer’s desire to be a long lifetime customer In contrast, 
we could argue that the wear-off of involvement with the 
firm and decrease in excitement about the product are 
greater when there ts only limited interaction Unlike the 
cross-buying hypothesis, this suggests a negative effect on 
lifetime duration Because of the conflicting argument, we 
test the specific effect of much focused buying (1 e , one sin- 
gle department/category) versus nonfocused buying (1e, 
anything more than a single department/category) Because 
of the previous reasoning, we do not posit a directional 
hypothesis Instead, we test empirically for the effect 


Нз Profitable customer lifetime duration 1s related to focused 
buying behavior that customers exhibit 


Average interpurchase tıme (AIT) The variable AIT has 
been used in the context of modeling purchase events—rep- 
resenting the frequency of interaction The impact of а cus- 
tomer's AIT on lifetime duration can be argued from two 
perspectives Lower AIT (1e, more frequent purchasing 
given that the customer 15 alive) could be associated with 
longer lifetime because this would be an indicator of a 
strong relationship Morgan and Hunt (1994) argue that to 
the extent that interactions are satisfactory, frequency of 
interactions might lead to greater trust, which should in turn 
lead to a longer relationship duration. This argument is in 
line with Kelley and Thibaut’s (1978) social-exchange per- 
spective and the person-perception literature (Neuberg and 
Fiske 1987), which suggests a stronger link between people 
when their interaction frequency increases These arguments 
favor a negative relationship between AIT and lifetime (1e , 
the longer a customer's interpurchase time, the shorter is his 
or her lifetime) 

The previous argument purports that an extremely fre- 
quent buyer (low AIT) should have the longest lifetime 
However, sustaining a high purchase frequency over a long 
life seems unreasonable, ın particular for the general mer- 
chandise category We might reasonably argue that there 
seems to be a lower limit for interpurchase time because 
purchases might occur on a regular basis For example, it 1s 
unlikely that a customer purchases many different clothes at 
one time and then pauses to buy for several years Rather, 
apparel is bought on a continuous, yet intermittent, cycle 


1We thank a reviewer for suggesting this possible ettect 
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This argument suggests that a long customer life 1s associ- 
ated with an intermediate length of interpurchase time Fur- 
thermore, 1f a customer buys with a short burst of high inten- 
sity (low AIT given the customer 15 alive), 1t would seem 
that this customer has a rather low lifetime because the cus- 
tomer has stocked up on items that should last for an 
extended time In addition, sustaining low AIT over the long 
run seems rather improbable given finite income resources 

Both of these arguments seem to have merit, and the 
only way to reconcile them 1s by way of accommodating an 
inverse U-shaped relationship between AIT and lifetime 
duration Consequently, we propose that AIT and lifetime 
duration are related in an inverse U-shaped fashion, whereby 
intermediate AIT is associated with the longest lifetime We 
note that the construct AIT 1s not tantamount to modeling 
frequency of purchases Although these two constructs are 
related, frequency 1s an absolute measure and AIT is a rela- 
tive measure Thus, 


H4 Profitable customer lifetime duration 1s related to AIT in 
an inverse U-shaped manner, whereby intermediate AIT 15 
associated with the longest profitable lifetime 
From a managerial standpoint, we note that the variables 
of purchase frequency and purchase amount are key input to 
traditional scoring models for customer evaluation Further- 
more, these variables are also reflected in customer valua- 
tion models, such as the customer equity model by Blat- 
tberg, Getz, and Thomas (2001)—thus adding face validity 
to the conceptualization of our exchange variables 


Returns Merchandise returns pose a significant problem 
for direct marketers (Hess and Mayhew 1997) It 1s sug- 
gested that increasing returns are associated with increasing 
dissatisfaction Customers return merchandise because they 
are dissatisfied with one or more attributes of the product, 
such as quality, fit, or performance This is particularly true 
in the direct marketing context, in which the evaluation of 
the product attributes cannot be performed directly, but only 
through reading the catalogs or the product descriptions over 
the Internet If we accept an inverse relationship of propor- 
tion of returns and overall satisfaction, Шеп we would 
deduce that high returns should also be associated with 
shorter lifetimes There ts conceptual and empirical evi- 
dence that cumulative satisfaction/dissatisfaction leads to 
higher/lower repurchase intentions (Anderson and Sullivan 
1993) and that cumulative satisfaction 15 associated with 
longer lifetimes for a long-distance telephone service 
(Bolton 1998) However, Gruen (1995) notes that though 
research generally supports the link between dissatisfaction 
with a relationship and the propensity to leave that relation- 
ship, the link 1s weak at best Nevertheless, if return behav- 
тог 15 evidence of dissatisfaction with the firm's merchan- 
dise, we would consequently argue for lower lifetime 
duration expectations for those customers who return pro- 
portionally more 


Hs Profitable customer lifetime duration ıs inversely related to 
the proportion of merchandise that customers return 


Loyalty instrument Another variable that should have an 
Impact on characteristics of the exchange 1s whether a cus- 
tomer subscribes to the loyalty instrument of the focal firm 


The firm's loyalty 1nstrument takes the form of а charge card 
for which customers can sign up The charge card itself 1s a 
free service, though customers must go through a credit rat- 
ing process. Furthermore, the charge card 15 vendor specific, 
thus ıt cannot be used at other stores Although the charge 
card performs a function in itself (16 , the payment func- 
tion), from a theoretical perspective, ownership of a charge 
card can also be explained through the process of identifica- 
поп with the firm This ıs because customers must spend 
additional efforts (e g , application process, danger of rejec- 
tion due to credit rating) to obtain the card Given that pur- 
chase payments can be managed in multiple ways (eg, 
credit card, check), the identification with the focal firm 
seems to be a substantive driver behind the ownership Cus- 
tomers typically use the firm's loyalty instrument to receive 
some discount or accumulate points to redeem in the future 
Given that card programs come at a significant cost, it seems 
imperative to assess their impact on relevant outcomes, one 
of which 15 customer tenure The empirical evidence is quite 
mixed Hartnett (1997) points out that store card programs 
are associated with increased sales in the form of higher 
average purchases and more frequent store visits However, 
Sharp and Sharp (1997) and Crié, Meyer-Waarden, and 
Benavent (2000) find that loyalty programs in the grocery 
context have only a marginal effect on customer loyalty In 
this study, we are not examining a classical loyalty program 
in which customers can redeem loyalty incentives Conse- 
quently, there is no question whether the loyalty program 
creates loyalty toward the firm or program itself We believe 
that it ıs the idenufication with the firm that drives adoption 
of the card As such, this suggests a positive association 
between company-specific credit card ownership and life- 
time duration Besides the directional impact, ıt will also be 
useful to assess the size of the impact of card ownership on 
lifetime duration 


Hg Profitable customer lifetime duration ts positively related 
to the customer’s ownership of the company’s loyalty 
instrument 


Matlings In general merchandise direct marketing, the 
prime communication channel from firm to customer 1s the 
product catalog In our case, the company engages in virtu- 
ally no broadcast advertising, but relies almost exclusively 
on list rental and mail solicitation (e g , promotions, cata- 
logs) Therefore, the inclusion of mailing efforts into the 
model represents the major marketing component of the 
firm An impediment to the straightforward inclusion of 
mailing efforts into the model 1s the inherent complexity of 
the simultaneous nature of marketing effort and customer 
response probability This simultaneity їп modeling 
response 1s caused through the application of customer scor- 
ing models, and the problem ıs widely known ın the direct 
marketing field (Dwyer 1997) Nevertheless, we suggest 
that the effect of mailings should be taken into account We 
do this by including the company’s marketing effort as a 
lagged variable in the model Therefore, we avoid causal 
musinterpretation of the effect of marketing efforts by 
removing the associated variance from the model Similar to 
Bult and Wansbeek (1995), we operationalize mailings by 


the number of efforts/mail pieces sent to the customer Over- 
all, we expect a positive impact of mailings on a customer’s 
lifetime duration. 


Н; Profitable customer lifetime duration 1s positively related 
to the number of mailing efforts of the company 


Product category We classify general merchandise 
products customarily into two broad categories—soft goods 
and hard goods Soft goods include all types of apparel, 
clothes, and fashion Hard goods comprise all nonfashion 
items, such as small electronics, houseware, kitchenware, 
gifts, and the like To control for potential systematic lıfe- 
time differences associated with one or the other category, 
we introduce a dummy variable that characterizes a buyer as 
either a soft good or a hard good purchaser depending on his 
or her majority of purchases Because the variable 15 1ntro- 
duced for control purposes only, no directional hypothesis is 
advanced 


Customer Heterogeneity 


Demographic variables that capture observed customer het- 
erogeneity have been used consistently ın response model- 
ing The main motivation to include these variables 1s for 
statistical control purposes and potential segmentation pur- 
poses According to Zeithaml (2000), firms need to charac- 
terize attractive segments into identifiable and measurable 
groups of customers There exists ample empirical evidence 
that demographic variables can be related significantly to 
the response variable (eg, sales, choice, interpurchase 
time), yet the portion of explained variation 1s somewhat 
low (Rossi, McCulloch, and Allenby 1996) In this context, 
we specifically examine heterogeneity in terms of the cus- 
tomer's spatial location, age, and income 


Spatial location of consumer The maintenance of rela- 
tionships can be argued from a (customer's) economic per- 
spective It has been shown that the continuance of a rela- 
tionship 15 a function of the cost and the benefits that accrue 
from the relation Thus, this view emphasizes switching cost 
and dependence as key drivers of relationship maintenance 
(Dwyer, Schurr, and Oh 1987, Williamson 1975) For exam- 
ple, for grocery purchases, 1t has been consistently shown 
that store location 1s a key driver of store choice (Craig, 
Gosh, and McLafferty 1984) Thus, from an economic per- 
spective, 1f a more expensive store 1s conveniently located to 
the buyer's location, ceteris paribus, the customer might still 
establish a relationship with that store because the customer 
minimizes overall cost (purchasing plus travel cost) Simi- 
larly, ın our case, we expect that customers ın rural areas, 
which are characterized by a lower population density, have 
fewer options in choosing their most preferred store Fewer 
store options in the customer's local environment will trans- 
late, ceteris paribus, into a higher level of mail-order shop- 
ping Consequently, because of the cost minimization argu- 
ment, we expect a higher proportion of long lifetime 
customers to live їп low-density areas than high-density 
areas (e g , cities) 


Hg Profitable customer lifetime duration ts higher for cus- 
tomers living in areas with lower population density 
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Age and income Age and income are used as individual 
level control factors We do not propose directional hypothe- 
ses for the age variable because of a lack of an appropriate 
theory However, we posit a directional hypothesis for 
income High-income households have high opportunity 
costs of time They tend to substitute ttme by buying goods 
that will save time and are willing to pay for the added con- 
venience Therefore, high-income households tend to spend 
more money for the same bundle of products than low- 
income households In general, customers with higher 
incomes are less susceptible to higher prices (Kumar and 
Karande 2000) and are expected to continue buying from the 
firm for the added convenience Thus, 


Но Profitable customer lifetime duration 15 positively related 
to customers’ income 


Research Methodology 


The data (B-to-C setting) for our study are the same as the 
data used by Reinartz and Kumar (2000) The use of the 
same data set 1s critical because we are trying to evaluate 
whether the findings from Reinartz and Kumar's (2000) 
study can be implemented successfully to determine which 
customers to let go of and when to let go of them In addi- 
tion to the two cohorts used in Reinartz and Kumar's (2000) 
study, an additional cohort of data was used from the data 
set provided to us Thus, we can validate the results across 
three different sets of customers Although the data are par- 
tially the same for both studies, the studies have different 
objectives Furthermore, for this type of research, it 1s 
worthwhile to highlight that it 1s imperative to use cohort 
data (Parasuraman 1997, Reichheld and Teal 1996) 


Database 


We used data from a US general merchandise catalog 
retailer for the empirical estimation in our article The firm 
offers a broad assortment of products year round (eg, 
apparel, gift items, decorative items, small electronics, 
kitchenware) We do not disclose the name of the company 
for reasons of maintaining confidentiality per the agreement 
We describe the data here for the purpose of clarity and con- 
tinuity For this study, we recorded data that cover a three- 
year window on a daily basis The database for the three 
cohorts consists of a total number of observations of 11,992 
households We tracked the customers from their first pur- 


chase with the firm These households have not been prior 
customers of the company (1 e , no left-censoring) The sam- 
ple of households belongs to three different cohorts, the 
structure 1s depicted in Figure 2 

The customer-firm interaction of Cohort 1 households 
was tracked for a 36-month time period, the behavior of 
Cohort 2 households for a 35-month time period, and the 
behavior of Cohort 3 households for a 34-month time 
period. We randomly sampled households from all house- 
holds that started in January, February, and March 1995, 
respectively The number of purchases ranges from 1 to 46 
across the sample with a median number of 5 purchases, the 
median interpurchase time 15 117 days, and the median 
transaction amount is $91 for each purchase 


Estimation of P(Alive) 


We replicated the estimation of the negative binomial distri- 
bution (NBD/Pareto model used by Reinartz and Kumar 
(2000) to obtain the necessary parameter estimates for this 
study In contrast to Reinartz and Kumar’s (2000) study, we 
obtained the distribution parameters of the NBD/Pareto 
model for the entire sample through the maximum likeli- 
hood estimation (MLE, see details in the Technical Appen- 
dix) An added benefit of using MLE in this study 1s that we 
can compare the results with the method-of-moment esti- 
mates that are available from Reinartz and Kumar (2000) 
A key finding from the parameter estimation is that the 
method-of-moments and the MLE yield similar results (see 
Table 2) We also calculated the Pearson product moment cor- 
relation between the P(Alive) estimate from the MLE esti- 
mates and the P(Alive) estimates resulting from Reinartz and 
Kumar (2000) The correlation 15 greater than 99 for all three 
cohorts (Table 2), which also shows the convergent validity 
between the MLE and method-of-moment estimates Given 
the convergent validity of the estimation method, we used the 
result of the NBD/Pareto model estimated by MLE Specifi- 
cally, we calculated the probability of being alive from month 
4 to month 36 of the observation window In Figure 3, we plot 
the resulting average probability for Cohorts 1 to 3 In the 
next section, we use P(Alive) and propose a rule for obtaining 
a finite lifetime estimate based on the expected future contri- 
butions of a customer The procedure suggested subsequently 
15 different from the one Retnartz and Kumar (2000) suggest 
However, it integrates the knowledge gained from their study 


FIGURE 2 
Database Structure for B-to-C Setting 
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ТАВГЕ 2 


NBD/Pareto Model Characteristics and Finite Lifetime Estimates 
== == ааа ci ro a ы ра EE Cd P а уны М МА =, а зшен 


Меап 
Pearson Average 
Sample Correlation Percentage 
Size of P(Alive)* Error** 
Cohort 1 4202 9981 5 83% 
Cohort 2 4965 9988 5 22% 
Cohort 3 2825 9987 4 7596 


Mean Lifetime Percentage Correct 
Lifetime Standard Right- Classifica- 
(Months) Deviation Censored tion 
293 75 429 927% 
286 77 456 911% 
278 72 472 92 596 


"Generated from the NBD/Pareto estimates of Reinartz and Kumar (2000) and those of the current study, respectively 
“The P(Alive) of Reinartz and Kumar (2000) and P(Alive) of the current study 


FIGURE 3 
Average P(Alive) for Cohorts 1—3 
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Measuring Profitable Customer 
Lifetime Duration 


Lifetime Duration Calculation 


We suggest a four-step process for obtaining individual life- 
time duration estimates that integrates projected 
profitability 


| Calculate net present value (NPV) of ЕСМ,, 

2 Decide relationship termination by comparing NPV of 
ECM, with cost of mailing (1e , 1f NPV of ECM, < cost of 
next mailing, then terminate), 

3 Calculate finite lifetime estimates, and 

4 Conduct back-end performance analysis of the suggested 
procedure 


In the noncontractual setting, measuring lifetime dura- 
tion becomes a nontrivial case Here, customers are subject 
to “silent” attrition and firms can only infer when a customer 
has left the relationship For example, even though a cus- 
tomer makes no purchase for a much longer period than the 
AIT, he or she might still have some nonzero probability of 
purchasing again This spirit ıs captured by the NBD/Pareto 


model that reflects the probability of the customer being 
alive, given his or her particular purchase history However, 
even though a customer might have a small probability of 
being alive (and thus to potentially purchase), this might not 
justify investing in this customer, for all practical purposes 
For example, in the direct mail context, firms must optimize 
their resource allocation across customers because mail 1s 
sent out to customers regularly Therefore, given that cus- 
tomers reach a low activity level at some point, the firm 
must make a decision whether to let this customer go This 
managerial viewpoint reflects the spirit of our suggested 
procedure If we want to determine the factors that have an 
impact on the length of a customer’s tenure with the firm, 
we must establish a finite lifetime estimate, which in turn 
critically depends on our capability to determine the “death 
event” Therefore, we argue that our suggested procedure of 
converting the continuous customer-specific P(Alive) esti- 
mate into a customer-specific finite lifetime estimate 1s fully 
compatible with the managerial decision-making process of 
retaining customers in the database and, at the same time, is 
a necessary intermediate step for our key modeling effort 
(1e , hazard model) 

Having established the raison d'étre for our process, the 
next question ıs how to determine the lifetime estimate In 
this section, we show how the expected future income 
stream can be used to determine the cutoff for the computa- 
tion of profitable lifetime duration 


Calculate NPV of ECM,, Given the nature of our data 
(and the data structure ın the direct marketing industry ın 
general), managers can easily determine past purchase and 
spending activity for each customer. Likewise, managers 
can obtain an estimate of the P(alive) status using the NBD/ 
Pareto model for both past and future periods This enables 
us to establish the following decision rule If the sum of the 
expected discounted future contribution margin is smaller 
than a currently planned marketing intervention, we can 
establish the death event for the customer (e g , a manager- 
1al consequence would be to stop mailing to that customer, 
even though this 15 not our primary concern). More formally, 
we compute the estimated future contribution margin as 


(+18 
1 п 
(D NPVofECM, = У Р(Аһуе) x Auc, ( —) 
n=t+l 
where ЕСМ is the estimated ECM for a given month t, 
AMCM,, is the average contribution margin in month t 


Customer Relationshin Characteristics ап Prafitahla I ifatima Duration / RR 


based on all prior purchases since birth (updated dynami- 
cally), г ıs the discount rate (15% оп a yearly basis), 1 1s the 
customer, t ıs the month in which NPV is estimated, n 1s the 
number of months beyond t, and P(Alive),,, 1s the probabil- 
ity that customer 1 1s alive in month п? 

For example, the NPV of ECM for customer 1 in month 
18 1s calculated as follows For each month and for each 
customer, we observe the total purchases made 1n dollars 
Then, we multiply that purchase amount by 3 to reflect the 
gross margin In other words, the cost of goods sold is 
accounted for, and what we have 1s gross profit Next, we 
subtract the cost of actual marketing efforts (1n this case, the 
cost of catalogs plus the mailing costs) to obtain the monthly 
contribution margin If a decision ıs made at the end of 
month 18, we take the average (AMCM,) of months 1 
through 18 by summing up all the 18 contribution margins 
and dividing it by 18 If we are at the end of time period 36, 
we take the average (AMCM) of the previous 36 months’ 
contribution margins by summing up all the 36 contribution 
margins and dividing it by 36 

It 1s possible that a customer might exhibit certain 
upward or downward trends Any trend becomes incorpo- 
rated into the AMCM, and will lead to an upward or down- 
ward shift for a given period t Nevertheless, the more we 
move through time, the more this trend becomes dampened 
because we divide by a growing number of periods We 
believe this 1s a fair description of the actual process in 
which individual purchases represent shocks to the system 
but in which stationarity 1s achieved over time—represent- 
ing that customer’s purchase process Furthermore, we 
would expect, on average, a general downward trend in the 
АМСМ; over time because of the ubiquitous attrition effect 

Thus, the AMCM estimate is updated on a monthly 
basis—in other words, dynamically modeled and used as а 
baseline for future purchases (1 e , purchases between t and 
N) The past purchase level at time t is projected into the 
future and multiplied monthly with the predicted P(Alive) 
estimate Thus, ıt contains endogenously the information 
about the mailing process as well The future time horizon 15 
limited to 18 months because the associated P(Alive) esti- 
mate becomes only marginally different from zero after 18 
months For example, according to the NBD/Pareto model, 
if a customer has not purchased ın a long time, his or her 
probability of being alive 15 small Because the predicted 
P(Alive) for the next 18 months will be even smaller, the 
NPV of the expected future contribution margin stream will 
be tow Thus, for a manager who must decide whether to 
invest in this customer (1e, marketing intervention), 





2Note that АМОМ „ 15 the unconditional expectation of the con- 
tribution margin in a future period Because the contribution mar- 
gin 15 not conditional on purchase incidence, it 1s calculated from 
past pertods—averaging over both, purchase and nonpurchase peri- 
ods This approach is applicable when the goal 1s to calculate the 
NPV of all future contribution margins, as 1s the case 1n our 
situation. Another possibility would be to use the conditional con- 
tribution margin [E(CM|Buy)] This approach is particularly suit- 
able if the goal 1s to predict discrete purchase incidences and 
expenditures per incidence (e g , whenever decision makers want 
to optimize time and degree of marketing intervention) However, 
this 1s not the goal of our study 
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chances are that this customer would not be deemed as a 
lucrative future customer, given the cost of mailing 

Is a formal model needed for our purpose in the first 
place? With the use of the proposed model, it 1s possible to 
predict the value of P(Alive) beyond the range of the data 
The key contribution of the model 1s a decision rule that 1s 
based on an assessment of the future value of a customer 
Based on an extrapolation of the two components, P(Alive) 
and AMCM,, the model allows for the constructton of a 
score (NPV of ECM) This score can be constructed at any 
given t without having any knowledge of future customer 
behavior Thus, the model is clearly aligned with the man- 
agerial decision-making process 


Decide relationship termination Formally, tif NPV of 
ECM, < cost of mailing, the firm would decide to terminate 
the relationship Using this decision rule, we establish for 
every customer at what point he or she 1s subjected to the 
proposed termination policy The decision rule incorporates 
the cost of mailings and an average flat contribution margin 
before mailings of 25% We assume the discount rate to be 
15%, which is in the range of what has been used by other 
researchers (e g , Berger and Nasr 1998) 

Calculate finite lifetime estimates Based on the decision 
of relationship termination, the average lifetime across 
Cohort 1 1s 29 3 months, across Cohort 2 is 28 6 months, 
and across Cohort 3 1s 27 8 months (see Table 2) The con- 
sistency among the three cohorts is high In all the cohorts, 
little more than 60% of the samples have a lifetime that 1s 
less than the observation window Households clearly show 
variability in lifetime duration This 1s evidenced through 
several factors such as the wide range between lowest and 
highest lifetime estimate, the standard deviation of the lıfe- 
time estimate, and the relatively small value of s in the 
NBD/Pareto model Thus, we expect considerable scope for 
exploring the factors that have an impact on lifetime dura- 
tion Note that the lifetime duration estimates that incorpo- 
rate projected profits are different from the estimates that do 
not incorporate profits (as in the Reinartz and Kumar [2000] 
study) 

Conduct back-end performance analysis of the sug- 
gested procedure We assessed the performance of the pro- 
posed method by performing three different tests First, we 
assessed the quality of classification For that purpose, we 
computed the proportion of customers who were misclassi- 
fied, that 1s, whose relationships were declared as termi- 
nated, however, they purchased at least once after the life- 
time event We present the results in Table 2 Slightly more 
than 90% of the subjects were classified correctly within the 
three-year observation window This result underlines the 
strength of the expected future contribution margin method 

Second, we compared the proposed method to the 
widely used КЕМ framework Most direct marketing firms 
use the RFM method as a scoring method for customers and 
as a method for determining the mailing status of customers 
Although classical КЕМ analysis is based on the customer's 
past purchase behavior along the three dimensions (Hughes 
1996), we employed an advanced form of КЕМ scoring 
Specifically, we used a regression analysis that contains the 
REM variables as well as measures on cross-buying, depth 


of buying, and observed heterogeneity 3 Reinartz and Kumar 
(2000) do not provide any explicit comparison. of their 
method with the КЕМ framework We compared for two dif- 
ferent time periods (18 and 30 months) the prediction of the 
NBD/Pareto model with the prediction resulting from the 
advanced RFM model To make the results as comparable as 
possible, we assume that the firm spends a fixed mailing 
budget at each of the two dates We sorted the sample 
according to the score, and given the fixed budget, we 
selected the top 30%, 50%, and 70%, respectively, of the 
customers for targeting We then compared the total actual 
revenues generated for those customers from months 18 and 
30, respectively, onwards, until the end of the observation 
window for the two methods 4 Table 3 shows that the pro- 
posed framework is superior to the RFM decision rule 





3We thank a reviewer for suggesting the benchmark comparisons 
with the state-of-the-art КЕМ scoring and past customer value 
scoring 

4The dependent variable for the RFM regression is the purchase 
amount ın season 3 (1€, month 13-18) and season 5 (1 e , month 
25-30) to reflect two different tıme periods The eight independent 
variables are measures for R (whether customer bought in previous 
season), Е (number of times bought in previous season), М ($ pur- 
chases in previous season), cross-buying (in previous season), 
depth of buying (up to focal period), spatial location (population 
density), income, and age After estimating the coefficients, cus- 
tomers are scored on their purchase behavior in the current season 
(1 е, season 3 and 5) The score 15 used to determine the selection 


For example, the proposed framework selection method 
yields revenues of $590,452 (see Table 3), whereas the cor- 
responding result using the RFM method yields $442,534 
In every case, the proposed framework selection approach 
yields higher revenues as compared with the КЕМ selection 
approach Similarly, the proposed framework selection 
method yields a profit of $123,076, whereas the RFM selec- 
tion method yields only $78,555 Although we obtained this 
result for 30% of customers selected from the top, the find- 
ings hold across the percentages of customers selected and 
across the different points 1n time This finding 1s a remark- 
able support for the performance of the suggested frame- 
work, which uses the estimates of P(Alive) from the NBD/ 
Pareto model in combination with the NPV of the ECM 

Third, we compared our method with another classifica- 
tion benchmark We used cumulative past customer value as 
the variable to determine mailing status of the customer The 
reason for choosing lifetime value is that managers expend 
significant efforts to retain high lifetime value customers 
Similar to the RFM model, we compared for the same two 
time periods (18 and 30 months) the prediction of the NBD/ 
Pareto model, the prediction resulted from the past customer 
value benchmark We report the results in Table 3 The 
results show that our model, which is based on the dynamic 
NBD/Pareto model, performs better than the traditional 
methods Thus, including the dynamics of the customer life- 
time value evolution seems to hold considerable potential ın 
terms of customer scoring and customer selection 


TABLE 3 
Actual Revenues and Profits for the Selected Group of Customers Based on NBD/Pareto, RFM, and Past 
Customer Value Selection (Cohort 1) 


Percentage of Cohort 
(Selected from Top) 


Customer selection based on 


NBD/Pareto with ECM 30 (n = 1260) 
50 (n = 2101) 
70 (n = 2941) 
Advanced RFM 30 (n = 1260) 
50 (n = 2101) 
70 (n = 2941) 
Past Customer Value 30 (n = 1260) 
50 (n = 2101) 
70 (n = 2941) 


Evaluation at 
30 Months ($) 


Evaluation at 
18 Months ($) 


590,452 318,831 
(123,076) (62,991) 
756,321 361,125 
(148,922) (61,636) 
864,114 380,855 
(165,735) (60,305) 
442,534 140,781 
(78,555) (27,582) 
599,100 186,267 
(99,831) (36,380) 
687,163 216,798 
(110,244) (42,839) 
508,997 179,665 
(86,820) (35,916) 
648,772 210,860 
(112,723) (41,729) 
789,526 225,910 
(138,124) (44,738) 


Notes Profits are in parentheses Results are similar for Cohorts 2 and 3 
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The realized profits across the entire customer database 
could be of the order of millions of dollars, thereby enhanc- 
ing the utility of our framework Thus, although our sug- 
gested procedure 1s a theoretically sound procedure for the 
profitable lifetime calculation, it 1s also extremely well 
aligned with the actual managerial decision-making process 
In and of itself, the result 1s useful to managers for optimiz- 
ing mailing decisions 

In summary, we suggest a procedure for transforming 
the continuous NBD/Pareto outcome into a dichotomous 
“alive/dead” variable, which integrates projected profitabil- 
ity into a finite lifetime calculation Recall that Reinartz and 
Kumar (2000) classify consumers with a greater than prob- 
ability value of 5 for P(alive) as being alive and otherwise 
dead, without any consideration for profits Our procedure 
improves on their heuristic The NBD/Pareto framework 
could also be compared with a customer migration model 
(see, e g , Dwyer 1997) Although a migration is based on 
average transition. probabilities, our suggested framework 
allows for heterogeneity across customers Even though the 
NBD/Pareto model might still be limited in capturing het- 
erogeneity across the customer base, it appears to be an 
Improvement over static approaches such as migration 
models 


Analysis 


We used survival analysis for the analysis of profitable cus- 
tomer lifetime durations It 15 the method of choice ın deal- 
ing with duration data because it 1s well suited for the han- 
dling of censoring We used the proportional hazard model, 
which assumes a parametric form for the effects of the 
explanatory variables but allows for an unspecified form for 
the underlying survivor function (Cox 1972) In the propor- 
tional hazard model, the hazard rate h,(t) for individual 1 1s 
assumed to take the following form 


(2) h,(t) = ho(t) ex, B, 


where ho(t) ıs the baseline hazard rate and (x,D) 15 the 
1mpact of the independent variables 

We estimated the hazard model with the semiparametric 
partial likelihood method (Helsen and Schmittlein 1993) 
The partial likelihood considers the probability that a cus- 
tomer experiences the lifetime event, of all customers that 
are still considered alive We used the PHREG procedure in 
SAS for the estimation, we handled ties using the exact like- 
lihood instead of the more commonly used, yet less precise, 
Breslow approximation 


Variable Operationalization 


The criterion variable is the household-specific estimate of 
profitable lifetime duration Thus, there is only a single 
event associated with each household We measured the 
length of the duration in months The predictor variables in 
the model comprise both constant and time-varying vari- 
ables Time-varying variables may change during the course 
of a customer's lifetime spell, and they are measured and 
updated for each month This procedure is exemplified with 
the returns variable For example, a customer makes pur- 
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chases worth $100 in month 1 and returns $20 woith of 
goods Then, the customer does not purchase in month 2 
Subsequently, the customer buys products for $60 in month 
3 and returns nothing, and finally, in month 4, the customer 
buys products for $40 and returns 50% Thus, the proportion 
of goods returned would be dynamically updated for every 
month such that the customer's returned proportion would 
be 2 for month 1 (because 20% 1s returned), 2 for month 2 
(because nothing 1s bought), 125 for month 3 (because $20 
15 returned/$160 is purchased), and 2 for month 4 (because 
$40 is returned/$200 1s purchased) We perform this updat- 
ing for all time-varying variables, and this updating lies at 
the heart of the proportional hazard model We do not pro- 
vide means for the time-varying variables, because a simple 
mean statistic has limited value as a result of its averaging 
across time periods and individuals (The detailed means 
report for every time period is available from the authors ) 

The time-varying variable purchase amount, enters the 
model as the monthly spending level ($) The time-varying 
variable cross-buying, 1s operationalized as the number of 
different departments shopped 1n a given six-month period 
There 1s a total of 90 different merchandise departments 
The focus-of-buying variable 1s operationalized as a dummy 
variable The percentage of customers who are coded as “1” 
(buying consistently ın one department) ıs 04, 05, and 04 
across the three cohorts We measure the time-varying varı- 
able AIT, in number of days between purchases The AIT,2 
15 the square of the AIT,, variable The return, variable 1s the 
ratio of returned goods ($ value) to purchased goods ($ 
value) We operationalized the loyalty instrument, variable 
as a dummy variable indicating ownership of the corporate 
charge card 

The proportion of customers holding a charge card 15 
39, 52, and 59 across the three cohorts The effect of mail- 
11251 1s operationalized as a lagged finite exponential decay 
of past marketing efforts, similar to procedures in 
advertising-sales relationship literature Because the mer- 
chandise changes on a continuous basis, the use of a finite 
decay period is more realistic than an infinite period We 
measured the variable by the number of efforts or mail 
pieces sent to the customer The dummy variable product 
category, describes whether a buyer predominantly shops in 
hard goods or tn soft goods The proportion of customers 
buying predominantly hard goods 15 50, 49, and 45 across 
the three cohorts The variable population density enters the 
model as the absolute population number 1n a given two- 
digit zip code into the model We obtained these numbers 
from the 2000 US Census The variable income, comes 
from the firm's database and 1s coded on a scale from | to 7 
(1 = "yearly income of lesser than $10,000" and 7 = “yearly 
income of more than $150,000") The mean rating is 5 19, 
4 88, and 5 01 across the three cohorts Finally, we mea- 
sured the age, variable as the age of the individual in years, 
which was calculated from birth date information from the 
database The mean rating 1s 34 4, 34 8, and 352 years 
across the three cohorts We summarize all variables in 
Table 4 

The complete model specification is given in Equation 3 
The hazard of a шепте event of a household 1 at time t is 
given as follows 


ТАВГЕ 4 


Variables for Profitable Lifetime Model 


Dependent Variable 


Profitable Lifetime," 


Independent Variables 


Purchase amount,** 


Cross-buying; 


Focus of buying, 


AIT, 


(AIT? 


Returns, 


Loyalty instrument, 
Mailings, 
Product category, 


Population density 


Measured as 


Months 


Measured as 


Monthly spending level ($), moving average over 
six-month period 


Number of departments shopped in 


Dummy 1 = buys consistently in single department only 
0 = all other 


Number of days 


(Number of days)? 


Proportion of returns (of sales) 


Ownership of charge card Dummy variable, 
1 2 owns card, 0 z no card 


Number of mailings sent in last six months (= 1 season) 
since current t, exponential decay, one month lag 


1 = more then 50 % of purchases in soft goods, 
0 = more then 50 % of purchases in hard goods 


Number of people in two-digit zip code 


Hypothesized Directional Impact 
on Profitable Lifetime 


t 


(+) 


Nondirectional hypothesis 


(+) Inverse U-shaped relationship 
for AIT and AIT2 


(–) Inverse U-shaped relationship 
for AIT and AIT2 


(~ 
(+) 


(+) 


No directional hypothesis 


(-) 


Income, Scale from 1 to 9 (1 1s < $10,000 and 9 is > 150,000) (+) 
Age, Age of individual in years No directional hypothesis 
“Subscript "i" = variable value does not change over time, subscnpt "it" = time-varying vanable 


**Time-varying variables are updated each month 


(3) h(t) = ho(t) EXP(B;purchase amount, + Docross-buying, 
+ B3focus of buying, + ByAIT, + B5(AIT,,)2 
+ yjreturns, + 'jloyalty instrument, + y3mailings,, 
+ Y4product category, + 5,population density, 
+ Ojincome, + дзаре) 


We estimated the model for each cohort in three steps to 
Judge the incremental variance explained by the three mod- 
els First, we modeled the traditional key exchange variables 
(Bs), second, we added the additional exchange variables 
(ys), and third, we entered the observed heterogeneity vari- 
ables (ys) 


Results 


We report the results of the profitable lifetime duration 
model for the three cohorts in Table 5 The table contains the 
final model parameters, including an interaction term 
(returns x purchase amount), which was added post hoc 
The effective sample size for Cohort | 1s 3692 house- 
holds, for Cohort 2 is 4323 households, and for Cohort 3 is 
2491 households We excluded 510 observations (12 1%), 


642 observations (12 995), and 334 observations (11 8%), 
respectively, because of missing values for the demographic 
variables We rejected a chi-square likelihood ratio test of 
the hypothesis that the vector of independent variables is 
jointly equal to zero for all models (p « 0001) 

As тп all regression analyses, a measure analogous to R2 
15 of interest as a measure of model performance In a 
detailed study, Schemper and Stare (1996) show that there 1s 
not a single, easy to estimate, and useful measure for the 
proportional hazard model In this context, we use the sta- 
tistic proposed by Cox and Snell (1989) and endorsed by 
Magee (1990) R2= 1 — exp(-G?/n), where G2 is the likeli- 
hood ratio chi-square statistic and n 15 the sample size We 
give the К? estimates in Table 5 for all models The incre- 
ment in the proportion of variance explained in the more 
complex models is significant for all models and for all 
cohorts (p « 01) 


Effects of Exchange Variables 
Purchase amount We hypothesized that the level of 


spending for merchandise (В) is positively related to prof- 
itable lifetime duration We find support for this hypothesis 
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across all three cohorts and across all three models (p « 01) 
Thus, H, 1s supported Because of the strong association 
between these two measures, it 1s important to take infor- 
mation on amount of purchases into account when profitable 
lifetime duration is managed 5 

We analyze the risk ratio to better understand the relative 
1mpact of this variable on the hazard of relationship termi- 
nation From a managerial standpoint, the risk ratio helps in 
gauging the impact of the drivers of profitable lifetime dura- 
tion We can interpret the risk ratio as the percent change in 
the hazard for each one-unit increase in the independent 
variable—controlling for all other 1ndependent variables 
We calculated the risk ratio as ([exp(-B) — 1] x 100} When 
applied to the purchase amount variable, a change of only 
$10 in the monthly spending results in a decrease in the haz- 
ard of termination of between 31 and 35%, depending on 
cohort 


Cross-buying We argued that the degree of buying 
across departments (B5) is positively related to profitable 
lifetime duration, because a broader scope of interaction 
constitutes a stronger relationship This contention 1s sup- 
ported for all models and for all cohorts in our model (p « 
01) It appears that a long customer life is sustained by a 
higher degree of purchasing across departments Given a 
certain income, people need a longer time to fill their needs 
if they purchase across the board rather than in a focused 
manner When calculating the risk ratio for this variable, we 
found that purchases in an additional department are associ- 
ated with a decreasing hazard of between 59 6 and 72 8%, 
depending on cohort Thus, it seems to be desirable for the 
firm to induce customers to engage in cross-departmental 
shopping Therefore, H, and Н; are supported This ıs an 
important finding because the effect of cross-buying on life- 
time duration has not yet been documented 


Focus of buying We did not advance a directional 
hypothesis with respect to focus of buying (B4) because of 
conflicting arguments The empirical test resulted їп a nega- 
tive relationship between focused buying behavior and life- 
time duration. Thus, the result is in line with the results of 
the cross-buying construct—that is, broader buying is gen- 





5Conceptually and empirically, it ıs tmportant to include infor- 
mation on purchase amount tn the duration model Nevertheless, it 
could be argued that purchase amount ts potentially correlated with 
AMCM The reason it does not represent an endogeneity 1s 
because the purchase amount variable represents a revenue figure, 
whereas the AMCM variable represents a profit figure It has been 
well established through previous research (Mulhern 1999, Niraj, 
Gupta, and Narasimhan 2001) that customer profitability varies 
tremendously through the simultaneous variation of revenues and 
cost per account The second point of difference comes in through 
the measurement Whereas purchase amount 15 measured as а six- 
month moving average, the AMCM 1s measured over the cus- 
tomer’s lifettme Although the time periods may have some over- 
lap, the value of purchase amount that goes into the computation of 
contribution margin ts different from the value of purchase amount 
used for the purchase amount measure Empirically, we tested for 
the correlation between purchase amount and AMCM and found it 
to be moderate ( 41— 52) across data sets Thus, the magnitude of 
the correlation between purchase amount and AMCM does not 
pose a threat to the validity of the analysts We thank a reviewer for 
bringing this issue to our attention 


erally associated positively with an increase in lifetime 
duration 


AIT We hypothesized that the AIT (B4) is related to 
profitable customer lifetime duration 1n an inverse U-shaped 
fashion That 1s, the longest profitable lifetime should be 
associated with intermediate interpurchase times We tested 
for this relationship by introducing a nonlinear term AIT2 
(Bs) We find support for our hypothesis with both terms 
being significant at p « 01 and having the hypothesized sign 
(B4 positive and B; negative) That is, lifetime tends to be 
shorter when interpurchase times are either short or long, 
and lifetime 15 longest with an intermediate value of AIT 
Therefore, H4 1s supported 

Altogether, the impact of the core exchange variables on 
profitable lifetime duration 15 substantial. Between 65 2 and 
69 7% of the variance 1s explained by this group of vari- 
ables Again, this demonstrates that the exchange variables 
dominate even in a noncontractual situation 


Returns Regarding the proportion of returned goods 
(ү), we assumed a negative association of returns and prof- 
itable lifetime That is, the higher the proportion of returned 
goods, the lower 15 the associated profitable lifetime dura- 
tion. Our original results (not shown in Table 5) show that 
the effect was significant at p « 01 but had a positive sign 
for all three cohorts Thus, our hypothesis that higher returns 
are a sign of greater dissatisfaction and lead to shorter life- 
times 1s not supported (Hs) A possible explanation for this 
outcome could be that customers who returned merchandise 
had a positive encounter with the firm's service representa- 
tives, which then might affect their future purchase behavior 
(Hirschman 1970) 

Managers told us (on further inquiry) that heavy buyers 
tend to return proportionately more A possible reason for 
this could be that these buyers are accustomed to the proce- 
dures of returning merchandise and that they are able to do 
it efficiently Thus, it might be that these customers perceive 
the return process as part of the mail-order buying process 
If this effect dominates, a positive relationship would be 
expected Likewise, this would probably mean that as cus- 
tomers spend more with the firm, the effect should be 
stronger 6 To pursue this line of thought, we added, post hoc, 
an interaction between amount of purchases and the propor- 
tion of returns to the model We present the final results 
including the interaction in Table 5 The interaction 15 sig- 
nificant for all three cohorts (p « 01) 

Thus, we find evidence for the conjecture that the degree 
of returns depends on the degree of spending Thus, the pos- 
шуе impact on lifetime duration 1s greatest when the level of 
purchases and level of returns are high Figure 4 depicts this 
situation graphically Clark, Kaminski, and Rink (1992) 
show evidence of the impact of positively disconfirming 
complainants’ expectations to achieve (restore) satisfaction 
Moreover, the impact of this response seems to be main- 
tained over time Therefore, we believe that proportionally 
higher returns might be an indication of this positive dis- 
confirmation For example, if the firm has a no-hassle return 
policy and customers have come to accept the technical 
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FIGURE 4 
Interaction Between Proportion of Returns апа 
Purchase Amount 
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return procedures, greater satisfaction with the exchange can 
result and therefore greater profitable lifetime duration It 
would be desirable to have stated satisfaction measures at 
hand to add additional validity to our results Similar empir- 
ical support for our finding comes from Kesler (1985) who 
states that Omaha Steaks, a mail-order supplier of high- 
quality meat, found higher profitability for the customers for 
whom ıt had quickly resolved complaints 


Loyalty instrument The loyalty instrument (у) 15 signif- 
icantly related to profitable lifetime duration (p < 01) 
According to our hypothesis, the use of the charge card as a 
loyalty instrument leads to a higher lifetime Thus, in our 
sample, issuing a charge card appears to be successful as a 
loyalty instrument because it seems to be associated with 
longer customer lifetime Thus, Hg 1s supported Note that 
the findings in the literature so far are not favorable in terms 
of loyalty instrument efficiency However, in this case, it 
seems at least successful with respect to profitable lifetime 
duration Nevertheless, we cannot make a statement about 
the cost-effectiveness of the program This is in line with 
Day (2001) who suggests that though investments їп rela- 
tionship building programs result in relationship advantages, 
the effect on profits 15 far from clear Although we find sup- 
port for Day’s first contention, his second proposition 1s 
much more difficult to test In terms of magnitude of effect, 
the risk ratio analysis indicates that adopting the loyalty 
instrument 1s associated with a 45%—52% decrease 1n haz- 
ard of relationship termination—a substantive amount 


Mailings We introduced the mailing variable (үз) as an 
important control variable specified as a lagged effect 
Recall that mailings and sales are typically not independent 
in a direct marketing context The hypothesized effect on 
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lifetime duration ıs positive We find a positive, significant 
effect (p < 01) for all three cohorts, thus our decision to 
control for the variable 1s correct Therefore, H7 1s supported 
in that the mailing effort 1s significantly related to profitable 
customer lifetime duration 


Product category We were concerned in our modeling 
effort that the choice of product category (Y4) could have a sys- 
tematic effect on a customer's lifetime For example, it could 
be that durable goods (1e , hard goods) have a potentially long 
lifetime, and thus there is little need for replacement, leading 
to a potentially shorter customer lifetime However, this con- 
cern ıs not substantiated because the parameter y4 for the 
dummy variable is not significant (p > 1) for any cohort 


Effects of Observed Heterogeneity 


Spatial location of customer We argued that the spatial 
location 1s linked to a customer's tenure with a direct mar- 
keter (61) such that the population density 1s inversely asso- 
ciated with customer lifetime duration Our results confirm 
this hypothesis (Hg) for two of the three cohorts (p < 05), 
thus underlining the need (1) to account for observed het- 
erogeneity in duration modeling and (2) to demonstrate sup- 
port for the transaction- cost minimization argument 


Income and age In terms of the two demographic vari- 
ables income (5) and age (53), we find that age 1s not 
related to profitable lifetime duration (p > 05), but income 
is related (p « 01) Our model indicates that higher income 
1s associated with longer lifetime Thus, Но 1s supported 
Overall, the information on observed customer heterogene- 
ity adds explanatory power to the duration model, above and 
beyond the exchange variables 


Model Validation 


The data for validating the proposed framework are obtained 
from a high-technology firm located in the United States The 
organization sells computer-related products to both small 
and large businesses The product range includes personal 
computers, printers, software, networking equipment, servers, 
storage, e-business applications, and so forth The data cover 
an eight-year period from 1993 to 2000 Given the product 
category, the eight-year period gives multiple opportunities 
for the businesses to purchase from this firm repeatedly From 
this database, we chose a cohort of customers such that their 
first purchase occurred in the first quarter of 1993 We tracked 
these customers trom their first purchases for a period of eight 
years These customers had not purchased anything from this 
firm before this date This resulted in a sample size of 4128 
businesses The number of purchases ranges from 4 to 39 
across the sample with a median number of 11 purchases, the 
median interpurchase time 1s 179 days, and the median trans- 
action amount is $18,481 for each purchase Unlike the cata- 
log industry, in which customers are contacted through mail- 
ing the catalog, in this firm, businesses are contacted through 
tele-salespeople (1 е , salespeople contact the businesses over 
the telephone) The details on the cost of each contact and the 
frequency of contact are also available at the firm level 

We estimated the NBD/Pareto model parameters, as 
betore, using the MLE procedure and computed estimates 


for P(Alive) We obtained the profitable lifetime duration 
estimates using the first three of the four steps described pre- 
viously We used the пейте estimates in the calibration of 
the hazard model (see Equation 5) The majority of the varı- 
ables 1n Equation 5 are common to both the B-to-C and the 
B-to-B settings A few points of differences between these 
two settings are worth noting We replaced the loyalty 
1nstrument variable with a dummy variable whether a line of 
credit was available or not Similarly, we replaced the mail- 
ings variable with the number of contacts and operational- 
ized the product category variable as hardware versus soft- 
ware In terms of heterogeneity variables, we replaced the 
age and the income variables with the age of the firm and the 
average annual revenue of the firm 

The results for the B-to-B case are similar to that of the 
B-to-C catalog industry The most notable observations are 
that the variance explained by the key exchange, other 
exchange, and customer heterogeneity variables are 59%, 
11%, and 4%, respectively The businesses buying in only 
one department such as personal computer or networking 
equipment have shorter lifetime duration, firms with larger 
revenues have longer lifetime duration, and age of the firm 
was not significant The AIT variable is significant but not 
the square of the AIT However, the coefficient for AIT is 
negative, which indicates that shorter AIT 1s associated with 
longer profitable lifettme duration It 1s possible that the 
range of the data 1s such that only a linear relationship 15 
observed Overall, there are more similarities than differ- 
ences between the two settings (see Table 6) The findings 
indicate that the proposed theoretical framework holds 
across settings, providing evidence for generalizability of 
the results 


Managerial Implications 


The research objectives of this study are fourfold First, we 
wanted to empirically measure customer lifetime duration 
that integrates projected profitability їп a noncontractual set- 
tung Second, we demonstrated the supertority of the pro- 
posed framework over the commonly used RFM framework 
and customer value framework Third, we attempted to show 
how an analysis of certain factors (the antecedents) could 
help explain systematic differences in profitable customer 
lifettme duration, both in a B-to-C and a B-to-B setting 
Fourth, we wanted to discuss how managers can use this 
knowledge in their decision making 

The use of a proportional hazard framework with finite 
lifetime estimates obtained from the combination of NBD/ 
Pareto framework and expected NPV allows for a compre- 
hensive and accurate analysis We show that the model has a 
substantive explanatory power Specifically, our analysis 
leads to the following implications 

The proportion of variance explained in the dependent 
variable rests to a large degree in the exchange variables 
Thus, we find that the information that is quite easily avail- 
able in the form of purchase history data 1s also strongly 
associated with customers’ profitable lifetime duration In 
terms of actionable results, this 1s good news for the man- 
ager who can draw on an existing set of well-known vari- 
ables to start managing profitable customer lifetime 
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The B-to-C data support our assertion that the AIT 1s 
related 1n an inverse U-shaped fashton to profitable customer 
Һепте Both long and short interpurchase times are seem- 
ingly associated with lower overall lifetime durations, how- 
ever, for different reasons The common view is that the higher 
the buying frequency, the “better” 15 the customer This might 
be true 1f managers take a short-term cash-flow perspective 
Traditional promotion-oriented marketing has clearly focused 
on this short-term response However, what becomes clear 
here ıs that the evaluation of success depends much on the 
short- and long-term stance In this context, the real impact of 
buying frequency ts revealed only by examining the impact on 
lifetime duration For many reasons (e g, data avatlability, 
methodological issues), managers could not make a valid 
Judgment about the long-term impact of relationship charac- 
teristics simply because it could not be measured Given the 
available knowledge (1e , about the short-term behavior and 
response), we implemented short-term actions Our approach 
shows that, with respect to lifetime duration, it mtght mislead 
managers to regard high-frequency purchasers as the most 
attractive The results show that 1f managers take a long-term 
(lifetime) perspective, it 1s the buyers with intermediate fre- 
quency that are most likely to be long duration customers 

Building on this reasoning, we conducted additional 
analyses on the drivers of this phenomenon Specifically, 
why 15 st that buyers with a low AIT are not as profitable? In 
other words, ts their profitability score low because of fewer 
purchase incidences or because of low expenditures given 
their buying frequency? It 1s the fewer purchase occasions 
(albeit high frequency) that distinguish this segment 
Although their spending level 1s not much different from the 
overall average, these buyers are characterized by a 
sequence of fewer closely pulsed purchases This behavior 1s 
consistent with that of a variety-seeker who does not stop 
buying because of dissatisfaction, but rather leaves the rela- 
ttonship because of the increased utility of variety 

A key implication is that managers are most likely suc- 
cessful in maximizing the customer's value to the firm 1f 
they fully understand the impact of specific relationship 
characteristics on short- and long-term success measures 
Thus, our empirical finding 1s an important contribution to 
the managerial toolkit of actively managing customer 
equity In terms of actionable results, this means that man- 
agers can now optimize their marketing efforts with respect 
to traditional short-term as well as new long-term objectives 
There 1s no doubt that some traditional marketing practices 
will be questioned їп the future Concretely, the results 
enable managers to compare a customer's current interpur- 
chase times with lifetime duration maximizing interpur- 
chase times and adjust their solicitation plans accordingly 
This should result in longer lifetime customers as well as 
higher customer satisfaction because the benefit to the cus- 
tomer is a communication policy, which 1s more consistent 
with his or her real needs The insight in lifetime maximiz- 
ing interpurchase times can and should be combined with 
other key long-term measures such as customer profitability 

The results enable managers to reassess their percep- 
tions about the reasons for product returns It was shown that 
longer lifetime customers have proportionally higher returns 
than shorter lifetime customers The implications. are 
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TABLE 6 


Summary of Results 


B-to-C Setting 


B-to-B Setting 


Hypothesis Description Result Result 
1 Profitable customer lifetime duration is positively Supported Supported 
related to the customer's spending level 
2 Profitable customer lifetime duration is positively Supported Supported 
related to the degree of cross-buying behavior that 
customers exhibit 
3 Profitable customer lifetime duration is related to the Supported Supported 
focused buying behavior that customers exhibit 
However, the However, the 
relationship 15 relationship is 
negative, indicating negative, indicating 
that buying in only a that buying in only a 
single department single department 
results in shorter results in shorter 
lifetime duration lifetime duration 
4 Profitable customer lifetime duration is related to AIT Supported Partial support 
їп an Inverse U-shaped manner, whereby 
intermediate AIT is associated with the longest Only the linear term 
profitable lifetime Is significant 
5 Profitable customer lifetime duration is inversely Not supported Not supported 
related to the proportion of merchandise that 
customers return However, the However, the 
interaction of interaction of 
returns with retums with 
purchase amount purchase amount 
variable Is variable 15 
significant significant 
6 Profitable customer lifetime duration is positively Supported Supported 
related to the customer’s ownership of the 
company’s loyalty instrument (B-to-C) or the 
availability of line of credit (B-to-B) 
7 Profitable customer lifetime duration ts positively Supported Supported 
related to the number of mailing efforts of the 
company (B-to-C) or the number of contacts (B-to- 
B 
8 Profitable customer lifetime duration ts higher for Supported Not supported 
customers living in areas with lower population 
density (B-to-C) or businesses existing їп lower 
population density (B-to-B) 
9 Profitable customer lifetime duration is positively Supported Supported 


related to the income of the customer (B-to-C) or 


income of the firm (B-to-B) 


twofold First, it establishes that higher returns can be a 
symptom of a durable relationship and, thus, that the firm 
can use the information about return behavior to infer life- 
time affinity. Clearly, the argument is only one way There 
could be many reasons customers do not return what they 
bought—they are not dissatisfied, they are not accustomed 
to the return process, or they are dissatisfied and do not want 
to deal with the firm anymore In thts case, all the managers 
know 1s that the likelihood of being a long-term customer ts 
lower This knowledge might lead a manager to conduct 
more in-depth investigations such as customer feedback sur- 
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veys to assess their state-of-the-relationship If the customer 
returns merchandise, it shows that the customer does not shy 
away from the procedural hassle Also, it gives the firm a 
further opportunity to interact and bond with the customer 
This 15 also empirically supported by the findings of Bow- 
man and Narayandas (2001) who find that loyal customers 
value how they have been treated (in a customer-initiated 
contact) more highly than whether they walked away from 
the contact having not received something valuable from the 
company We are not suggesting that the firm should pro- 
mote returns (as 1f 1t would make customers stay longer) 


However, managers should not necessarily be concerned 
about the relationship quality if returns from long duration 
customers are higher 

The second implication is that managing the cost com- 
ponent of the firm's return policy becomes highly critical 
For example, a customer might order two different sizes of 
the same shirt with the purpose of trying on each and return- 
ing the one that fits worse This behavior 1s more compati- 
ble with that of a regular, long lifetime client than that of a 
new client If the client knows that the return process 1s 
hassle-free, he or she might as well use ıt Thus, the man- 
agerial challenge 15 to satisfy the rmportant client while con- 
taming operational cost 

The implication on the loyalty instrument policy 15 
somewhat similar to the returns variable From a response 
perspective, the loyalty instrument seems to be associated 
with longer lifetime customers, whichever way the causality 
works By signing up to the card program, customers indi- 
cate that they are committed for the long haul This 1s an 
important early signal for the manager, given that predic- 
tions on future lifetime duration are not easy to make Thus, 
a manager can take this information and start treating this 
client as a likely long-term customer with all the relevant 
marketing-mix offers he or she deems appropriate Besides 
the loyalty instrument’s impact on exchange characteristics, 
cost management seems to be a major factor Although an 
overall consensus on the effectiveness of loyalty programs is 
still not clear, the cost rmplications remain large (Day 2001) 

Demographics matter not only with respect to purchase 
response and choice but also with respect to a long-term 
objective such as lifetime duration In particular, we find 
that the higher the income and lower the population density, 
the greater 15 the likelihood of being a long-term customer 
The overall incremental variance explained is relatively low, 
which is in line with other published research (Gupta 1991, 
Rossi, McCulloch, and Allenby 1996) However, the notion 
that an increasingly diversified and individualized popula- 
tion renders the value of demographics less useful (Sheth, 
Mittal, and Newman 1999) does not appear to hold Thus, 
segmentation exercises based on demographic characteris- 
tics of the target customer groups still seem warranted A 
significant advantage of the findings related to spatial loca- 
tion and demographics 1s regarding the acquisition of cus- 
tomers If managers in the catalog industry are interested in 
recruiting new customers, a potential fertile group would be 
higher income people tn lower population density areas 

Besides these substantive conclusions, our model pro- 
vides the manager with a comprehensive general framework 
to analyze the role of antecedent factors in profitable cus- 
tomer lifetime duration The time-varying nature of our 
model captures dynamic purchase behavior and is an 
advancement over many static approaches Specifically, the 
model enables managers to dynamically update and quantify 
the direction and degree of impact on lifetime in a noncon- 
tractual context —something that has not been established so 
far Thus, the model can be used as a tool for making 
profitability-based retention decisions. For example, as new 
data become available, managers can reestimate the model 
and identify customers who are likely to be profitable in the 
future but who stopped purchasing from the firm Conse- 


quently, appropriate retention actions can then be taken to 
induce repeat purchases from these customers In addition, 
the model enables managers to identify the point when a 
relationship turns unprofitable—even though these relation- 
ships might generate revenues Thus 15 certainly advance- 
ment over other methodologies that focus on revenue as the 
key dependent variable Thus, the model allows for selecting 
customers when lower levels of investments or no invest- 
ment at all are more appropriate marketing decisions 

The firm that provided the B-to-B database actually col- 
lects data on share-of-wallet from the buying firms’ uni- 
verse This information can be combined with the profitable 
lifetime duration measure that ıs obtained in this study to 
create a 2 X 2 matrix as shown in Figure 5 The information 
in the figure should help managers deal with the existing 
customer As indicated in Figure 5, if a customer belongs to 
the high share-of-wallet and high profitable lifetime dura- 
tion, marketing strategies should aim at nurturing, defend- 
ing, and retaining existing customers along with rewarding 
them for being such loyal customers In contrast, if a cus- 
tomer belongs to a low-low segment in Figure 5, the focus 
could be on reducing marketing expense, considering divest- 
ing, or even outsourcing those customers for servicing by an 
outside agency that can operate on a percentage basis 

If a customer has high share-of-wallet but low profitable 
lifetime duration, the firm can use selective or optimal mail- 
ing/contract strategy to reduce cost, ensuring up-selling and 
cross-selling to increase the profit potential Finally, 1f a cus- 
tomer's share-of-wallet is low but has high profitable lifetime 
duration, marketing strategies that focus on luring customer 
dollars from competition should be developed along with 
Strategies for up-selling or cross-selling to encourage higher 
spending and lucrative loyalty programs In summary, the 
findings in our study support the strategies suggested here 
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Customer Relationshin Charactarictiec an Drafitahla I ifatima Decke INE 


In general, our analysis shows the relevance and шпрог- 
tance of establishing. customer relationship management 
capabilities Our study shows that customers are heteroge- 
neous on an important relationship characteristic—lifetime 
duration We have documented how this heterogeneity can 
be measured and what the drivers of this heterogeneity are 
Managers must take this knowledge and initiate systematic 
and appropriate supply-side responses Ап appropriate firm 
response would be to develop customer management capa- 
bilities ın situations in which customer behavior hetero- 
geneity 1s present Besides establishing the appropriate data 
recording, duration measurement, and profitability analysis 
capabilities, managers must develop systematic response 
procedures toward short- and long-life customers For exam- 
ple, long-life customers can have access to more expensive 
but also more effective customer support Alternatively, this 
can mean that short-life customers are subject to relation- 
ship enhancing activities Regardless, of the specific mar- 
keting tactics, what is common to this kind of response is 
that firms must build their capabilities of handling an 
increasingly diverse customer base In line with Day (2001), 
we believe that these are first and foremost strategic capa- 
bilities Also, we believe that building these new customer 
management capabilities, which enable firms to establish 
competitive advantage, 1s one of the next frontiers of mod- 
ern management Given the importance of actively manag- 
ing the customer base, our suggested framework provides an 
important tool toward this end 


Limitations and Suggestions for 
Further Research 


It is important to point out the limitations of this study, some 
of which could be worthwhile topics for further research 
Our empirical setting provides ways of testing previously 
unexplored issues in lifetime duration modeling, but it also 
limits the generalizability of the study Although our data 
come from established companies in important industries, 
further empirical analyses їп other noncontractual settings 
are necessary Thus, although we implement a framework 
for analysis, other applications of this framework to cohort 
databases should yield fruitful insights 

Our procedure of calculating individual-level future con- 
tribution margin 15 based on a static extrapolation of a cus- 
tomer's ECM Given the purpose of this study, and that the 
number of observations per household is limited, this mea- 
sure seems adequate Furthermore, we did not observe any 
trend in the purchase amount after the initial purchase in all 
of our datasets Therefore, the use of an average measure 1s 
adequate However, if enough purchase history observations 
are available, we could argue that incorporating any trend in 
purchase behavior is informative as well 

Another possible shortcoming could be the operational- 
1zation of the exchange construct We use exclusively behav- 
1oral measures for operationalizing the duration antecedents 
Although they provide for a strong and rich explanation, we 
could argue that attitudes such as satisfaction or attitudinal 
loyalty might interact with these behavioral constructs 
However, we must leave this test to tuture inquiries because 
of the unavailability of appropriate data Furthermore, if the 
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correlation between the purchases amount variable and the 
АМСМ ıs found to be high, the purchase amount variable 
can be removed from the analysis to avoid the problem of 
endogeneity 

In our calculation of a customer's NPV, we incorporate 
future marketing-mix costs implicitly by mirroring 
marketing-mix expenditures during the observation period 
Although this 1s an important characteristic of the process, 
there are two aspects that are not fully considered First, 
changing the amount of the marketing mix in the future 
might alter purchase behavior such that unprofitable cus- 
tomers become profitable (and vice versa) Second, our 
approach does not incorporate the quality of the marketing 
mix For example, although our model might recommend 
letting a customer go, a different, better marketing mix for 
that customer would actually enable him or her to be prof- 
itable Making a prediction conditional on marketing-mix 
expenditures would be an advancement over the current 
approach We do not consider these conditional effects 
because both future marketing costs and purchase behavior 
are unknown Also, Dwyer (1997) highlights the vexing dif- 
ficulty of separating the two effects in a holdout scenario 
Further research could focus on different patterns of 
expected marketing-mix costs in the holdout period to con- 
sider the consequences of varying the marketing-mix ele- 
ments across customers 

From a technical perspective, the use of a two-step pro- 
cedure of our model could be considered a limitation. How- 
ever, the two-step modeling process 1s not particularly new 
to our problem but has been used and applied to many other 
marketing situations (е g , Takada and Jain 1991) А well- 
known example 15 the new product diffusion context in 
which the first step consists of estimating the diffusion para- 
meters and the second step regresses these parameters on a 
set of certain independent variables Furthermore, although 
it has been shown that the benefit of integrating the two esti- 
mation procedures yields a gain in efficiency, this gain 15 
typically small (Krishnamurthi and Raj 1988) The two-step 
approach also has an interesting precedent in a Grangertan 
sense in the econometrics literature Our approach calcu- 
lates and removes the effect of the recency of the last pur- 
chase ın the NBD/Pareto model Because the outcome varı- 
able P(Alive) has been prewhitened of the former variable's 
effect, the second step examines only the effect of what 1s 
left . 


Technical Appendix 


Estimation of P(Alive) 


As a result of the computational constraints imposed by the 
MLE, method-of-moment estimates have been the method 
of choice so far (Reinartz and Kumar 2000, Schmuttlein and 
Peterson 1994) Nevertheless, there 1s nothing wrong with 
using method-of-moment estimates First, method-of- 
moment estimation is advocated as a method of choice by 
the authors of the NBD/Pareto model (Schmuittlein, Morrt- 
son, and Colombo 1987) and has been used by Schmittlein 
and Peterson (1994) in their empirical application Second, 
Morrison and Schmittlein (1981) show for the NBD model 


that method-of-moments and MLE yield approximately the 
same results Similarly, Gupta and Morrison (1991) show in 
a simulation study that method-of-moment estimation and 
MLE yield similar results when using number-of-purchases 
data (similar to our study) Thus, there 15 support in favor of 
the more manageable method-of-moment routine 

Using the likelihood as given by Schmittlein, Morrison, 
and Colombo (1987), we estimate the four parameters of the 
NBD/Pareto model (т, о, s, B) with a Fortran routine The 
likelihood is 


M 
(à) 0,8) = |] P[X, = x.t. me oss] 


1=1 


with M as а random sample of customers and customer 1 
made X, = x, purchases in (0, T,) with the last transaction 
time at t, (The probability on the right of Equation Al is 
given by Зећпи Чеп, Morrison, and Colombo [1987], 
Appendix, Equations А15 and A16) The resulting MLE 
parameters are r = 301, œ = 965, s = 82, and B = 1191 
(estimation horizon 1s 30 months) The parameters are con- 
sistent with the estimates obtained by Reinartz and Kumar 
(2000) who used estimates of r = 424, а = 1495,5 = 93, 
апа В = 13 85 In particular, the critical parameters r/o = 
312 and s/B = 069 are similar to those used by Reinartz and 
Kumar (2000) (r/o = 281 and s/B = 069), resulting ın hittle 
bias in the P(Alive) estimates (see Table 3) Because the 
results are robust and the computational resources required 
for MLE are substantially larger, we can recommend the 
method-of-moment estimation for future endeavors 

The model parameters can be explained as follows The 
variation across customers 1n their long-term purchase rate 
15 reflected in the estimate of г only and 1s independent of о; 
The larger the value of the shape parameter r, the more 
homogeneous is the population of customers in terms of 
purchase rate Thus, r can be viewed as an overall inverse 
measure of the concentration їп purchase rates across house- 
holds The larger the value of the shape parameter, the more 
homogeneous 15 the population of customers in terms of 
dropout rate The concentration tn dropout rates, В, depends 
on the parameter s only Overall, the model estimates seem 
reasonable and show a high degree of face validity and inter- 
nal consistency With the distribution parameters already 
calculated, the characteristic of interest 1s the probability 


that a customer with a particular observed transaction his- 
tory 15 still alive at time T since trial Schmittlein, Morrison, 
and Colombo (1987) show that this probability depends on 
the customer’s past purchase history (through the number of 
purchases x) and the time t (since trial) at which the most 
recent transaction occurred. The desired probability for о > 
В 15 given by Schmuttlein and Peterson (1994) as 











(A2) P[Alivelr, о, s, В, x, t, Т] = | + = 
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where aj =г+х +5, ы =5 + 1,6 = Г+Х +5 + 1, 2 (у) = 
(ос – BY(at + y), F(aj, bi, cy, 21) 1s the Gauss hypergeomet- 
ric function, г, ©, s, В = model parameters, x = number of 
purchases, t — time since trial at which the most recent trans- 
action occurred, and T = time since trial. The corresponding 
probabilities for B > & and a = В are given by Schmittlein 
and Peterson (1994, р 65) 

The importance of analyzing cohort data 1s well exem- 
plified in the following discussion In the aggregate form, 
the curve in Figure 3 sheds light on a hidden, yet extremely 
important, phenomenon What are the characteristics of the 
customer defection process? Although a cross-sectional 
time-series analysis of customers would yield an average 
P(Alive) for each period, ıt would yield no insight into the 
dynamic pattern of customer defection In other words, the 
average P(Alive) would contain people who are early in the 
relationship and who are late in the relationship This would 
yield a constant P(Alive) over time, whereas in our case 
P(Alive) is declining over time Thus, a time-series cross- 
section analysis answers how many active customers the 
firm has, whether that number 15 growing or declining, and 
which individual customer 1s most likely to be active Yet an 
analysis of the lifetime activity pattern 1s only possible by 
combining the NBD/Pareto model with cohort data analysis 
(1e, customers having the same starting period) Thus, to 
reveal the lifetime activity pattern at the aggregate level, we 
use only the cohort data 
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Douglas W. Vorhies & Neil A. Morgan 


A Configuration Theory Assessment 
of Marketing Organization Fit with 
Business Strategy and Its 
Relationship with Marketing 
Performance 


Theory posits that organizing marketing activities in ways that fit the implementation requirements of a business's 
strategy enhances performance However, conceptual and methodological problems make it difficult to empirically 
assess this proposition in the holistic way that it is. theoretically framed Drawing on configuration theory 
approaches in management, the authors address these problems by assessing marketing organization fit with bust- 
ness strategy as the degree to which a business’s marketing organization differs from that of an empirically derived 
ideal profile that achieves superior performance by arranging marketing activities in a way that enables the imple- 
mentation of a given strategy type The authors suggest that marketing organization fit with strategic type is asso- 
ciated with marketing effectiveness in prospector, defender, and analyzer strategic types and with marketing effi- 
ciency in prospector and defender strategic types The study demonstrates the utility of profile deviation 


approaches for strategic marketing theory development and testing 


ost businesses find it easier to formulate strategies 
M that outline how they intend to achieve their goals 
than how to implement them (eg, Noble and 
Mokwa 1999, Walker and Ruekert 1987) The literature sug- 
gests that an important cause of such strategy implementa- 
tion difficulties 15 the way businesses organize their market- 
ing activities (e g, McKee, Varadarajan, and Pride 1989, 
Ruekert and Walker 1987) In particular, marketing theory 
posits that to enable strategy implementation and achieve 
superior performance, managers should organize marketing 
activities in different ways depending on their business strat- 
egy (e g , Slater and Olson 2000, Walker and Ruekert 1987) 
However, organizing marketing activities in ways that suc- 
cessfully enable business strategy implementation ts recog- 
nized as one of the most difficult challenges facing man- 
agers (e g , Cespedes 1995, Webster 1997) Yet despite the 
theoretical and managerial importance of this issue, 
researchers know little about how marketing activities 
should be organized to enable business strategy implemen- 
tation or how this affects performance (e g, Walker and 
Ruekert 1987, Workman, Homburg, and Gruner 1998) 
Investigating this complex theoretical and managerial 
problem presents two significant challenges First, the orga- 
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nization of marketing activities and business strategy are 
each viewed as multidimensional phenomena consisting of 
many different but interconnected elements (ер, Walker 
and Ruekert 1987) Yet strategic marketing theory frames 
relationships between these phenomena in holistic terms as 
marketing organization’s role in implementing business 
strategy Therefore, evaluating this relationship in these 
holistic terms requires a simultaneous assessment of the 
relationships between the many variables making up mar- 
keting organization and business strategy (е g , Slater 1995, 
Walker and Ruekert 1987) Second, successfully organizing 
marketing activities to 1mplement business strategy involves 
reconciling multiple and often conflicting contingencies 
(e g , Ruekert, Walker, and Roering 1985) The wide range 
of possible contingencies makes the identification of “cor- 
rect” configurations of marketing organization variables 
needed to implement a particular business strategy 
extremely difficult Therefore, the challenge facing 
researchers 1s how to assess whether marketing activities are 
organized in ways that enable the implementation of a par- 
ticular business strategy (e g , Walker and Ruekert 1987) 
Although assessing many strategic marketing theory 
propositions involves similar challenges, available research 
approaches in marketing are not well suited to deal with 
these problems Surprisingly, the marketing literature does 
not address how such problems can be solved Fortunately, 
research developments in organization theory (e g , Powell 
1992, Venkatraman and Prescott 1990) and strategic man- 
agement (e g , Doty, Glick, and Huber 1993, Ketchen et al 
1997) provide approaches appropriate for assessing such 
complex theoretical relationships In this article, we draw on 
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these developments to build and empirically assess a con- 
ceptual model that links the degree to which marketing 
activities are organized in ways that enable business strategy 
implementation with two different marketing performance 
outcomes 

Within this important domain, our study makes two con- 
tributions First, we fill a major knowledge gap by providing 
empirical support for theorized links among the organiza- 
tion of marketing activities, business strategy, and marketing 
performance This helps managers understand how to orga- 
nize marketing activities to meet the implementation 
requirements of different business strategies and why this 1s 
Important 1n driving performance Second, we introduce to 
the marketing literature a method for testing relationships 
involving the simultaneous assessment of multiple interre- 
lated variables We demonstrate that this method provides 
researchers with a way to empirically assess relationships 
involving complex, multidimensional phenomena that 15 
more consistent with the holistic framing of strategic mar- 
keting theory than traditional approaches are (e g , Meyer, 
Tsui, and Hinings 1993) 


Conceptual Model 


Assessing whether a business's marketing activities. are 
organized in ways that enable the implementation of its 


strategy and the impact this has on performance requires the 
simultaneous consideration of multiple characteristics of the 
business (e g , Doty, Glick, and Huber 1993) In addressing 
similar research questions, scholars п organization theory 
and strategic management have used configuration theory— 
based approaches (e g , Miller 1997, Veliyath and Srinivasan 
1995) A configuration denotes a multidimensional constel- 
Jation of the strategic and organizational characteristics of a 
business (e g , Meyer, Tsui, and Hinings 1993, Miller and 
Mintzberg 1988) Configuration theory posits that for each 
set of strategic characteristics, there exists an ideal set of 
organizational characteristics that yields superior perfor- 
mance (e g , Van de Ven and Drazin 1985) These configura- 
tions are 1deal because they represent complex “gestalts” of 
multiple, interdependent, and mutually reinforcing organi- 
zational characteristics that enable businesses to achieve 
their strategic goals (eg, Ketchen, Thomas, and Snow 
1993, Miller 1997) Our research question pertains to the 
relationship between the marketing organization configura- 
tion and the business's strategy, rather than the coalignment 
of variables within the marketing organization configura- 
tion Therefore, in Figure 1, we combine insights from con- 
figuration theory and the marketing literature to develop a 
conceptual model that links the degree to which marketing 
activities are organized in ways that enable business strategy 
implementation with marketing performance 


FIGURE 1 
Marketing Organization Fit with Strategic Type and Its Relationship with Marketing Performance 





Marketing Organization 
Characteristics 










* Structural characteristics 
* Task characteristics 


1 
1 
1 
1 
` 





Strategic Type 





* Prospector 
* Analyzer 
* Defender 






Marketing Organization Fit 
with Strategic Type 
Deviation from profile of an 
ideal marketing organization 
that produces superior 
performance by arranging 
marketing activities ın ways that 
enable strategy implementation 











Performance 










eoo 




















Marketing Efficiency 


чоч; f F 





Ап Assessment of Marketing Organization Fit / 101 


Defining and Assessing Marketing Organization 
Fit with Business Strategy 


Marketing scholars have used many different terms—includ- 
ing “match,” “alignment,” “congruence,” “complementary,” 
and "consistency"—to denote holistic relationships between 
multidimensional phenomena such as marketing organization 
and business strategy Although each of these terms can con- 
note different meanings and technical specifications, they are 
often used interchangeably To more precisely specify and 
assess such relationships, configuration theory—based studies 
draw on the well-developed literature regarding fit In this lit- 
erature, fit 18 recognized as a term that can be defined in sev- 
eral ways, each of which has specific implications for how 
relationships between variables are conceptualized and tested 
(Powell 1992, Venkatraman and Camillus 1984) Therefore, 
management scholars have specified the different conceptu- 
alizations and technical specifications of alternative defini- 
tions of fit and have developed guidelines for selecting the 
approaches that are most appropriate in studying different 
kinds of research questions (e g , Venkatraman 1989) This 
literature specifies that when fit among multiple variables 1s 
considered simultaneously (as 1n the holistic study of the rela- 
tionship between organization and strategy) and the impact 
on criterion variables (е 2, performance) is assessed, fit 
should be conceptualized and assessed as “profile deviation” 
(e g , Doty, Glick, and Huber 1993, Venkatraman 1990) 

A profile deviation approach views fit between organı- 
zation and strategy 1n terms of the degree to which the orga- 
nizational characteristics of a business differ from those of a 
specified profile identified as 1deal for implementing a par- 
ticular strategy (e g , Venkatraman 1989, Zajac, Kraatz, and 
Bresser 2000) Ideal profiles are defined as configurations of 
organizational characteristics that fit with the rmplementa- 
tion requirements of a particular strategy and thus produce 
high performance (eg, Gresov 1989, Venkatraman and 
Prescott 1990) From this perspective, marketing organiza- 
tion fit with business strategy can be defined as the degree to 
which a business's marketing organization profile differs 
from that of an ideal marketing organization that achieves 
superior performance by arranging marketing activities in а 
way that enables the implementation of a given business 
strategy 

Ideal profiles against which fit can be assessed may be 
determined either theoretically or empirically (e g , Venka- 
traman 1990, Zajac, Kraatz, and Bresser 2000) Developing 
theoretically derived ideal profiles requires that the relevant 
theoretical literature be sufficiently detailed to enable pre- 
cise numerical scores to be estimated for the appropriate set 
of dimensions in the ideal profile (e g , Drazin and Van de 
Ven 1985) However, as the configuration literature 
acknowledges, there are few domains in which existing the- 
oretical knowledge 1s sufficiently detailed to enable 
researchers to objectively translate theoretical statements 
from the literature into precise numerical estimates across 
multiple dimensions (eg, Gresov 1989, Venkatraman 
1989) In the marketing domain, existing theory indicates 
some marketing organization characteristics that may be 
appropriate for firms pursuing certain types of strategy (e g , 
Ruekert and Walker 1987) However, from an ideal profile 
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perspective, the specifications provided by marketing theory 
are not sufficiently detailed to enable estimation of numeri- 
cal scores, nor do they consider many of the organization 
characteristics and types of strategy identified as important 
in assessing marketing organization fit with business 
strategy 

In this common circumstance, when ideal profiles can- 
not be precisely specified from existing theory, the configu- 
ration literature advocates assessing fit with empirically 
derived ideal profiles (е g , Gresov 1989, Ketchen, Thomas, 
and Snow 1993) In the context of marketing organization fit 
with business strategy, this approach requires the identifica- 
tion of high-performing businesses implementing a given 
strategy and a calibration of their marketing organization 
characteristics as an ideal profile for implementing that 
strategy (e g, Drazin and Van de Ven 1985, Venkatraman 
and Prescott 1990) These businesses are considered to have 
ideal profiles because their superior performance indicates 
that they have configured their marketing organization in a 
way that enables superior implementation of their business 
strategy (е g , Van de Ven and Drazin 1985) 


Configurational Elements of Marketing 
Organization Fit with Business Strategy 


As illustrated in Figure 1, configuration theory and the mar- 
keting literature suggest two major constructs that are rele- 
vant to understanding and assessing marketing organization 
fit with business strategy business’s strategic type and mar- 
keting’s organizational characteristics Strategic type per- 
tains to the planned patterns of organizational adaptation to 
the market through which a business seeks to achieve its 
strategic goals (e g , Conant, Mokwa, and Varadarajan 1990, 
Matsuno and Mentzer 2000) Miles and Snow (1978, p 29) 
identify three viable strategic types, which differ primarily 
in terms of product-market strategy choices (e g , Slater and 
Narver 1993, Walker and Ruekert 1987) ! Prospector strate- 
gic types proactively seek and exploit new market opportu- 
nities and often experiment with responses to changing mar- 
ket trends They aggressively compete on innovation, 
seeking first-mover advantages from developing new offer- 
ings and pioneering new markets Defender strategic types 
focus more narrowly on maintaining a secure position 1n 
existing product-markets They often compete through oper- 
ations or quality-based investments that offer efficiency- 
related advantages, rarely pioneering the development of 
new markets or products Analyzer strategic types balance a 
focus on securing their position in existing core markets 
with incremental moves into new product markets They 
compete by balancing investments ın creating 
differentiation-based advantages with operating efficiency 
Marketing's organizational characteristics are the many 
important structural and task characterisucs that together 
constitute the way marketing activities are organized within 
the business (Day 1997, Workman, Homburg, and Gruner 
1998) The structural characteristics of the marketing orga- 





ТА fourth strategic type, reactors, 1s also identified but is deemed 
not to be viable in the long run as it represents firms that have no 
clear or consistent strategy (е g, McKee, Varadarajan, and Pride 
1989) 


nization pertain to how marketing activities and related 
decision-making authority are arranged (e g , Doty, Glick, 
and Huber 1993, Ruekert, Walker, and Roering 1985) 
Although the literature identifies several different structural 
characteristics of organization, three have been viewed as 
particularly important in previous marketing strategy 
research centralization regarding the concentration of 
decision-making authority at higher levels of the business's 
hierarchy (е g , Jaworski and Kohli 1993, Moorman, Desh- 
pande, and Zaltman 1993), formalization, which is the 
degree to which standardized rules and procedures proscribe 
how marketing activities are performed (Olson, Walker, and 
Ruekert 1995, Workman, Homburg, and Gruner 1998), and 
specialization, which ıs the extent to which marketing activ- 
ities are narrowly divided into unique elements that are per- 
formed by those with specialized knowledge (e g , Walker 
and Ruekert 1987) Together, these structural characteristics 
indicate whether marketing activities are arranged in a 
bureaucratic or an organic manner (Moorman and Miner 
1997, Ruekert, Walker, and Roering 1985) 

The task characteristics of marketing organization per- 
tain to the nature of the marketing activities undertaken and 
the ways they are performed (е g , Day 1999, Ostroff and 
Schmitt 1993) Among the different task characteristics 
identified ın the literature, three have been viewed as impor- 
tant both in configuration theory studies in management and 
in previous marketing strategy studies task complexity, 
which is the extent of variability in marketing activities 
undertaken and the degree to which they can be easily per- 
formed (Menon and Varadarajan 1992, Olson, Walker, and 
Ruekert 1995), marketing capabilities regarding the busi- 
ness’s ability to perform common marketing work routines 
through which available resources are transformed into 
valuable outputs (e g, Bharadway, Varadarajan, and Fahy 
1993, Day 1994, Webster 1997), and work group interde- 
pendence, which is the degree to which workflows within 
the business require cooperation between teams in perform- 
ing marketing activities (е g , Ruekert and Walker 1987, Van 
de Ven, Delbecq, and Koenig 1976) Together, these task 
characteristics indicate the ability of the marketing organı- 
zation to perform necessary marketing activities and the 
degree to which team-based workflows are needed to 
accomplish them 


Marketing Organization Fit with Strategic Type 
and Performance 


Fit between the organizational characteristics of a business 
and its strategic type 15 viewed as a desirable state that leads 
to superior performance (e g , Miles and Snow 1994, Porter 
1996) Marketing theory suggests that this 1s also true of fit 
between marketing organization characteristics and strategic 
type For example, the literature indicates that the marketing 
activities needed to implement each strategic type are differ- 
ent and that successfully accomplishing these marketing 
activities requires marketing organizations with different con- 
figurations of structural and task characteristics (e g , Mat- 
suno and Mentzer 2000, McKee, Varadarajan, and Pride 
1989, Walker and Ruekert 1987) Therefore, marketing theory 
suggests that organizing marketing activities in ways that fit 


the business's strategic type is an important driver of market- 
ing performance outcomes (e g , Walker and Ruekert 1987) 

Furthermore, resource-based view theory indicates that 
fit between marketing organization. characteristics. and 
strategic type may also exhibit the inimitability and nonsub- 
stitutability characteristics identified as essential for sustain- 
ing competitive advantage For example, if a firm's superior 
performance 15 driven by marketing organization fit with 
strategic type, ıt will be difficult for competitors to identify 
the source of the firm's performance superiority (e g , Bar- 
ney 1991) Even if identified as a driver of superior perfor- 
mance, the ability of competitors to distinguish precisely 
how this 1s accomplished is limited, making imitation diffi- 
cult (eg, Bharadwaj, Varadarajan, and Fahy 1993, Day 
1994) In addition to being difficult to imitate, the marketing 
literature suggests that there may be no substitute for mar- 
keting organization fit with strategic type in driving market- 
ing performance (e g , Moorman and Rust 1999, Workman, 
Homburg, and Gruner 1998) "Therefore, marketing and 
resource-based view theory suggest that marketing organı- 
zation fit with strategic type leads to superior marketing per- 
formance and that this can be sustained over time (e g , Pow- 
ell 1992, Walker and Ruekert 1987) 

However, what constitutes superior marketing perfor- 
mance may be different 1n different businesses For exam- 
ple, organization theory posits that effectiveness, regarding 
the degree to which desired organizational goals are 
achieved, and efficiency, regarding the ratio of organiza- 
tional resource inputs consumed to goal outcomes achieved, 
are two important and distinct dimensions of organizational 
performance (eg, Bonoma and Clark 1988, Lewin and 
Minton 1986) The literature suggests that because these two 
dimensions of performance may not converge and can even 
be inversely related in the short run (e g , Bhargava, Dube- 
laar, and Ramaswami 1994), firms make important trade-off 
decisions in emphasizing either effectiveness or efficiency 
in therr marketing goal setting and resource allocations (е р, 
Morgan, Clark, and Gooner 2002, Walker and Ruekert 
1987) Therefore, configuration theory suggests that the 
ideal marketing organization required to fit with a particular 
strategic type differs depending on whether the firm seeks to 
maximize either effectiveness or efficiency (е g , Tsu 1990) 
Assessing marketing organization fit with strategic type 
requires an identification of different ideal profiles against 
which to assess fit for firms seeking to maximize either the 
effectiveness or the efficiency dimension of their marketing 
performance (e g , Ostroff and Schmitt 1993, Walker and 
Ruekert 1987) 


Hypotheses 


In developing hypotheses of expected relationships between 
marketing organization fit with strategic type and its perfor- 
mance outcomes, we draw directly on existing theory and 
empirical evidence when possible However, although many 
studies have investigated structural characteristics of mar- 
keting organization (eg, Ruekert, Walker, and Roering 
1985, Workman, Homburg, and Gruner 1998), few studies 
have investigated marketing organization task characteris- 
tics Similarly, existing knowledge of analyzer strategic 
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types 1s less developed in the marketing literature. than 
knowledge regarding prospector and defender types In 
addition, with a few notable exceptions (e g , Walker and 
Ruekert 1987), strategic marketing theory has not consid- 
ered how seeking to maximize different dimensions of mar- 
keting performance affects marketing organization There- 
fore, we draw on a necessarily broad reading of the literature 
in developing our hypotheses 


Marketing Organization Fit with Strategic Type 
and Marketing Effectiveness 


Marketing effectiveness pertains to the degree to which 
desired market-based goals are achieved (e g , Clark 2000, 
Morgan, Clark, and Gooner 2002) Theory suggests that for 
effectiveness-maximizing businesses of each strategic type, 
an ideal marketing organization exists in which the configu- 
ration of structural and task characteristics enables the 
implementation of the business’s strategy їп a way that leads 
to superior marketing effectiveness (ер, Cespedes 1991, 
Day 1997, Ruekert and Walker 1987) For example, 
defender strategic types focus on maintaining secure posi- 
tions 1n established markets Therefore, implementing this 
strategy requires a marketing organization configured to 
achieve needed market-based goals through performance of 
routine tactical marketing activities (eg, Ruekert and 
Walker 1987, Slater and Narver 1993) Performing such 
routine activities calls for a marketing organization with a 
highly centralized, formalized, and unspecialized structure 
and a relatively narrow range of marketing capabilities (е g , 
Walker and Ruekert 1987) By narrowly focusing the 
deployment of available resources, marketing organizations 
with these characteristics may benefit from greater depth in 
a few key marketing capabilities This may be leveraged 
through centralized authority structures that provide control 
over the tocus of future resource deployment and formalized 
work routines that minimize errors in executing required 
activities Organizing marketing activities in this way should 
enable a business implementing a defender strategy to 
achieve superior marketing effectiveness 

Conversely, prospector strategic types focus on entering 
unfamiliar new markets and attaining differentiation-based 
advantages Therefore, achieving required marketing goals 
in implementing a prospector strategy involves performing 
many complex marketing activities (е 2, McDaniel and 
Kolari 1987, McKee, Varadarajan, and Pride 1989) Accom- 
plishing these activities ideally requires specialized, decen- 
tralized, and intormal marketing structures with team work- 
flows and a range of strong marketing capabilities (ер, 
Ruekert, Walker, and Roering 1985, Walker 1997) In imple- 
menting prospector strategies, such organizational charac- 
teristics should enhance marketing effectiveness because 
they empower marketing specialists with access to wide- 
ranging capabilities and provide the decision-making free- 
dom and work routine flexibility to use these capabilities to 
provide timely and innovative responses in dynamic 
product-markets (e g , Walker and Ruekert 1987) 

Businesses pursuing analyzer strategies operate in a 
range of established and new markets and seek to attain both 
cost and differentiation-based advantages Therefore, ana- 
lyzer strategic types require marketing organizations that are 
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able to achteve needed marketing goals by performing a par- 
ticularly wide and dynamic range of marketing activities 
(eg, Slater and Narver 1993) Marketing organizations 
ideal for the analyzer strategic type in effectiveness- 
maximizing businesses should therefore have high levels of 
marketing specialization, but formalized and centralized 
structures with strong marketing capabilities and team 
workflows (е g, Miles and Snow 1994) Such specializa- 
tion, team workflow, and marketing capability characteris- 
tics enable businesses implementing an analyzer strategy to 
respond quickly to the complex marketing activity require- 
ments of unfamiliar markets while continuing to service the 
more routine demands of established markets At the same 
time, formalization minimizes error in performing required 
marketing activities, and centralization allows tight control 
over the new market opportunities pursued Marketing orga- 
nizations with such ideal characteristics should enable the 
implementation of analyzer strategies in a way that produces 
superior marketing effectiveness 

In summary, we expect a business's marketing effective- 
ness to be greater when its marketing organization charac- 
teristics are similar to those of the effectiveness-maximizing 
ideal profile in which marketing activities are arranged to fit 
the implementation requirements of the business's strategic 
type їп ways that enable marketing goals to be achieved 
Therefore, we hypothesize that 


H, The more similar a business's marketing organization pro- 
file 15 to that of the 1deal marketing organization for its 
strategic type, the greater 15 15 marketing effectiveness 


Marketing Organization Fit with Strategic Type 
and Marketing Efficiency 


Marketing efficiency 15 the ratio of marketing performance 
outcomes achieved to resource inputs consumed (eg, 
Bonoma and Clark 1988, Morgan, Clark, and Gooner 2002) 
Theory suggests that for efficiency-maximizing businesses 
of each strategic type, there exists an ideal marketing orga- 
nization in. which the configuration of structural and task 
characteristics enables the implementation of the business's 
strategy 1n a way that leads to superior marketing efficiency 
(eg, Jennings and Seaman 1994, Milgrom and Roberts 
1995, Ruekert and Walker 1987) For example, implement- 
ing defender strategies requires achieving cost-based advan- 
tages in established markets Creating specialized structures 
with team workflows and developing a wide range of strong 
marketing capabilities are not likely to be efficient ways to 
achieve marketing goals when implementing this strategy 
(eg, Conant, Mokwa, and Varadarajan 1990) Available 
resources are more productively deployed in simplifying 
marketing activities, increasing structural formalization and 
centralization, and developing a narrow range of marketing 
capabilities (e g , Slater and Narver 1993) Such ideal mar- 
keting organization characteristics should maximize market- 
ing efficiency in implementing a defender strategy by allow- 
ing more focused resource deployment in capability 
building, greater control of decisions involving future 
resource allocation, and the efficiency benefits of increased 
routinization (e g , Walker and Ruekert 1987) 


Conversely, efficiently implementing prospector strate- 
gies requires achieving marketing goals by entering unfa- 
miliar new markets and delivering differentiation-based 
competitive advantages while minimizing the resources con- 
sumed (e g , McKee, Магадагајап, and Pride 1989) One way 
to accomplish this 1$ to narrow the scope of product-market 
opportunities explored and competitive advantage pursued 
This simplifies required. marketing activities and. enables 
more focused investment in a narrower range of marketing 
capabilities Needed flexibility to respond quickly to appro- 
priate new opportunities can be provided by empowering 
marketing personnel with decentralized and informal struc- 
tures By maintaining response flexibility while consuming 
fewer resources through more focused investments ın mar- 
keting capabilities, ideal marketing organizations that fit the 
prospector strategic type 1n this way should be more effi- 
cient in achieving marketing goals (e g , Miles and Snow 
1994) 

Efficiently implementing an analyzer strategy requires 
minimizing the resources consumed to accomplish needed 
marketing goals in the different types of product-markets in 
which analyzers operate Here, an ideal marketing organiza- 
tion requires sufficient levels of specialization, team work- 
flows, and marketing capabilities to perform the complex 
range of different marketing activities required to achieve 
marketing goals (e g , Slater and Narver 1993) However, to 
minimize the resources consumed, such analyzer businesses 
may also choose to operate in product-markets and pursue 
competitive advantages that only require strength in a nar- 
rower range of marketing capabilities At the same time, 
accomplishing needed marketing goals efficiently also 
requires marketing organizations with enough centralized 
authority to tightly control resource allocations and suffi- 
cient. formalization to benefit from routinization wherever 
possible (see Miles and Snow 1994) Marketing organiza- 
tions with such 1deal characteristics ın businesses that 
implement analyzer strategies should be more efficient 

To summarize, we expect that a business's marketing 
efficiency will be greater when its marketing organization 
characteristics are similar to those of the efficiency- 
maximizing ideal profile in which marketing activities are 
arranged to fit the implementation requirements of the busi- 
ness's strategic type 1n ways that minimize the resources 
consumed We therefore hypothesize that 


H2 The more similar a business’s marketing organization pro- 
file 15 to that of the ideal marketing organization for its 
Strategic type, the greater 15 its marketing efficiency 


Research Design 


In examining fit-performance relationships, the configura- 
tion theory literature advocates the use of single industry 
studies to control for industry effects and isolate more effec- 
tively the relationships of interest (e g , Dess, Newport, and 
Rasheed 1993, Ketchen, et al 1997) We selected the truck- 
ing industry as appropriate for studying marketing organiza- 
tion fit with strategic type and its relationship with market- 
ing performance for several reasons First, with more than 
$372 billion spent annually, accounting for some 6% of 
gross domestic product, and 9 5 million people directly 


employed, trucking is a large and important industry in the 
United States (e g , American Trucking Association 1999) 
Second, since deregulation in 1980, trucking has become a 
dynamic and competitive industry (e g , Silverman, Nicker- 
son, and Freeman 1997) ın which effective and efficient 
marketing has become an important driver of firm perfor- 
mance (e g , Lambert, Lewis, and Stock 1993, MacLeod et 
al 1999) Third, the industry contains many single business 
firms, which reduces the problems associated with relating 
business unit-level phenomena and corporate-level perfor- 
mance data (e g , Ketchen et al 1997) Fourth, the trucking 
industry is relatively fragmented, providing a large popula- 
tion of firms for sampling purposes (e g, Boyer 1993) 
Fifth, because of federal reporting requirements, objective 
performance data for the trucking industry are available, 
which reduces the dangers of common method bias associ- 
ated with collecting data on independent and dependent 
variables from the same source (e g, Olson, Walker, and 
Ruekert 1995, Venkatraman and Ramanujam 1986) 

We collected primary data using a key-informant survey 
design We mailed questionnaires to the chief marketing 
executive (CME) of 677 businesses, which we randomly 
selected from the 2771 listed in the Transportation Techni- 
cal Services (TTS) database The TTS database is represen- 
tative of the industry, listing businesses generating more 
than 97% of total intercity freight revenues (U S Bureau of 
the Census 1998) Of the 660 deliverable surveys, 217 were 
completed and returned Of the returned surveys, 8 were 
unusable, resulting 1n an effective response rate of 3196 2 To 
ensure comparability, we deleted observations from the data 
set in which complete sets of both primary questionnaire 
data and secondary performance data were not available 
The final data set contained 186 businesses, of which 2896 
reported sales of less than $10 million, 25% reported sales 
of $10—$25 million, 23% reported sales of $26-$65 million, 
and 24% reported sales greater than $65 million Of these 
businesses, 77 were pursuing a defender strategy, 45 were 
pursuing a prospector strategy, and 64 were pursuing an ana- 
lyzer strategy 


Measures 


Several different operationalization alternatives exist for 
some of the constructs in our study In these situations, we 
selected the operationalization with the strongest measure- 
ment history in the literature and the greatest face validity 
with managers in our pretest The items used in our scales 
appear in Appendix A, and we discuss them subsequently, 
with descriptive statistics presented in Table | 


Strategic type We operationalized Miles and Snow’s 
(1978) strategic types using the self-typing paragraph 
descriptor approach (e g, Doty, Glick, and Huber 1993) 
This measure focuses exclusively on business strategy and 
excludes the structural and system elements elaborated in 





2These returns were from firms reporting a reactor strategy 
Because of the small number of these respondents and the incon- 
sistency of the reactor strategy type, we follow previous empirical 
studies and exclude these firms from our analysis (e g , McDaniel 
and Kolari 1987, Slater and Narver 1993) 
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TABLE 1 
Construct Means, Alphas, and Intercorrelations 


me 





Standard 
Mean Deviation x1 X2 X3 X4 X5 X6 X7 X8 X9 X10 
X1 Centralization 280 139 84 
X2 Еогтайгайоп 485 127 28“ 78 
ХЗ Specialization 411 136 -96*  17* 72 
X4 Size 1335 3231 —01 01 12 N/A 
X5 Task complexity 418 106  Á-20* 15* 27* 01 79 
X6 Work group 
interdependence 4 00 179 -22* 07 15* 01 02 N/A 
X7 Architectural 
marketing 
capabilities 349 131 – 46“ 17* 54* 08 29“ 28" 78 
X8 Specialized 
marketing 
capabilities 334 1 11 -41** 02 33“ 04 26** 13t 64“ 72 
X9 Marketing 
effectiveness 391 151 —30** 10 30** -07 27** 03 50* 60" 85 
X10 Marketing 
efficiency 05 16 06 -07 -06 — 03 02 —10 -10 03 -13t N/A 
tp« 10 
*р< 05 
**p « 01 


Notes Alphas are shown on the correlation matrix diagonal N/A = not applicable 


Miles and Snow's broader descriptions of 1deal organiza- 
tional archetypes This measure has been widely used as an 
indicator of strategic type by marketing and management 
researchers (e g, Matsuno and Mentzer 2000, McDaniel 
and Kolar: 1987, Zahra and Pearce 1990) and has been 
demonstrated to yield valid measures (е g , James and Hat- 
ten 1995, Shortell and Zajac 1990) 


Marketing’s organizational characteristics We mea- 
sured the structural characteristics, centralization and for- 
maltzation, with multt-item scales adapted from Deshpande 
and Zaltman (1982), Jaworski and Kohli (1993), and John 
and Martin (1984), based on the well-known organization 
theory scales developed by Aiken and Hage (1968) We 
operationalized specialization using a scale adapted from 
Doty, Glick, and Huber (1993), based on an organization 
theory scale developed by Inkson, Pugh, and Hickson 
(1970) 


Task characteristics We measured task complexity 
using a scale adapted from Doty, Glick, and Huber (1993), 
and we assessed work group interdependence using Van de 
Ven, Delbecq, and Koenig's (1976) measure We developed 
new measures of marketing capability for this study, com- 
bining insights from the literature with interviews with 
trucking industry experts and senior marketing personnel 
We identified and assessed two types of marketing capabili- 
ties specialized capabilities regarding the specific market- 
ing mix—based work routines used to transform available 
resources into valuable outputs (e g , Day 1994, Grant 1996) 
and architectural capabilities regarding the marketing strat- 
egy formulation and execution work routines used to 
develop and coordinate specialized capabilities and their 
resource inputs (eg, Bharadwaj, Varadarajan, and Fahy 
1993, Day 1997) We measured these marketing capabilities 
with scales that assessed how well businesses performed 
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five specialized marketing activities and four architectural 
marketing activities compared with their competitors (e g , 
Conant, Mokwa, and Varadarajan 1990) 


Marketing performance We assessed marketing effec- 
tiveness using a perceptual measure with 1tems tapping the 
degree to which the firm achieved its market share growth, 
sales growth, and market position goals (e g , Clark 2000) 
We calculated marketing efficiency as the ratio of marketing 
and selling expenses to the firm's gross operating revenue 
using objective secondary financial data from TTS (eg, 
Bonoma and Clark 1988) 


Analysis 


Psychometric Analyses 


We assessed the measurement properties of the constructs 
using confirmatory factor analyses (CFAs) Because of the 
relatively small number of observations, we divided the mea- 
sures into three subsets of theoretically related variables in 
line with our conceptual model (e g, Kohli and Jaworski 
1994, Moorman and Miner 1997) This ensured that our 
CFAs did not exceed the five-to-one ratio of parameter esti- 
mates to observations recommended in the literature (Bentler 
and Chou 1987) The three measurement models fit well as 
indicated by the CFA results for the three structural charac- 
teristics constructs (X2 = 59 42, degrees of freedom [d f] = 
41, p = 03, goodness-of-fit index [GFI] = 95, root mean 
square error of approximation [RMSEA] = 05), the four task 
characteristics (%2 = 111 80, df = 85, р = 03, GFI = 93, 
RMSEA = 04), and the two marketing performance con- 
structs (y2= 32,41 =2,p= 85, GFI= 99, RMSEA = 01) 
When significant correlations were observed between con- 
structs (Table 1), we also conducted additional pairwise dis- 


criminant validity assessments This involved comparing %2 
statistics 1n measurement models in which the covariance 
coefficient between the two constructs was allowed to vary 
and then fixed at one (Anderson and Gerbing 1988, Bagozzi 
and Phillips 1982) Changes 1n X? were large in each of the 
pairwise tests, suggesting discriminant validity in each 
model Reliability analyses for the measures produced Cron- 
bach’s alpha values ranging from 72 to 85 (Table 1), sug- 
gesting acceptable reliability for all constructs 

Analysis of nonresponse bias by means of an extrapola- 
tion approach (Armstrong and Overton 1977) revealed no 
significant differences between first wave (early) and second 
wave (late) respondents on any of the constructs This sug- 
gests that nonresponse bias 1s unlikely to be present in the 
data To validate the data provided by the key marketing 
respondents, we sought additional data from a second 
respondent (see Slater 1995) For each of the 186 firms 
responding to the CME survey, we also sent the chief exec- 
utive officer, president, or other general manager (GM) level 
executive a questionnaire containing replicated scales on the 
marketing organization and performance measures A total 
of 88 of the GM level executives responded, producing an 
effective response rate of 47% For each construct, we 
assessed the validity of the key informant data by examining 
mean scores, correlations, and paired t-tests for the GM and 
CME level responses (е g , Hughes and Garrett 1990) As 
shown in Table 2, the significant inter-rater correlations and 
insignificant mean differences with no systematic bias in 
direction between raters support the validity of the key 
informant data (see Jaworski and Kohl: 1993) 


Testing Configuration Theory Predictions with 
Profile Deviation Analysis 


Testing the hypothesized relationships involved several 
Stages First, we standardized the data to remove the effects 
of different measurement units (е g , Gresov 1989) Second, 
we identified ideal marketing organization profiles against 
which marketing organization fit with strategic type could 
be assessed (e g , Doty, Glick, and Huber 1993) Consistent 


with established configuration theory procedures, we identi- 
fied the highest performing businesses of each strategic type 
on each of the marketing performance variables and cali- 
brated the marketing organization characteristics of these 
high performers as the ideal marketing organization profiles 
(e g , Doty, Glick, and Huber 1993, Drazin and Van de Ven 
1985, Venkatraman 1990) 

Profile deviation studies typically select the highest per- 
forming 10% or 1596 of businesses in a data set to calibrate 
ideal profiles (e g , Van de Ven and Drazin 1985, Venkatra- 
man and Prescott 1990) To select the appropriate number of 
top performers for our study, we examined scree plots of the 
marketing effectiveness (in testing Hj) and marketing effi- 
ciency (in testing H5) performance of the businesses 1n our 
data set These indicated a drop-off in performance after the 
top five marketing effectiveness performers and the top five 
marketing efficiency performers for each of the three strate- 
gic types Therefore, we selected the five highest marketing 
effectiveness performers of each strategic type to calibrate 
the ideal marketing organization profiles for effectiveness- 
maximizing businesses and the five highest marketing effi- 
ciency performers of each strategic type to calibrate the 
ideal marketing organization profiles for efficiency- 
maximizing businesses Consistent with marketing (eg, 
Ruekert and Walker 1987) and configuration theory predic- 
tions (eg, Тѕш 1990), we found that only one firm was 
identified as both a top effectiveness and efficiency per- 
former in our sample 

In testing Hj, we calculated the mean scores of the top 
marketing effectiveness performers for each strategic type on 
each of the seven marketing organization variables to form 
the ideal marketing organization profiles (e g , Venkatraman 
1989) For the remaining firms, we calculated the Euclidean 
distance of each firm from the ideal marketing organization 
profile for its strategic type across the seven dimensions, rep- 
resenting the seven marketing organization variables (ер, 
Drazin and Van de Ven 1985, Venkatraman 1990), as follows 


N 


Dist = >. (Xs = Xj), 


1 





TABLE 2 
Inter-Rater Congruence 
CME Mean 
Rater Rater Inter-Rater t-Value Inter-Rater 
Mean (S.D.) Mean (S.D.) Differencea (significance) Correlationb 
Centralization 257 (1 51) 242 (1 14) 15 67 (51) 65 
Formalization 5 10 (1 37) 544 ( 99) – 34 95 (35) -56 
Specialization 458 (1 62) 443 (1 19) 15 39 ( 70) 56 
Task complexity 470 ( 92) 497 (1 28) – 27 110 (29) 71 
Work group 
interdependence 4 00 (1 60) 342 (2 04) 58 86 (40) 58 
Specialized marketing 
capabilities 4 97 (1 05) 506 (1 15) — 09 28 ( 78) 55 
Architectural marketing 
capabilities 477 (1 19) 514 (1 10) -37 153 (14) 60 
Marketing effectiveness 526 (1 40) 553 (149) – 27 67 (51) 57 


alnter-rater difference is СМЕ mean score less GM mean score 


БАП correlations significant at p < 001 level 


Notes SD = standard deviation 
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where 
Х, = the score for a firm in the study sample on the jth 
.. dimension, 
X, = the mean for the ideal profile along the jth dimen- 
sion, and 


у = the number of profile dimensions (1, 2, , 7) 


This calculation provides a profile deviation score that 
represents the degree to which the marketing organization 
profile of each firm 1s similar to that of the ideal profile for 
its strategic type The profile deviation score for each firm 
was then regressed onto marketing effectiveness to test H; 
Because the trucking industry 15 а capital-intensive service 
business, ın which economies of scale may be expected to 
affect performance (е g , Bharadwaj, Varadarajan, and Fahy 
1993, Boyer 1993, Silverman, Nickerson, and Freeman 
1997), we also included firm size, indicated by the natural 
logarithm of the number of employees, 1n our regression 
equations as a control variable (e g , Germain, Droge, and 
Daugherty 1994) We then repeated this procedure using the 
top marketing efficiency performers for each strategic type 
in calibrating ideal profiles, with the profile deviation scores 
of the remaining firms regressed onto marketing efficiency 
to test Н, 

For our hypotheses to be supported, empirical results 
should indicate that deviation from the ideal marketing orga- 
nization profile is negatively and significantly related to 
marketing effectiveness and positively and significantly 
related to marketing efficiency for each of the three strategic 
types (e g, Drazin and Van de Ven 1985, Gresov 1989) 3 
Assessing the power of these hypothesis tests requires com- 
paring the regression models containing deviation from the 
ideal marketing organization profile with regression models 
containing deviation from an alternative “nonideal” baseline 
profile (e g , Venkatraman 1989) Therefore, we randomly 
selected five firms of each strategic type for each of the per- 


3The difference in the directions of the relationships is due to our 
marketing eftectiveness measure running trom low to high Mar- 
keting efficiency 1s a ratio in which a smaller number represents 
greater efficiency 


formance dimensions, їп which the level of marketing orga- 
nization fit with strategic type was unknown We used these 
randomly selected firms to calibrate an alternate nonideal 
profile from which we calculated the deviation of the 
remaining firms (e g , Venkatraman and Prescott 1990) We 
then substituted the nonideal profile deviations into the 
regression models 1n place of the ideal profile deviations to 
enable comparisons 

Before testing the hypotheses, we first validated two 
assumptions implicit 1n our conceptualization Furst, consis- 
tent with configuration theory predictions and prior evi- 
dence that, when implemented appropriately, any one of the 
strategic types can lead to superior performance (ер, 
Conant, Mokwa, and Varadarajan 1990, Slater and Narver 
1993), we checked that marketing performance variations 
between firms in our data set were not simply a result of dif- 
ferences in strategic type We validated this assumption with 
analysis of variance tests that revealed no significant rela- 
tionship between strategic type and either marketing perfor- 
mance outcome Second, we checked that our ideal profiles 
correctly identified marketing organizations that contributed 
to superior performance by being configured in ways that fit 
the requirements of the business's strategic type—and not 
just those that were high performers regardless of their fit 
with strategic type We compared the marketing perfor- 
mance outcomes of deviation from two different ideal mar- 
keting organization profiles, one developed from firms of 
the same strategic type and one developed irrespective of the 
firm's stiategic type (e g , Venkatraman 1990) This analysis 
(Table 3) validates our second assumption by indicating that 
calibrating ideal marketing organization profiles within 
strategic-type groups produces stronger deviation term coef- 
ficients and greater explanatory power in the regression 
models 


Results 


As shown ın Table 4, the results of our hypothesis testing 
provide support for H;, which predicts that the more similar 
a business's marketing organization profile 1s to that of the 
ideal marketing organization for its strategic type, the 
greater ıs its marketing effectiveness Our marketing effec- 


TABLE 3 
Regression Models Using Within and Across Strategic-Type Ideal Profiles 





Dependent Variable 





Marketing Effectiveness 


Marketing Efficiency 





Within Strategic- Across Strategic- Within Strategic- Across Strategic- 

Independent Type Group Ideal Type Group Ideal Type Group Ideal Type Group Ideal 
Variables Profile Model Profile Model Profile Model Profile Model 
All Firms 

Profile deviation – 44“ — 39“ 29“ 12 

Firm size (log) 09 18* 22* 

R2 20 13 06 

F-value 19 49** 14 09** 8 39** 3 96** 
*p< 05 
“p< 01 
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TABLE 4 
Marketing Organization Fit with Strategic Type and Performance Regression Models 


Marketing Effectiveness 


Ideal Profile 

Independent Variables Models 
Prospectors 

Profile deviation – 42** 

Organization size (log) 23* 

R2 26 

F-value 6 12** 
Analyzers 

Profile deviation —64** 

Organization size (log) 18 

R2 41 

F-value 18 08** 
Defenders 

Profile deviation — 28* 

Organization size (log) = 11 

R2 09 

F-value 3 20* 
*p « 05 
**p « 01 


tiveness regression models show significant, negative coef- 
ficients for deviation from the effectiveness-maximizing 
ideal profile for businesses 1mplementing a prospector strat- 
egy (B =- 42, p= 008), an analyzer strategy (В = — 64, p= 
0001), and a defender strategy ( = — 28, p = 02) Confi- 
dence in the power of these tests is provided in the nonideal 
regression models that indicate no significant relationship 
between deviation from the nonideal profile and marketing 
effectiveness for any of the three strategic types 

In Н», we predicted that the more similar а business's 
marketing organization profile ts to that of the ideal market- 
ing organization for its strategic type, the greater 15 tts mar- 
keting efficiency This yielded mixed results We observed 
significant, positive coefficients 1n the models that regressed 
deviation from the efficiency-maximizing 1deal marketing 
organization profile against marketing efficiency in busi- 
nesses implementing a prospector strategy (В = 69, p = 
0002) and those pursuing a defender strategy (B = 33, p = 
02) However, in analyzer strategic types, the relationship 
between deviation from the ideal marketing organization 
profile and marketing efficiency, though 1n the expected 
direction, 15 insignificant (B = 24, p = 17) Confidence in 
the power of these tests 15 provided in the nonideal profile 
regression models that indicate no significant relationships 
between profile deviation and marketing efficiency 


Discussion and implications 


Our results indicate that organizing marketing activities in 
ways that fit the business's strategic type 18 associated with 
marketing effectiveness in each of the three strategic types 
and with marketing efficiency in firms pursuing prospector 
and defender strategies This provides empirical support for 


Dependent Variable 


Marketing Efficiency 


Nonideal Ideal Profile Nonideal 
Models Models Models 
-01 69** .22 
28 — 15 — 10 
08 46 07 
143 9 70** 92 
21 24 — 19 
—04 43* 40* 
04 15 12 
124 3 20* 2 78 
15 33" 16 
– 16 22 27" 
05 15 10 
155 398" 2 58 


strategic marketing theory predictions linking marketing 
organization fit with business strategy and marketing perfor- 
mance (е g , Walker and Rueckert 1987) Although the total 
variance explained in our regression equations 1s moderate 
(ranging from 9% to 46%), these values are in line with con- 
figuration studies in the management literature (e g , Doty, 
Glick, and Huber 1993, Powell 1992) The profiles of the 
ideal marketing organizations revealed in Appendix B are 
also broadly consistent with previously untested systems— 
structural theory propositions regarding structural differ- 
ences between firms implementing different strategic types 
(eg, Ruekert, Walker, and Roering 1985, Walker and 
Ruekert 1987) 

From a strategic marketing theory perspective, these find- 
ings highlight the rmportance of strategy implementation as a 
source of competitive advantage Our results indicate that 
marketing organization fit with strategic type, a key enabler of 
strategy implementation in marketing theory (e g, Bonoma 
1985, Walker and Ruekert 1987), is significantly associated 
with marketing performance In contrast, our data suggest that 
a business's strategic type alone is not significantly associated 
with marketing performance These findings are consistent 
with two central tenets of strategic marketing theory that have 
received only limited empirical attention. When implemented 
successfully, several different strategies can lead to superior 
performance (e g , Day and Wensley 1988), and the way mar- 
keting activities are organized ıs an important enabler of strat- 
egy implementation (e g , Walker and Ruekert 1987) 

Our findings also indicate the existence of important 
trade-offs between the effectiveness and efficiency dimen- 
sions of marketing performance (е g, Bonoma and Clark 
1988, Walker and Ruekert 1987) For example, we observed 
a negative correlation between marketing efficiency and 
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effectiveness in our data (Table 1) We found that of the 15 
top performers (5 for each strategic type) used to calibrate 
the ideal marketing organization profiles for each dimension 
of marketing performance, only one firm appeared as a top 
performer on both marketing effectiveness and marketing 
efficiency performance dimensions This highlights the need 
for researchers to specify and explore relationships involv- 
ing different dimensions of marketing performance in 
empirical research (eg, Clark 2000, Day and Wensley 
1988, Slater 1995) 

From a methodological perspective, our study demon- 
strates the utility of profile deviation approaches in assessing 
fit-performance relationships in strategic marketing theory 
Although these approaches have been adopted in the organi- 
zation theory and strategic management fields, they have not 
been used previously in the marketing literature. Profile devi- 
ation approaches enable researchers to assess fit in a way that 
is consistent with the multidimensional and holistic perspec- 
tives used in theorizing about marketing strategy By 
enabling multiple variables to be assessed simultaneously, 
this approach also enables researchers to more closely repre- 
sent the complex constructs and multiple contingencies faced 
by managers in the “real world" (e g , Gresov 1989) More 
traditional approaches, such as moderated regression analy- 
sis, slope analysis, and subgroup analysis, can be effective 1n 
assessing fit-performance relationships involving small 
numbers of variables However, these approaches are unable 
to effectively deal with the complex and holistic views of 
organization, strategy, and environment common to market- 
ing theory (e g , Drazin and Van de Ven 1985, Schoonhoven 
1981, Venkatraman and Camillus 1984) Therefore, the pro- 
file deviation approach offers an important theory-building 
and theory-testing method for marketing strategy research 

From a managerial perspective, our findings highlight 
the need for managers to understand the multiple variables 
that are important characteristics of the way marketing 
activities are arranged and the ways they must be configured 
to fit the implementation requirements of the firm's business 
strategy Although research on marketing organization has 
traditionally focused on the importance of fit between mar- 
keting organization and the served market (eg, Achrol 
1991, Day 1994), our findings indicate that to enhance per- 
formance, marketing organizations also must fit the busi- 
ness's strategic type (e g , Workman, Homburg, and Gruner 
1998) In designing marketing organizations to fit with busi- 
ness strategy, our research indicates that managers should 
not seek a single marketing organization template that will 
be both effective and efficient across different strategic types 
(see Aufreiter, George, and Lempres 1996, Ruekert, Walker, 
and Roering 1985) Rather, our findings suggest that man- 
agers should be guided by the business's strategic goals and 
the implementation needs of its strategic type in designing 
and managing their marketing organization (Walker and 
Ruekert 1987, Workman, Homburg, and Gruner 1998) 

Furthermore, the profile deviation method used in our 
study and the results we obtained may be useful to managers 
from a benchmarking perspective. Although benchmarking 
has been a popular management tool in areas such as opera- 
tions and quality management, its use in marketing is less 
common Benchmarking involves four key stages (1) iden- 
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tifying a firm or group of firms with superior performance, 
(2) calibrating the business processes or characteristics 
believed to be important ın creating superior performance 1n 
the benchmark firm, (3) identifying gaps between the bench- 
mark firm and the firm undertaking the benchmarking, and 
(4) developing and executing gap-closing :mprovement 
strategies to move closer to the benchmark (ер, Camp 
1989, Day 1994) The first three stages of this process are 
consistent with the profile deviation method outlined here 
Consultants and consortia of interested firms could use this 
approach to undertake detailed benchmarking studies Such 
studies would be able to validate the assumed lınk between 
superiority on a key business process or characteristic and 
superior performance and provide insights regarding the 
profile of the specific business processes or characteristics 
associated with superior performance 

For example, a trucking firm interested in benchmarking 
its marketing organization design could use our results as 
the basis of a rigorous benchmarking exercise because our 
study (1) identifies groups of firms that are particularly high 
performers, (2) calibrates their marketing organization pro- 
files, and (3) demonstrates that deviation from these market- 
ing organization profiles ıs associated with firm perfor- 
mance Having established that marketing organization fit 
with business strategy 1s an important driver of marketing 
performance, managers can use the profiles of the top- 
performing marketing organizations ın Appendix B to cali- 
brate their own marketing organization. Managers can dis- 
tinguish the appropriate benchmark for their firm by first 
identifying whether their firm emphasizes efficiency or 
effectiveness 1n its strategic goals and then comparing its 
business strategy with the strategy type descriptions in 
Appendix A For example, managers in a firm that empha- 
sizes efficiency goals with a business strategy conforming to 
the prospector strategy type could calibrate their marketing 
organization characteristics against those of similar top-per- 
forming firms in Appendix B to identify which particular 
marketing organization characteristics need to be changed to 
get closer to the benchmark profile that delivers superior 
marketing efficiency (see Day 1994) 


Limitations and Further Research 


As a result of trade-off decisions in research design, our study 
has several limitations First, the single industry setting of our 
study limits the generalizability of the findings Although 
such research designs are necessary to control for industry 
effects and isolate the fit-pertormance relationships of inter- 
est, studies 1n additional industries and multi-industry studies 
are needed to establish the generalizability of our findings 
Second, given the novelty of the approach adopted in our 
study, we were conservative in our marketing organization 
variable selection and measurement choices to ensure that our 
results would be robust "Therefore, we selected only those 
organizational characteristics that have been highlighted as 
important ın both configuration theory and marketing strategy 
studies, have well-established operationalizations to mını- 
mize measurement error, and are viewed as important by 
managers in our trucking industry context. Given the emer- 
gence of new virtual organizational forms (e g , network orga- 


nizations), the development of newer terms for some organi- 
zational phenomena (e g , *empowerment"), and the need for 
studies 1n additional 1ndustries, further research may need to 
examine different sets of marketing organization variables 

Third, we used an empirical approach to identify 1deal 
profiles in assessing marketing organization fit with strate- 
gic type This 15 a valid and appropriate research design 
choice in domains їп which existing knowledge 1s insuffi- 
cient to objectively estimate theoretically derived ideal pro- 
files However, another intriguing possibility suggested by 
the management literature 1s the use of “experts” to derive 
theory-based normative ideal profiles For example, Doty, 
Glick, and Huber (1993) collected questionnaire data from 
three of the primary researchers involved in the original 
development of Miles and Snow's (1978) strategic types to 
provide numerical estimates for theoretically derived ideal 
profiles of corporate characteristics appropriate for each 
strategic type In exploring fit relationships in marketing 
strategy domains їп which established theories are well 
accepted, future researchers may be able to similarly use 
data from the theory’s authors as a mechanism for develop- 
ing ideal profiles 

Fourth, although our study addresses the theoretically 
important but previously neglected question of fit between 
marketing organization and business strategy, we do not 
address the issue of the coalignment (or internal consis- 
tency) among the different marketing organization charac- 
teristics The relationships between the multiple variables 
that constitute the marketing organization are a theoretically 
interesting and managerially difficult issue on which there 
has been 11е theoretical or empirical work Having demon- 
strated the performance consequences of fit between mar- 
keting organization characteristics and business strategy, it 
1s now important to gain an understanding of how to coalign 
the multiple characteristics of marketing organizations to 
achieve such fit Managers need to understand how the var- 
1ous “levers” of marketing organization are connected to one 
another if they are to successfully configure marketing 
organizations capable of executing the firm’s business strat- 
egy in ways that deliver desired strategic goals This requires 
further research focused on the interrelationships between 
the multiple variables that are important characteristics of 
marketing organization 

Beyond these limitations, our results, which indicate that 
the relationship between marketing organization fit with 
strategic type and marketing performance varies across 


strategic types and between marketing performance dimen- 
sions, raise several questions for further research For exam- 
ple, our findings suggest a particularly strong relationship 
between marketing organization fit with strategy type and 
marketing efficiency ın prospector firms but weaker rela- 
tionships on both dimensions of performance for defender 
firms Although this could be connected with marketing 
having a more important role in implementing prospector 
strategies than defender strategies (е g , Walker and Ruekert 
1987), there 1s no theoretical reason that these relationships 
should be so varied across performance dimensions Srmi- 
larly, why does marketing organization fit with strategic 
type have a greater impact on marketing effectiveness in 
analyzers than 1n either prospector or defender types, but no 
significant impact on analyzer's marketing efficiency? The 
literature identifies the analyzer strategy type as difficult to 
execute successfully because of the conflicting demands of 
the simultaneous internal and external orientation required 
(e g , Slater and Narver 1993) However, there 15 no obvious 
reason that this should result in such different relationships 
between marketing organization fit with the analyzer strat- 
egy type and the effectiveness and efficiency dimensions of 
marketing performance Given the importance of these 
questions to managers engaged in designing and managing 
marketing organizations, understanding the reasons for 
these different relationships 1s a priority for further research 


Conclusion 


Holistically framed fit-performance relationships involving 
strategy, organization, and environment are central to strate- 
gic marketing theory but are rarely assessed ın empirical 
research (e g, Day 1999, Walker and Ruekert 1987) We 
demonstrate that by drawing on configuration theory con- 
ceptualizations and methodological tools, many of these fit— 
performance relationships can be empirically assessed in 
ways that match their multidimensional conceptualization 
and holistic framing As an example, our results indicate that 
organizing marketing activities in ways that fit business’s 
Strategy type can form a significant source of competitive 
advantage (e g , Walker and Ruekert 1987) Given the impor- 
tance of fit-performance relationships in strategic marketing 
theory and managers’ interest 1п identifying such valuable 
sources of competitive advantage, additional studies of this 
type are clearly needed to enhance marketing strategy schol- 
ars’ contribution to theory development and practice 


APPENDIX A 
Constructs and Measurement Items 





Centralization (seven-point scale with “strongly disagree” 
and “strongly agree” as anchors) 
Source Jaworski and Kohli (1993) 
The following questions concern how decisions are made 
in your marketing organization 
How strongly do you agree or disagree with each of the 
following statements about your marketing organization? 
eThere can be little action taken in the marketing organi- 
zation until a supervisor makes a decision 
eA person who wants to make his or her own decisions 
would be quickly discouraged in the marketing 
organization 


eEven small matters have to be referred to someone with 
more authority for a final decision 

eAny decision a person in the marketing organization 
makes has to have his or her boss’s approval 


Formalization (seven-point scale with “strongly disagree” 
and “strongly agree” as anchors) 

Source Deshpande and Zaltman (1982) 

The following questions concern the impact of work rules 
used in your marketing organization 

How strongly do you agree or disagree with each of the 
following statements about your marketing organization? 
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Continued 
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eMost people in the marketing organization follow written 
work rules for their job 

eHow things are done in the marketing organization is 
never left up to the person doing the work 

ePeople in the marketing organization are allowed to do 
almost as they please when performing their work (RS) 


Specialization (seven-point scale with "strongly disagree” 
and "strongly agree" as anchors) 
Source Doty, Glick, and Huber (1993) 
The following questions concern job responsibilities and 
skills within your marketing organization 
How strongly do you agree or disagree with each of the 
following statements about your marketing organization? 
eMarketing personnel tn this firm have very specific job 
responsibilities 
eMost marketing employees have jobs that require spe- 
cial skills 
eStandardized training procedures exist for marketing 
jobs (RS) 
eWritten position descriptions are provided to marketing 
specialists 


Specialized Marketing Capabilities (seven-point scale 
with “not very well” and “very well” as anchors) 

Source New Scale 

How well does your organization perform the following 
activities relative to competitors 

eadvertising and promotion 

epublic relations 

epersonal selling 

epricing 

enew product/service development 


Architectural Marketing Capabilities (seven-point scale 
with “not very well” and “very well” as anchors) 

Source New Scale 

How well does your organization perform the following 
activities relative to competitors 

«environmental scanning 

emarket planning 

emarketing skill development 

emarketing implementation 


Task Complexity (seven-point scale with “not at all” and “to 
a great extent” as anchors) 
Source Doty, Glick, and Huber (1993) 
To what extent 
eis the work that people in the marketing organization do 
the same from day to day? 
edoes the work move among the marketing work groups 
in a sequential manner? 
eis there a clearly known way to do the major types of 
work that marketing work groups deal with? 
edo marketing employees tend to perform the same tasks 
in the same way? 
eis there an understandable sequence of steps that can 
be followed to perform most marketing tasks? 


Work Group Interdependence (seven-point scale with “not 
at all” and “to a great extent” as anchors) 

Source Van de Ven, Delbecq, and Koenig (1976) 

To what extent does the flow of work in the department 
reflect the diagram below, in which work comes into the 
department and different subunits diagnose, problem solve, 
and work together as a group at the same time? 


Notes (RS) = reverse scoring 
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Materials, customer orders, and information 
enter the marketing department 


yoy 4 d 


Subunit 





Subunit 


Subunit 
4 


3 


ee eee 


Services and information leave the marketing department 


Strategic Types 

Source McKee, Varadarajan, and Pride (1989) 

The following descriptions characterize equally effective 
strategies that organizations can use to position themselves 
relative to their competition Please select the description 
that you feel best characterizes your firm today 


Prospector Strategy This business unit typically operates 
within a broad product-market domain that undergoes 
periodic redefinition The business unit values being “first 
in" m new product and market areas even if not all these 
efforts prove to be highly profitable This organization 
responds rapidly to early signals concerning areas of 
opportunity, and these responses often lead to a new round 
of competitive actions However, this business unit may not 
maintain market strength in all areas it enters 


Analyzer Strategy This business unit attempts to maintain 
a stable, limited line of products or services while moving 
quickly to follow a carefully selected set of the more 
promising new developments in the industry This 
organization ts seldom “first in" with new products and 
services However, by carefully monitoring the actions of 
major competitors in areas compatible with its stable 
product-market base, this business unit can frequently be 
“second in" with a more cost-efficient product or service 


Defender Strategy This business unit attempts to locate 
and maintain a secure niche in a relatively stable product or 
service area The business unit tends to offer a more 
limited range of products or services than competitors, and 
it tries to protect its domain by offering higher quality, 
superior service, lower prices, and so forth Often, this 
business unit ıs not at the forefront of developments in the 
industry It tends to ignore industry changes that have no 
direct influence on current areas of operation and 
concentrates instead on doing the best job possible in a 
limited area 


Marketing Effectiveness (seven-point scale with "not very 
well" and "very well" as anchors) 
How well has your firm achieved its goals in terms of 
emarket share growth 
esales growth 
emarket position 


Marketing Efficiency (objective data from TTS database) 
Marketing and selling expenses/gross revenue 


APPENDIX B 
Ideal Marketing Organization Profile Mean Scores 





Prospector Firms Analyzer Firms Defender Firms 
Marketing Organization 


Characteristics 


Marketing Marketing Marketing Marketing Marketing Marketing 
Effectiveness Efficiency Effectiveness Efficiency Effectiveness Efficiency 











Centralization 2 25 230 210 210 3 50 375 
Formalization 467 433 5 47 553 600 528 
Specialization 575 445 5 50 465 415 333 
Task complexity 4 04 384 524 4 00 5 12 447 
Work group interdependence 3 00 400 4 40 3 00 4 00 3 33 
Specialized marketing capabilities 424 370 562 353 4 00 362 
Architectural marketing capabilities 4 76 434 538 3 81 444 325 
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review, Differential incongruity of schemes and tropes, Hypothe- 
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The Effect of Novel Attributes on Product Evaluation. Ashesh 
Mukherjee and Wayne D Hoyer, Journal of Consumer Research, 
28 (December 2001), pp 462-72 [Literature review, Hypotheses, 
Two studies, Effects, Complexity and search, Attribute informa- 
tion, Benefits, Learning-cost inferences, Statistical analysis, Mar- 
keting implications ] 24 
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and Memory at a Stock Show and Rodeo. Lisa Penaloza, Jour- 
nal of Consumer Research, 28 (December 2001), рр 369-98 
[Theoretical discussion, Data collection (field notes, personal 
interviews, photographs), Cultural production processes, Levels 
(consumer behavior, situational positioning, subcultural interac- 
tions, market interactions), Assessment, Implications ] 25 


Walking the Hedonic Product Treadmill: Default Contrast and 
Mood-Based Assimilation in Judgments of Predicted Happi- 
ness with a Target Product. Rajagopal Raghunathan and Julie R 
Irwin, Journal of Consumer Research, 28 (December 2001), pp 
355-68 [Literature review, Hypotheses, Three studies, Impacts, 
Product context characteristics (pleasantness, sequence, domain 
match, context set size), Statistical analysis ] 26 


Factors Affecting Encoding, Retrieval, and Alignment of Sen- 
sory Attributes in a Memory-Based Brand Choice Task. Stew- 
art Shapiro and Mark T Spence, Journal of Consumer Research, 
28 (March 2002), pp 603-17 [Literature review, Hypotheses, Two 
studies, Competing brands of stereos, Evaluative criterta, Scheme 
to rate criteria, Product trial, Impacts, Decision performance] 27 


Scripted Thought: Processing Korean Hancha and Hangul in a 
Multimedia Context. Nader T Tavassolt and Jin К Han, Journal 
of Consumer Research, 28 (December 2001), pp 482-93 [Discus- 
sion, Hypotheses, Three experiments examine contextual interfer- 
ence from auditory and visual stimuli, relational memory between 
brand names and auditory and visual brand identifiers, and two 
qualitative processing outcomes, serial-order memory and spatial- 
relational memory ] 


Consumer Value Systems in the Age of Postmodern Fragmen- 
tation: The Case of the Natural Health Microculture. Craig J 
Thompson and Maura Troester, Journal of Consumer Research, 28 
(March 2002), pp 550-71 [Theoretical discussion, Model presen- 
tation, Phenomenological interviewing, Consumer articulations 
(making connections), mindtulness, flexibility, harmonious bal- 
ance), Assessment, Implications ] 29 


Can Mixed Emotions Peacefully Coexist? Patti Williams and 
Jenner L Aaker, Journal of Consumer Research, 28 (March 
2002), pp 636-49 [Literature review, Hypotheses, Three experi- 
ments, Duality and the propensity to accept it, Comparisons, Anglo 
and Asian Americans, Older and younger adults, Happiness and 
sadness, Felt discomfort, Statistical analysis, Theoretical tmplica- 
tions ] 30 


Marketplace Metacognition and Social Intelligence. Peter 
Wright, Journal of Consumer Research, 28 (March 2002), pp 
677-82 [Literature review, People’s beliefs about their own men- 
tal states and the mental states, strategies, and intentions of others 
as these pertain directly to the social domain of marketplace inter- 
actions, Impacts, Evolutionary psychology, Theory of mind, Mul- 
tiple life-span intelligences, Everyday persuasion knowledge, 
Assessment ] 31 


Dynamic Customer Relationship Management: Incorporating 
Future Considerations into the Service Retention Decision. 
Katherine М Lemon, Тапу Barnett White, and Russell 5 Winer, 
Journal of Marketing, 66 (January 2002), pp 1-14 [Discussion, 
Model of keep/drop decision, Hypotheses, Two studies, Expected 
tuture use and anticipated regret influence service retention deci- 
sion, Statistical analysis, Theoretical and marketing implications ] 
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Passing the Torch: Intergenerational Influences as a Source of 
Brand Equity. Elizabeth $ Moore, William L Wilkie, and 
Richard J Lutz, Journal of Marketing, 66 (April 2002), pp 17-37 

[Literature review, Two studies, Mother-daughter dyads, Impacts, 
Product category, Brand level, Forms they take, Way they have 
developed, Factors that sustain or disrupt them, Assessment, Man- 
agerial implications ] 33 


Consumer Trust, Value, and Loyalty in Relational Exchanges. 
Deepak Sirdeshmukh, Jagdip Singh, and Barry Sabol, Journal of 
Marketing, 66 (January 2002), pp 15-37 [Model proposal and test- 
ing, Service contexts, Hypotheses, Survey of households, Impacts, 
Frontline employees and management policies and practices (oper- 
ational competence and benevolence, problem solving orientation), 
Statistical analysis, Implications ] 34 


The Moderating Role of Commitment on the Spillover Effect of 
Marketing Communications. Rohini Ahluwalia, H Rao Unnava, 
and Robert E Burnkrant, Journal of Marketing Research, 38 
(November 2001), pp 458-70 [Literature review, Beliefs related 
to attributes not contained in the message, Hypotheses, Three 
experiments, Impacts, Positive and negative information, Statisti- 
cal analysis ] 35 


Understanding Reference-Price Shoppers: A Within- and 
Cross-Category Analysis. Tulin Erdem, Glenn Mayhew, and Bao- 
hong Sun, Journal of Marketing Research, 38 (November 2001), 
pp 445-57 [Literature review, Hypotheses, Scanner-panel data, 
Brand choice, Sensitivity, Gains and losses, Sociodemographics, 
Use of models with continuous, correlated multivariate distribu- 
tions, Statistical analysis, Managertal implications ] 36 


The Differential Impact of Goal Congruency on Attitudes, 
Intentions, and the Transfer of Brand Equity. Ingrid M Martin 
and David W Stewart, Journal of Marketing Research, 38 
(November 2001), pp 471-84 [Literature review, Brand schema 
and concept consistency, Feature-, usage-, and goal-based similar- 
ity, Structural equation models, Product contexts (goal congruent, 
moderately and extremely goal-incongruent), Statistical analysis, 
Theoretical and practical implications ] 37 


Search and Alignment in Judgment Revision: Implications for 
Brand Positioning. Michel Tuan Pham and A У Muthukrishnan, 
Journal of Marketing Research, 39 (February 2002), рр 18-30 
[Literature review, Model presentation, Hypotheses, Four ехреп- 
ments, Abstract versus attribute-specific positioning, Specific ver- 
sus general challenges, Ditterential effectiveness, Statistical 
analysis ] 38 


Elderly Latinos in the United States: What Do They Know and 
Think About HIV/AIDS? Susan Y McGorry and Judith М 
Lasker, Journal of Nonprofit and Public Sector Marketing, 9 (No 
3, 2001), pp 89-103 [Discusston, National Health Interview Sur- 
vey, Knowledge, Susceptibility, Comparisons, Young versus older 
Latinos and non-Latinos, Assessment ] 39 


Hedonic and Utihtarian Motivations for Online Retail Shop- 
ping Behavior. Terry L Childers, Christopher L Carr, Joann Peck, 
and Stephen Carson, Journal of Retailing, 77 (Winter 2001), pp 
511-35 [Literature review, Model development and testing, 
Hypotheses, Two studies, Impacts, Navigation, Convenience, Sub- 
experience, Usefulness, Ease of use, Enjoyment, Interrelationships, 
Statistical analysis ] 40 


Experimental Choice Analysis of Shopping Strategies. Peter 
TL Popkowsk: Leszczye and Harry Timmermans, Journal of 
Retailing, 77 (Winter 2001), рр 493-509 [Model presentation, 
Retail tormats, Conjoint choice experiment, Cross-effects univer- 
sal logit model, Statistical analysis, Managerial implications, 
Canada ] 41 


1.2 Legal, Political and Economic Issues 
See also 163, 170, 171, 172 


Value-Building Growth: А Canadian Challenge. Dean Hillier 
and Tim MacDonald, Ivy Business Journal (Canada), 66 (Novem- 
ber/December 2001), pp 37-45 [Discussion, Value growth matrix 
(simple growers, value growers, under-performers, profit seekers), 
Global financial services, Strategic growth gaps, Assessment] 42 


Look for Disruptions in Imports. Tom Stundza, Purchasing, 130 
(October 4, 2001), рр 24B20-24B26 [Government investigation, 
Impacts, Steel imports, Appeal, European Union and Japan, Costs, 
Price declines, Competition from mini-mills, Assessment ] 43 


Activists Press Access Issues. Susan Reda, Stores, 83 (September 
2001), pp 28-30, 32 [Discussion, Mobility challenges, Americans 
with Disabilities Act, Court decisions, Retailer concerns, Differing 
interpretations, Spacing, Fixtures, Key promotional periods, Pro- 
active, Guidelines ] 44 


1.3 Ethics and Social Responsibility 
See also 44, 162, 206 


Ethical Climate’s Relationship to Job Satisfaction, Organiza- 
tional Commitment, and Turnover Intention in the Salesforce. 
Charles Н Schwepker, Jr , Journal of Business Research, 54 (Octo- 
ber 2001), рр 39-52 [Literature review, Hypotheses, Survey of 
salespeople, Perceptions of a positive ethical climate are positively 
associated with job satisfaction апа organizational commitment, 
Statistical analysis, Implications ] 45 


Gaining from a Giving Relationship: A Model to Examine 
Cause-Related Marketing’s Effect on Salespeople. Brian V Lar- 
son, Journal of Nonprofit and Public Sector Marketing, 8 (No 4, 
2001), pp 31—43 [Literature review, Hypotheses, Impacts, Per- 
ceived fit of relationship partners, Representative tenure, Assess- 
ment, Implications ] 46 


Big Three Boost Diversity Buy. David Hannon, Purchasing, 130 
(August 9, 2001), pp 31-32, 34-38 [Minority supplier develop- 
ment, Recruiting efforts, Mentoring programs, Standardized 
requirements, Online inttiatives, Examples, Automobile industry ] 
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2. MARKETING FUNCTIONS 


2.1 Management, Planning, and Strategy 


See also 34, 42, 45, 47, 82, 85, 86, 89, 90, 91, 92, 95, 100, 109, 
112, 114, 115, 124, 131, 132, 133, 144, 148, 150, 152, 155, 156, 
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All in a Day's Work. Harvard Business Review, 79 (December 
2001), рр 54-58, 60, 62-64, 66 [Roundtable discussion on lead- 
ership, Can leadership be taught?, Are its skills portable?, What 
makes a leader?, How do the most effective leaders invest their 
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Skate to Where the Money Will Be. Clayton M Christensen, 
Michael Raynor, and Matt Verlinden, Harvard Business Review, 79 
(November 2001), рр 72-81 [Discusston, Product lite cycles, 
Integrated companies, Customer satisfaction, Disruptive technolo- 
gies model, Dis-integration, Value chain, Profit shifts, Examples ] 
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Primal Leadership: The Hidden Driver of Great Performance. 
Daniel Goleman, Richard Boyatzis, and Annie McKee, Harvard 
Business Review, 79 (December 2001), pp 42-51 [Management 
styles, Brain science, Emotional intelligence, Moods, Skills, Self- 
discovery, Reinvention, Guidelines ] 50 


The Real Reason People Won't Change. Robert Kegan and Lisa 
Laskow Lahey, Harvard Business Review, 79 (November 2001), 
рр 84—92 [Discussion, Change-resistant employees, Diagnosing 
immunity to change, Competing commitments, Perceptions, Big 
assumptions, Examples ] 51 


Insights into Relationship Structures: The Australian Alu- 
minum Industry. Michael Р Donnan and James M Comer, Indus- 
trial Marketing Management, 30 (April 2001), pp 255-69 [Liter- 
ature review, Impacts, Parent companies, Host governments, 
Different organizations and plants often separated by substantial 
geographic distances, Technical links, Interlevel relationships, 
Examples ] 52 


Managing Culturally Diverse Buyer-Seller Relationships: The 
Role of Intercultural Disposition and Adaptive Selling in Devel- 
oping Intercultural Communication Competence. Victoria D 
Bush, Gregory M Rose, Faye Gilbert, and Thomas N Ingram, 
Journal of the Academy of Marketing Science, 29 (Fall 2001), pp 
391—404 [Model presentation, Hypotheses, Survey of marketing 
executives, Measures, Empathy, Worldmindedness, Ethnocentrism, 
Attributional complexity, Adaptive selling, Stress, Relationships, 
Communication style, Statistical analysis, Implications ] 53 


Customer Mind-Set of Employees Throughout the Organiza- 
tion. Karen Norman Kennedy, Felicia С Lassk, and Jerry R 
Goolsby, Journal of the Academy of Marketing Sctence, 30 (Spring 
2002), рр 159-71 [Literature review, Hypotheses, Survey of mar- 
keting and quality professionals, Scale development, Extent to 
which an individual employee believes that understanding and sat- 
isfying customers, whether internal or external to the organization, 
1s central to the proper execution of his or her Job, Statistical analy- 
515 ] 54 


Alliance Competence, Resources, and Alliance Success: Con- 
ceptualization, Measurement, and Initial Test. C Jay Lambe, 
Robert E Spekman, and Shelby D Hunt, Journal of the Academy 
of Marketing Science, 30 (Spring 2002), pp 141-58 [Literature 
review, Model presentation, Hypotheses, Survey data gathered 
from alliances, Measures, Joint senior management commitment, 
Joint alliance competence, Idiosyncratic resources, Complemen- 
tary resources, Joint alliance success, Interactions, Statistical 
analysis, Implications ] 55 


The Influence of Complementarity, Compatibility, апа Rela- 
tronship Capital on Alliance. Performance. MB Sarkar, Raj 
Echambadi, S Tamer Cavusgil, and Preet S Aulakh, Journal of the 
Academy of Marketing Science, 29 (Fall 2001), pp 358-73 [Liter- 
ature review, Model presentation, Hypotheses, Survey ot interna- 
tional construction contracting firms, Complementarity ın partner 
resources and compatibility ın cultural and operational norms have 
different direct and indirect etfects on alliance pertormance, Impli- 
cations ] 56 


Escalation of Commitment During New Product Development. 
Jeffrey B Schmidt and Roger J Calantone, Journal of the Acad- 
ету of Marketing Science, 30 (Spring 2002), pp 103-18 [Litera- 
ture review, Hypotheses, Experiment, Managers who initiate a pro- 
ject are less likely to perceive it 1s failing, are more committed to 
it, and are more likely to continue funding it than managers who 
assume leadership after a project is started, Statistical analysis ]57 


Lessons from the Tech Collapse. Michael A Podsedly, Journal of 
Business Forecasting, 21 (Spring 2002), рр 20-23, 28 [Discus- 
sion, Traditional tools are ineffective, Reluctant to accept a change, 
Proper perspective in conducting analysis, “Scenario Planning 
Lite”, Assessment ] 58 


Collaborative Forecasting: An Intra-Company Perspective. 
John E Triantis, Journal of Business Forecasting, 22 (Winter 
2001-02), pp 13-15 [Discussion, Combines people with data, 
knowledge, and expertence, Forecast ownership, Participant’s role, 
Establishing the process, Success factors, Determining whether the 
process is in place, Consequences of non-collaborattve forecasting, 
Guidelines ] 59 


Lessons Learned from Implementing Forecasting and Plan- 
ning Systems. Jeriad Zoghby, Journal of Business Forecasting, 21 
(Spring 2002), рр 17-18 [Discussion, Factors, Buy industry spe- 


сїйс forecasting system, No turnkey applications, Consultants are 
not the experts, Have an in-house expert, Good preparation, Need 
for robust solutions, automatic tasks, and future planning, Accurate 
forecasting models, Assessment ] 60 


The Indirect Effects of Organizational Controls on Salesperson 
Performance and Customer Orientation. Ashwin W Joshi and 
Sheila Randall, Journal of Business Research, 54 (October 2001), 
pp 1-9 [Discussion, Conceptual model, Hypotheses, Survey of 
salespeople, Variables, Controls (output, process, professional, 
organizational), Task clarity, Affective commitment, Performance, 
Customer orientation, Interactions, Statistical analysis, Managertal 
1mplications ] 61 


Demystifying Advertising Investments. Lee Mergy and D Stew- 
art Lade, Journal of Business Strategy, 22 (November/December 
2001), pp 18-22 [Discussion, Value-based approach, Maximizing 
financial returns, Factors (brand's overall profitability, profitable 
segments, alternative strategies, value creation of each alternative, 
calculating return on investment, refine strategic alternatives), 
Assessment ] 62 


Creating Business Value Through Intangibles. Willy А Suss- 
land, Journal of Business Strategy, 22 (November/December 
2001), pp 23-28 [Discussion, Resources (financial assets, mar- 
keting, human, and organizational capital, tıme- and life-cycles), 
Management framework, Impacts, Revenues and income, Perfor- 
mance measurement, Assessment ] 63 


Managing Business-to-Business Customer Relationships Fol- 
lowing Key Contact Employee Turnover m a Vendor Firm. 
Neeli Bandapudi and Robert Р Leone, Journal of Marketing, 66 
(April 2002), рр 83-101 [Literature review, Propositions, Depth 
interviews and surveys, What customers value, Criticality of key 
contact employees, Acceptability of replacements, Transition pro- 
cedures, Employee information sharing, Assessment, Theoretical 
and managerial information ] 64 


Riding the Saddle: How Cross-Market Communications Can 
Create a Major Slump ın Sales. Jacob Goldenberg, Bara К 
Libat, and Eitan Muller, Journal of Marketing, 66 (April 2002), pp 
1-16 [Literature review, Three studies, Sales patterns, "Saddle" 
effect, Dual market symptom, Early and main market adopters, 
Cellular automata model, Conditions under which the saddle 
occurs, Statistical analysis, Consumer electronics industry ] 65 


A Configurational Perspective on Key Account Management. 
Christian Homburg, John P Workman, Jr, and Ove Jensen, Jour- 
nal of Marketing, 66 (April 2002), pp 38-60 [Literature review, 
Integrative conceptualization, Constructs (activities, actors, 
resources, approach formalization), Survey of business-to-business 
sectors, Cross-industry, Cross-national, Performance outcomes, 
Statistical analysis, Managerial implications, US, Germany] 66 


Free Cash Flow, Agency Costs, and the Affordability Method of 
Advertising Budgeting. Kissan Joseph and Vernon J Richardson, 
Journal of Marketing, 66 (January 2002), pp 94-107 [Literature 
review, Model presentation, Hypothesis, Study of firms (Compus- 
tat database), The proportion of free cash flow will decrease, then 
increase, and finally decrease again with the fraction of manage- 
ment ownership, Statistical analysts, Theoretical and managerial 
implications ] 67 


Role Stress and Effectiveness ın Horizontal Alliances. Arne 
Nygaard and Robert Dahlsrom, Journal of Marketing, 66 (Арп! 
2002), pp 61-82 [Literature review, Model presentation, Organı- 
zational outcomes, Hypotheses, Survey ot managers, Measures, 
Transaction-specific assets, Communication modality, Role stress, 
Competence, Customer satisfaction, Contributions to sales, Coor- 
dinated bargaining ettorts, Statistical analysis, Theoretical and 
managerial implications, Norway ] 68 
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The Value Relevance of Brand Attitude in High-Technology 
Markets. David A Aaker and Robert Jacobsen, Journal of Mar- 
keting Research, 38 (November 2001), pp 485-93 [Literature 
review, Model estimation, Mathematical equations, Data collec- 
tron, Stock return, Accounting performance, Potential drivers (new 
products, product problems, change in top management, competi- 
tor and legal actions) ] 69 


Is the First to Market the First to Fail? Empirical Evidence for 
Industrial Goods Businesses. William T Robinson and Sung- 
wook Min, Journal of Marketing Research, 39 (February 2002), 
pp 120-28 [Literature review, Model specification, Hypotheses, 
Study of market pioneers and early followers, Pioneer’s temporary 
monopoly over early followers plus first-mover advantages typi- 
cally offset the survival risks associated with market and techno- 
logical uncertainties, Statistical analysis ] 70 


Toward a Customer-Orientation and a Differentiated Position 
ш а Nonprofit Organization: Using the 5th P-People. Vaughan 
C Judd, Journal of Nonprofit and Public Sector Marketing, 9 (No 
1 and 2, 2001), pp 5-17 [Literature review, Impacts, Employees, 
Managing people-power (contractors, modifiers, influencers, 150- 
lateds, all people), Market strategy, Marketing mixes, Assessment ] 
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An Entrepreneurial Perspective on the Marketing of Charities. 
Michael Н Morris, Pierre R Berthon, Leyland Е Pitt, Marie E 
Murgolo-Poore, and Wendy F Ramshaw, Journal of Nonprofit and 
Public Sector Marketing, 9 (No 3, 2001), pp 75-87 [Cause mar- 
keting, Entrepreneurship (definition, dimensions, frequency, inten- 
sity, process), Obstacles (systems, structure, strategic directton, 
policies and procedures, people, culture), Assessment ] 72 


Making the Most of Uncertainty. Hugh Courtney, McKinsey 
Quarterly, (Fourth Quarter 2001), pp 38-47 [Discussion, Shape- 
or-adapt choices, Levels of residual uncertainty (clear enough 
future, alternative futures, range of futures, true ambiguity), Exam- 
ples ] 


Who Gets Paid the Most? Purchasing, 130 (December 15, 2001), 
pp 15-16, 18 [Study, Titles shift to higher levels, Electronic buy- 
ing, Trends (age, experience, supervisory role, bonus, options, edu- 
cation, certification), Assessment ] 74 


Supply Chain Stress: Coping with Professional Pressures. 
William Atkinson, Purchasing, 130 (October 18, 2001), pp 20-22 
[Discussion, Procurement, Workplace stress (time, situational, 
encounter, anticipatory), Need to focus on physical health, Percep- 
tions of stress, Recommendations ] 75 


Smooth Takeoff. Betsy Cummings, Sales and Marketing Manage- 
ment, 153 (October 2001), рр 34—38, 40 [Turnaround manage- 
ment, Airline industry, Employee motivation, Impacts, Customer 
service, Projected revenues, Case study ] 76 


Steering New Sales. Ron Donoho, Sales and Marketing Manage- 
ment, 153 (November 2001), pp 30-35 [Management styles, Lux- 
ury cars, Market strategy, Target markets, Advertising campaigns, 
Case study, UK ] 77 


2.2 Retailing 


See also 9, 10, 11, 40, 41, 44, 94, 96, 99, 102, 106, 119, 162, 172, 
198, 207, 208 


The Influence of Multiple Store Environment Cues on Per- 
ceived Merchandise Value and Patronage Intentions. Julie 
Baker, A Parasuraman, Dhruv Grewal, and Glenn B Voss, Journal 
of Marketing, 66 (April 2002), рр 120-41 [Model presentation, 
Hypotheses, Two experiments, Factors (social, design, ambient), 
Store choice perceptions (service and merchandise quality, pricing, 
time/ettort and psychic cost), Statistical analysis, Implications 178 


Multi-Channel Retailers Increasingly Rely on Internet-Based 
Kiosks to Bridge Gap Between Channels Timothy Р Hender- 


son, Stores, 83 (October 2001), pp 28-30 [Discussion, Imple- 
mentation, Technology advancements, Age groups, Consumer 
behavior, Value, Assessment ] 79 


Customer E-Mail Adds to the Complexity of Managing Cus- 
tomer Relationships. Susan Reda, Stores, 83 (August 2001), pp 
55—56, 58 [Discussion, Full integratron, Problems, Prompt and 
correctly answered responses, Need for standards, Contact-center 
software, Examples ] 80 


Despite Economic Slowdown, Retailers Press Ahead with IT 
Spending Plans. Susan Reda, Stores, 83 (July 2001), pp 47-48, 
50 [Discusston, Information technology projects, Short-term tacti- 
cal inttiatives, Website integration, Applications that enable retail- 
ers to manage their supply base and spending through collabora- 
tion, Creating. sustainable demand, Competitive pressures, 
Examples ] 81 


Thorough Background Screening Seen as Vital Step in Retail 
Hiring Process. David P Schulz, Stores, 83 (October 2001), pp 
80-81 [Discussion, Factors, Employment records, Multiple tnter- 
views, Theft database, Credit reports, Assessment, Guidelines ] 82 


2.3 Channels of Distribution 
See also 53, 64, 79, 90, 96, 105, 133, 137, [62 


Industrial. Marketing Management, 30 (February 2001), pp 
101—253 [Eleven articles on partnering with resellers 1n business 
markets, Models, Web-based software, Perceived value, Supplier 
behaviors, Conceptualizing and operationalizing the value chain, 
Partnership formation, Bunding and maintaining relationships, 
Supply chain management, Integration of logistics in marketing, 
Electronic commerce and network perspectives, Alienation in dis- 
tribution channel, Cross cultural relationships, Impacts of antitrust 
guidelines on competition ] 83 


Antecedents of Commitment and Trust in Customer-Supplier 
Relationships in High Technology Markets. Ko de Ruyter, Luci 
Moorman, and Jos Lemmink, Industrial Marketing Management, 
30 (April 2001), pp 271-86 [Literature review, Model develop- 
ment, Hypotheses, Two studies, Effects, Characteristics. (offer, 
relationship, market), Relationship building blocks, Loyalty имеп- 
tion, Statistical analysis, Implications, The Netherlands ] 84 


The Determinants of Commitment in the Distributor-Manu- 
facturer Relationship. Lester Е Goodman and Paul A Dion, 
Industrial Marketing Management, 30 (April 2001), pp. 287—300 
[Discussion, Model, Hypotheses, Survey of high-tech distributors, 
Impacts, Dependence and power, Manufacturer's strengths, Antic- 
tpation of trust, Effective communications, Idiosyncratic 1nvest- 
ments, Ease of sale, Product salability, Statistical analysis, Man- 
agerial implications ] 85 


Two Sides to Attitudinal Commitment: The Effect of Calcula- 
tive and Loyalty Commitment on Enforcement Mechanisms in 
Distribution Channels. David 1 Gilliland and Daniel С Bello, 
Journal of the Academy of Marketing Science, 30 (Winter 2002), 
pp 24-43 [Literature review, Model development, Hypotheses, 
Survey of manufacturers, Impacts, Relative dependence, Pledges 
of exclusivity and investments, Distributor’s pledges of invest- 
ments, Manufacturer’s trust, Contractual and social enforcement 
mechanisms, Statistical analysis, Managerial implications ] 86 


The Manufacturer-Retailer-Consumer Triad: Differing Per- 
ceptions Regarding Price Promotions. Page Moreau, Aradhna 
Krishna, and Ban Harlam, Journal of Retailing, 77 (Winter 2001), 
pp 547-69 [Discussion, Conceptual framework, Three surveys, 
Relationships (channel, market research, ivory tower, community), 
Industry and motivational knowledge, Statistical analysis, Man- 
авепа! implications ] 87 


Managing Retail Channel Overstock: Markdown Money and 
Return Policies. Andy А Tsay, Journal of Retailing, 77 (Winter 


2001), pp 457-92 [Literature review, Mode] development, Propo- 
sitions, Mathematical equations, Retail, wholesaler, and retailer’s 
salvage price per unit, Goodwill loss per unit of retail stockout, 
Amount ordered, Stochastic demand, Numerical example ] 88 


2.4 Electronic Marketing 
See also 2, 9, 277, 40, 83, 129, 132, 149, 166, 194, 205 


Combining On-Line and Off-Line Marketing Strategies. S 
Ramesh Kumar, Ivy Business Journal (Canada), 66 
(November/December 2001), pp 14-16 [Discussion, Parameters 
(type of product and type of consumer), Categories (hopefuls, 
brand tasters, life consumers, brand [D), Examples ] 89 


The Market Valuation of Internet Channel Additions. Inge 
Geyskens, Кап Grelens, and Мапик С Dekimpe, Journal of 
Marketing, 66 (Apnl 2002), pp 102-19 [Literature review, 
Opportunities, Threats, Hypotheses, Event-study methodology, 
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Nonprofit Organizations. Roger Gomes and Patricia А Knowles, 
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2001), pp 215-45 [Discussion, Trends, Impacts, Third-party Web- 
sites and portals, Market segments, Decision-making, Soliciting 
funds, Web advertising, Building brand equity, Web site control, 
Cyber-accountability, Barriers, Assessment ] 91 


Purchasing, 130 (September 20, 2001), pp S1-S22 [Eight articles 
on e-procurement strategies, Strategic sourcing software, Choosing 
а software provider, Getting direct suppliers online, Sourcing over- 
hauls, Electromc auctions, System implementation, Third-party 
buying, Case studies ] 92 


Born from Porn. Kathleen Cholewka, Sales and Marketing Man- 
agement, 153 (October 2001), pp 50-55 [Business growth, Mar- 
ket strategy, Niche marketing, Web sites, High-tech tactics, Cus- 
tomer orientation, Billing options, Customization, Examples ] 93 


Solving the Standards Puzzle. Susan Reda, Stores, 83 (November 
2001), pp 30-32, 34 [Globat bustness-to-business e-commerce 
standards, Electronic Data Interchange, Costs, eXtensible Markup 
Language, Associations, Consortiums, Collaborative eftorts, 
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2.5 Physical Distribution 
See also 75, 83, 181, 183, 205, 221 


WMI Can Be Good for Your Forecasting Health. Larry Lapide, 
Journal of Business Forecasting, 20 (Winter 2001-02), pp 11-12, 
36 [Vendor managed inventory, Impacts, Supply chain operations, 
Account teams, Time segments, Examples ] 95 


The Effect of Collaborative Forecasting on Supply Chain Per- 
formance. Yossi Aviv, Management Science, 47 (October 2001), 
pp 1326—43 [Discussion, Propositions, Planning, Forecasting, 
Replenishment, Model presentation, Retailer's inventory replenish- 
ment process, Supplier's inventory policy, Cost performance and 
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Purchasing, 130 (September 6, 2001), рр 41—42 (Discussion, 
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Tom Stundza, Purchasing, 130 (November 1, 2001), pp 43-45 
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and logistics bill, Slower moving freight, Impacts, ЛТ, Examples ] 
98 


Retailers Use Collaborative System to Improve Drop-Ship Per- 
formance. Tony Seideman, Stores, 83 (August 2001), pp 62, 64 
[Discussion, Request that a manufacturer ship items directly to a 
customer, Internet-based service designed to provide up-to-date 
information on product location and status, Impacts, Customer loy- 
alty, Examples ] 99 


2.6 Pricing 
See also 12, 36, 43, 87, 88, 98, 112, 177, 223 


Integrative Pricing via the Pricing Wheel. David Shipley and 
David Jobber, Industrial Marketing Management, 30 (Арп! 2001), 
pp 301-14 [Discussion, Prime pricing determinants (cost-, com- 
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The Effects of Price on Brand Extension Evaluations: The 
Moderating Role of Extension Similarity. Valerie A Taylor and 
William O Bearden, Journal of the Academy of Marketing Sct- 
ence, 30 (Spring 2002), pp 131-40 [Literature review, Hypothe- 
ses, Experiment, A high-price introductory strategy used to suggest 
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extensions than similar extensions, Statistical analysis, Implica- 
tions ] 101 


Image Communicated by the Use of 99 Endings in Advertised 
Prices. Robert М Schindler and Thomas M Kilbarian, Journal of 
Advertising, 30 (Winter 2001), рр 95-99 [Literature review, 
Price- and quality-image effects, Hypotheses, Experiment, Nega- 
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retailers ] 102 


Reference Price and Price Perceptions: А Comparison of 
Alternative Models. Ronald W Niedrich, Subash Sharma, and 
Douglas H Wedell, Journal of Consumer Research, 28 (December 
2001), pp 339-54 [Literature review, Conceptual framework, 
Three experiments, Based on MANOVA and model fitting, range- 
frequency theory accounted for reference price effects that the 
other theories could not, Range and frequency effects are moder- 
ated by the stimulus presentation condition ] 103 


Consumer Price Sensitivity and Price Thresholds. Sangman 
Han, Sunil Gupta, and Donald R Lehmann, Journal of Retailing, 
77 (Winter 2001), pp 435-56 [Literature review, Brand choice 
model, Scanner panel data, Higher own-price volatility makes con- 
sumers more sensitive to gains and less sensitive to losses, while 
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The Pricing of Franchise Rights. Patrick J Kaufmann and Rajiv 
P Dant, Journal of Retailing, 77 (Winter 2001), рр 537-45 [Dis- 
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chise fee, Ongoing royalty payment, Relationships, Controlling tor 
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Management Systems Grows. Susan Reda, Stores, 83 (August 
2001), pp 24, 26, 28 [Discussion, Decision making, Software 
packages, Price and markdown optimization, Impacts, ROI, Data 
sharing, Examples ] 106 
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See also 1,5, 12, 15, 22, 26, 27, 33, 35, 36, 37, 38, 49, 57, 65, 69, 
77, 84, 89, 101, 104, 117, 120, 143, 183, 192, 223 


Sibling Brands, Multiple Objectives, and Response to Entry: 
The Case of the Marion Retail Coffee Market. Thomas S 
Gruca, D Sudharshan, and К Ravi Kumar, Journal of the Acad- 
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ету of Marketing Science, 30 (Winter 2002), pp 59-69 [Discus- 
sion, Mulltibrand competition, Segment-level brand share attrac- 
tion model, Mathematical equations, Nash equilibrium, Responses 
by sibling brands are more accommodating than those of unrelated 
brands whose responses are consistent with the preservation of 
preentry levels of sales ] 107 


Why a Brand's Most Valuable Consumer Is the Next One It 
Adds. Ned Anschuetz, Journal of Advertising Research, 42 (Janu- 
ary/February 2002), pp 15-21 [Study of households, Impacts, 
Buying frequency, Loyalty groups, Period-to-period volume con- 
tributions, "Profitable" consumers, Statistical analysis, [mplica- 
tions for advertising strategy ] 108 


Why Brands Grow. Allan L Baldinger, Edward Blair, and Ray 
Echambadi, Journal of Advertising Research, 42 (January/Febru- 
ary 2002), рр 7—14 [Data collection (Canadian diary panel), Varı- 
ables, Market share, Market penetration, Customer loyalty, Rela- 
tive price, Statistical analysis, Managerial implications ] 109 


The Effects of Ingredient Branding Strategies on Host Brand 
Extendibility. Kalpesh Kaushik Desa: and Kevin Lane Keller, 
Journal of Marketing, 66 (January 2002), pp 73-93 [Literature 
review, Hypotheses, Laboratory experiment, Impacts, Expansions 
(slot-filler, new attribute), Ingredients (self-branded, cobranded), 
Manipulations and stimuli, Consumer reactions and evaluations, 
Statistical analysis ] 110 


Building Brand Community. James H McAlexander, John W 
Schouten, and Harold F Koenig, Journal of Marketing, 66 (Janu- 
агу 2002), pp 38-54 [Literature review, Ethnographic findings, 
Model development (customer-centric), Hypotheses, Field study, 
Impacts, Geotemporal concentrations and the richness of social 
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Strategic Bundling of Products and Prices: А New Synthesis 
for Marketing. Stefan Stremersch and Gerard J Tellis, Journal of 
Marketing, 66 (January 2002), pp 55-72 [Literature, Proposi- 
trons, Classification and optimality of bundling strategies, Product 
bundling strategies by symmetry and variation of reservation 
prices, Objectives of firm, Competition, Consumers’ perceptions of 
bundles, Examples, Managerial implications ] 112 


Do We Really Know How Consumers Evaluate Brand Exten- 
sions? Empirical Generalizations Based on Secondary Analysis 
of Eight Studies. Paul A Bottomley and Stephen JS Holden, 
Journal of Marketing Research, 38 (November 2001), pp 
494—500 [Commentary on the Aaker and Keller model, Evalua- 
tions of brand extensions across studies, brand extensions within 
each study, and across cultures ] 113 


The Influence and Value of Analogical Thinking Durmg New 
Product Ideation. Darren W Dahl and Page Moreau, Journal of 
Marketing Research, 39 (February 2002), pp 47-60 [Discussion, 
Hypotheses, Three Studies, Originality of the resulting product 
design is influenced by the extent of analogical transter, the type of 
analogies used, and the presence of external primes, Impacts, Con- 
sumers' willingness to pay ] 114 


Understanding What's in a Brand Rating: A Model for Assess- 
ing Brand and Attribute Effects and Their Relationship to 
Brand Equity. William R Dillon, Thomas J Madden, Атпа Kir- 
mani, and Soumen Mukherjee, Journal of Marketing Research, 38 
(November 2001), pp 415-29 [Literature review, Brand specific 
associations, General brand impressions, Sources of bias, Applica- 
tions, Managerial implications ] 115 


2.8 Sales Promotion 


See also 87 


How to Use a *GOLF" Game to Enhance the Forecasting 
Process. Kenneth B Kahn, Journal of Business Forecasting, 20 


(Winter 2001-02), pp 23, 28 [Discusston, Participants play indi- 
vidual holes which represent each forecasting period, Impacts, 
Salespeople, Incentives, Performance measures, Case study] 116 


Demonstrations and Money-Back Guarantees: Market Mecha- 
nisms to Reduce Uncertainty. Amir Heiman, Bruce McWilliams, 
and David Zilberman, Journal of Business Research, 54 (October 
2001), pp 71-84 [Literature review, Propositions, Risk, Learning, 
"Theoretical findings from economics, marketing, consumer behav- 
1or, and psychology are integrated to analyze the performance of 
the two mechanisms under various conditions and product charac- 
teristics ] 117 


Promotional Products: Adding Tangibility to Your Nonprofit 
Promotions. Donald R Self, Journal of Nonprofit and Public Sec- 
tor Marketing, 9 (Мо 1 and 2, 2001), pp 205-13 [Discusston, 
Strengths, Weaknesses, Impacts, Fundratsing, Donor recognition, 
Organizational awareness, Member recruitment, Event promotion, 
Behavior modification programs, Examples ] 118 
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See also 6, 7, 8, 18, 23, 35, 62, 67, 93, 102, 108, 149, 157, 165, 
173, 180 


Estimating Differential Lag Effects for Multiple Media Across 
Multiple Stores. David Berkowitz, Arthur Allaway, and Giles 
D'Souza, Journal of Advertising, 30 (Winter 2001), рр 59-65 
[Literature review, Model development, Weekly data from three 
stores of a large nattonal retailer, Radio had longer lagged effects 
than did billboards, Statistical analysis ] 119 


Third-Party Organization Endorsement of Products: An 
Advertising Cue Affecting Consumer Prepurchase Evaluation 
of Goods and Services. Dwane Hal Dean and Abhyit Biswas, 
Journal of Advertising, 30 (Winter 2001), pp 41-57 [Literature 
review, Hypotheses, Two factorial experiments, Endorsements 
(none, celebrity, third party), Impacts (perceived quality, attitude 
toward the manufacturer, purchase risk, information value of the 
ad), Statistical analysis, Managerial implications ] 120 


“Market Patriotism”: Advertising Dilemma. Betsy D Gelb, 
Journal of Advertsing Research, 42 (January/February 2002), pp 
67-69 [Discussion, Post September 11, 2001, Criticism related to 
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theme, Assessment ] 121 


Second-by-Second Looks at the Television Commercial Audi- 
ence. Robert Ј Kent, Journal of Advertising Research, 42 (Janu- 
ary/February 2002), рр 71-78 [Discussion, Data collection (set- 
top boxes), Audience build and decay, Modeling, analysis, and 
reporting, Research applications, Advertising practice and 
accountability, Assessment ] 122 


Identifying Viewer Segments for Television Programs. Choong- 
Ryuhn Kim, Journal of Advertising Research, 42 (January/Febru- 
ary 2002), pp 51-66 [Literature review, Data collection (Media 
Service Korea), Process, Collect consumers’ viewing set data, Cal- 
culate viewing co-occurrence, Identify program viewing structure, 
Classify viewer program segments, Analyze segment profiles and 
derive, Statistical analysis ] 123 


Benchmarking Advertising Efficiency. Xueming Luo and 
Naveen Donthu, Journal of Advertising Research, 41 (Novem- 
ber/December 2001), pp 7-18 [Data Envelopment Analysis, 
Descriptive statistics of media spending for top advertisers, Effi- 
ciency, Slack/ineffictency, Input Congestion Analysis, Applica- 
tions ] 124 


Using Television Daypart “Double Jeopardy Effects” to Boost 
Advertising Efficiency. Walter S McDowell and Steven J Dick, 
Journal of Advertising Research, 41 (November/December 2001), 
рр 43-51 [Literature review, Data collection (Nielsen diary-based 


sweep markets), Audience turnover within multi-hour dayparts, 
Impacts, Medta-buying strategies, Statistical analysts ] 125 


Who Pays for Magazines—Advertisers or Consumers? David 
E Sumner, Journal of Advertising Research, 41 
(November/December 2001), pp 61-67 [Literature review, Data 
collection (Magazine Trend Report), Advertisers are paying much 
more while consumers actually paid less for subscriptions (in infla- 
tion-adjusted dollars) between 1980 and 1998 ] 126 


Point of View: Does Advertising Cause a “Hierarchy of 
Effects”? William M Weilbacher, Journal of Advertising 
Research, 41 (November/December 2001), pp 19-26 [Literature 
review, Inconsistencies in hierarchy models, Multiple ads may pro- 
duce singular effects, Competitive hierarchical interactions, Con- 
ceptual weaknesses, Problems with understanding specific effects 
of advertising, Implications for integrated marketing communica- 
tions ] 127 


Assessing Advertising Creativity Using the Creative Product 
Semantic Scale. Alisa White and Bruce L Smith, Journal of 
Advertising Research, 41 (November/December 2001), pp 27-34 

{Literature review, Hypotheses, Fifteen print advertisements were 
evaluated by advertising professionals, college students, and the 
general public, Rankings, Demographic vartables, Group compar- 
isons, Statistical analysis ] 128 


Is the Internet More Effective Than Traditional Media? Fac- 
tors Affecting the Choice of Media. Sung-Joon Yoon and Joo-Ho 
Kim, Journal of Advertising Research, 41 (November/December 
2001), рр 53-60 [Survey of internet users, Assessment of media- 
product relevance, Media-based identification of product charac- 
teristics, Use of Katz's functional attitude theory and the FCB 
Grid, Results suggest that internet advertising 1s better suited for 
highly involved as well as rationally oriented consumers, Statisti- 
cal analysis, Korea ] 129 


What to Say When: Advertising Appeals in Evolving Markets. 
Rajesh К Chandy, Gerard J Tellis, Deborah J MacInnis, and Pat- 
tana Thaivanich, Journal of Marketing Research, 38 (November 
2001), pp 399-414 [Literature review, Disaggregate econometric 
model, Hypotheses, Argument-based appeals, expert sources, and 
negatively framed messages are effective in new markets, Emo- 
tion-based appeals and positively tramed messages are more ећес- 
tive in older markets ] 130 


Integrated Marketing Communications for Local Nonprofit 
Organizations: Messages in Nonprofit Communications. Ter 
Kline Henley, Journal of Nonprofit and Public Sector Marketing, 9 
(No I and 2, 2001), pp 179-84 (Discussion, Strategy (frame the 
issue, connect to audience), Execution (copy and visual issues, 
shock value, use of celebrities, logos), Examples ] 131 


Reversing the Digital Slide. Jacques R Bughin, Stephen J 
Hasker, Elizabeth S H Segel, and Michael Р Zeisser, McKinsey 
Quarterly, (Fourth Quarter 2001), рр 58-69 [On-line media sec- 
tor, Problems, Advertising revenue, Pricing, [nnovatton, Standards, 
Need for contextual advertising, Guidelines ] 132 


Broadband Media: Look Before You Leap. Scott A Christoffer- 
son and Michael A Gatzke, McKinsey Quarterly, (Fourth Quarter 
2001), рр 48—57 [Discusston, Production costs, Distribution path 
(origination, backbone, regional and last mile distribution), Con- 
sumers’ willingness to pay, Value, Assessment, Guidelines] 133 


2.10 Personal Selling 
See also 45, 46, 61, 140, 141, 142, 149, 215, 220, 222 


Salesperson Cooperation: The Influence of Relational, Task, 
Organizational, and Personal Factors. Cengiz Yilmaz and 
Shelby D Hunt, Journal of the Academy of Marketing Science, 29 
(Fall 2001), рр 335-57 [Literature review, Model Presentation, 
Hypotheses, Survey of salespeople and sales managers, Factors 
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(relational, task, organizational, personal), Interactions, Statistical 
analysis ] 134 


An Initial Evaluation of Industrial Buyers’ Impressions of 
Salespersons’ Nonverbal Cues. Thomas W Leigh and John W 
Summers, Journal of Personal Selling and Sales Management, 22 
(Winter 2002), pp 41—53 [Literature review, Hypotheses, Experi- 
ment, Cues (eye gaze, formal posture, gesturing, speech hesita- 
tions, professional attıre), Interactions, Statıstıcal analysıs, Man- 
agerial implications ] 135 


A Measure of Selling Skill: Scale Development and Validation. 
Joseph O Rentz, С David Shepherd, Armen Tashchain, Pratibha 
A Dabholkar, and Robert Т Ladd, Journal of Personal Selling and 
Sales Management, 22 (Winter 2002), рр 13-21 [Literature 
review, Model Presentation, Survey of salespeople, Skills (inter- 
personal, salesmanship, technical), Confirmatory factor analysis, 
Dimenstonality and item reliability, Nomological validity, Statisti- 
cal analysis ] 136 


Strategic Collaborative Communication by Key Account Rep- 
resentatives. Roberta J Schultz and Kenneth R Evans, Journal of 
Personal Selling and Sales Management, 22 (Winter 2002), pp 
23-31 [Model Presentation, Hypotheses, Study of key account 
representative (KAR)-customer relationships, Constructs, Infor- 
mality, Bi-directionality, Frequency, Strategic content, Trust in 
KAR, KAR role performance, Synergistic solutions, Statistical 
analysis, Implications ] 137 


Fast Forward. Erin Strout, Sales and Marketing Management, 153 
(December 2001), pp 36-40, 43 [Salespeople, Ability to compete, 
Factors, Pick your partners wisely, Revisit your mission, Attain 
diversity and work to keep talent, Meeting customers’ needs, 
Examples ] 138 


The Show Must Go On. Erin Strout, Sales and Marketing Man- 
agement, 153 (November 2001), pp 52-54, 56, 58-59 [Discus- 
sion, Improving sales presentations, Format, Visual aids, Question- 
and-answer period, Body language and voice pitch, Examples, 
Guidelines ] 139 


2.11 Sales Management 
See also 46, 66, 116, 134, 136, 137, 138, 139, 179, 220, 222 


How to Lose Your Star Performer Without Losing Customers, 
Too. Neelt Bendapudi and Robert P Leone, Harvard Business 
Review, 79 (November 2001), pp 104-12 [Discussion, Customer 
concerns, Losing an important contact with the company, Replace- 
ment won’t be as good, Will have to start all over again, Success, 
Guidelines ] 140 


An Extension and Evaluation of Job Characteristics, Organi- 
zational Commitment and Job Satisfaction in an Expatriate, 
Guest Worker, Sales Setting. Shahid N Bhutan and Bulent 
Mengue, Journal of Personal Selling and Sales Management, 22 
(Winter 2002), pp 1-11 [Discussion, Alternative models, 
Hypotheses, Survey of sales expatriates, Variables, Autonomy, 
Variety, Identity, Feedback, Job satisfaction, Organizational com- 
mitment, Statistical analysis, Managerial implications, Saudi Ara- 
bia ] 141 


Larger Than Life. Melinda Ligos, Sales and Marketing Manage- 
ment, 153 (December 2001), рр 44—47, 49-51 [Salesperson's ego, 
Too important to attend meetings and do paperwork, Rewards and 
punishment, Examples, Guidelines ] 142 


3. SPECIAL MARKETING APPLICATIONS 


3.1 Industrial 


See also 43, 47, 52, 56, 58, 60, 69, 70, 74, 83, 85, 86, 96, 135, 167, 
186, 203, 204 
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Performance of Coupled Product Development Activities with 
a Deadline. Nitindra R Joglekar, Ali A Yassine, Steven D 
Eppinger, and Daniel E Whitney, Management Science, 47 
(December 2001), pp 1605-20 [Literature review, Performance 
generation model, Optimal policies, Concurrent/sequential/over- 
lapping development, Component and system performance gener- 
ation, Software engineering, Assessment, Managerial 1mplica- 
tions ] 143 


Big Companies Struggle to Act Their Size. Anne Millen Porter, 
Purchasing, 130 (November 1, 2001), pp 25-26, 28, 32 [Strategic 
sourcing, Leveraging spending, Process improvement, Centraliza- 
tion of purchasing authority, E-procurement, Internal standardiza- 
tion, Examples ] 144 


3.2 Nonprofit, Political, and Social Causes 
See also 7, 71, 72, 91, 118, 121, 131, 178, 200, 201, 202 


Withholding Consumption: A Social Dilemma Perspective on 
Consumer Boycotts. Sankar Sen, Zeynep Gurhan-Canli, and Vicki 
Morwitz, Journal of Consumer Research, 28 (December 2001), pp 
399-417 [Discussion, Conceptual framework, Hypotheses, Two 
experiments, Impacts, Boycott's likelihood of success, Susceptibil- 
ity to normative social influences, Costs incurred, Pro-boycott 
message frame, Expectation of overall participation, Perceived 
efficacy, Preferences for boycotted product, Statistical analysis, 
Implications ] 145 


Identity Marketing: The Case of the Singing Revolution, Alan 
J Brokaw and Marianne A Brokaw, Journal of Nonprofit and Pub- 
lic Sector Marketing, 8 (No 4, 2001), pp 17-29 [Historical dis- 
cussion, Songs, Communicating the tdea of nationality, Increased 
Russian population, Baltic liberation movements, Peaceful 
protests, Examples, Estonia ] 146 


The Perceived Fairness of the Human Organ Allocation 
Process in the United States. Thomas J Cosse and Terry M 
Weisenberger, Journal of Nonprofit and Public Sector Marketing, 
8 (No 4, 2001), pp 45-61 [Literature review, Consumer survey, 
Attitudes, Race and sex, Statistical analysis, Marketing implica- 
tions ] 147 


The Impact of Health Plan Profit Status on Consumer Satis- 
faction with Health Care. Scott A Dellana and David W Glas- 
coff, Journal of Nonprofit and Public Sector Marketing, 9 (No 3, 
2001), pp 1-19 [Survey of households, Effects, For- and not-tor- 
profit HMO plans, Dimensions, Access to care, Availability of 
resources, Technical quality, Financial aspects, Overall satisfac- 
tion, Continuity of care, Humaneness, Statistical analysis, Implica- 
tions ] 148 


Integrated Marketing Communications for Local Nonprofit 
Organizations: Communications Tools and Methods. Теп Kline 
Henley, Journal of Nonprofit and Public Sector Marketing, 9 (No 
1 and 2, 2001), рр 157-68 [Discussion, Market strategy, Adver- 
tising, Direct/interactive marketing, Public relations, Personal sell- 
ing, Examples ] 149 


Integrated Marketing Communications for Local Nonprofit 
Organizations: Developing an Integrated Marketing Commu- 
nications Strategy. Теп Kline Henley, Journal of Nonprofit and 
Public Sector Marketing, 9 (No 1 and 2, 2001), pp 141-55 [Lat- 
erature review, Factors (relationship to audience, audience respon- 
siveness, message control, implementation, cost), Writing objec- 
tives, Plan outline, Examples ] 150 


Utilizing Research to Develop a Plan to Gain Members and 
Increase Morale in a University Sorority. Теп Kline Henley, 
Journal of Nonprofit and Public Sector Marketing, 8 (No 4, 2001), 
pp 103-12 [Literature review, Survey of chapter members, Attı- 
tudes, Sorority comparisons, Greek/chapter issues, [mportant 
publics, Marketing tools/techniques, Statistical analysis ] 151 


Beyond Strategic Control: Applying the Balanced Scorecard to 
a Religious Organization. John C Keyt, Journal of Nonprofit and 
Public Sector Marketing, 8 (No 4, 2001), pp 91-102 [Discussion, 
Perspectives (customer, internal business, innovation and learning, 
financial), Application, Church's mission and vision statement ] 

152 


“No Problem, Mon": Strategies to Promote Reggae Music as 
Jamaica’s Cultural Heritage. Stephen A King and P Renee Fos- 
ter, Journal of Nonprofit and Public Sector Marketing, 8 (No 4, 
2001), pp 3-16 [Historical discussion, International tourism, Des- 
tination and hospitality marketing, Identity/cause marketing, 
Rastafarian movement, Rhetoric, Assessment ] 153 


Measuring Service Quality m a Corporatised Public Sector 
Environment. Karen McFadyen, Jennifer L Harrison, Stephen J 
Kelly, and Donald Scott, Journal of Nonprofit and Public Sector 
Marketing, 9 (No 3, 2001), pp 35-51 [Literature review, Welfare 
services, Customer survey, Dimensions, Reliability, Personalized 
proficiency, Empathic professionalism, Tangibles, Access, Statisti- 
cal analysis, SERVQUAL, Australia ] 154 


Cultural Marketing and Archaeology: The Case of Brazil. 
Joseph C Miller and Patricia Pitaluga, Journal of Nonprofit and 
Public Sector Marketing, 8 (No 4, 2001), pp 63—74 [Preservation 
and management of archaeological resources, Effects, Concepts 
and methods of analysis used in social and cultural marketing, Pri- 
vate sector investment, Example ] 155 


Nonprofit-Business Alliance Model: Formation and Outcomes. 
Sridhar Samu and Walter W Wymer, Jr , Journal of Nonprofit and 
Public Sector Marketing, 9 (Мо 1 and 2, 2001), pp 45-61 [Dis- 
cussion, Propositions, Types of alliances, Risks and benefits, Part- 
ner selection, Alliance development, Assessment ] 156 


Fundraising Direct: A Communications Planning Guide for 
Charity Marketing. Adnan Sargeant and Michael Ewing, Journal 
of Nonprofit and Public Sector Marketing, 9 (No 1 and 2, 2001), 
pp 185-204 [Discussion, Direct marketing planning framework, 
Market segmentatton, Profiling, Targeting, Direct mail, Communi- 
cation of offer, Response analysis, Examples, UK ] 157 


Conceptual Foundations and Practical Guidelines for Retain- 
ing Volunteers to Serve in Local Nonprofit Organizations. 
Becky J Starnes and Walter W Wymer, Jr, Journal of Nonprofit 
and Public Sector Marketing, (Part II), 9 (No 1 and 2, 2001), pp 
97-118 [Discussion, Turnover, Motivations for continuing and 
discontinuing volunteer service, Retention Strategies (selective 
screening, matching programs, tenure systems), New trends in vol- 
unteering ] 158 


Learning, Innovation and Competitive Advantage in Not-for- 
Profit Aged Care Marketing: A Conceptual Model and 
Research Propositions. Jay Weerawardena and Gillian Sullivan- 
Mort, Journal of Nonprofit and Public Sector Marketing, 9 (No 3, 
2001), pp 53-73 [Literature review, Impacts, Social entrepreneur- 
ship, Learning capability (internally- and market-focused, rela- 
tional), Organizational and innovation intensity, Assessment ] 159 


Conceptual Foundations and Practical Guidelines for Recruit- 
ing Volunteers to Serve in Local Nonprofit Organizations. Wal- 
ter W Wymer, Jr and Becky J Starnes, Journal of Nonprofit and 
Public Sector Marketing, (Part I) 9 (Мо 1 and 2, 2001), pp 63-96 
[Literature review, Model presentation, Determinants of volunteer- 
ing (personal and interpersonal influences, attitudes, situational 
factors), Developing and delivering recruitment appeals, Post- 
recruitment strategies ] 160 


Social Entrepreneurship: Managerial, Finance and Marketing 
Aspects. John T Zietlow, Journal of Nonprofit and Public Sector 
Marketing, 9 (No 1 and 2, 2001), pp 19-43 [Literature review, 
Impacts, Consultants and foundations, Government, Soctal enter- 


prise initiation, Leadership, Organization missions, Мапарепа! 
implications and issues ] 161 


Charity Groups Aid Retailers in Disposing of Unsaleable Prod- 
ucts. Karen M Kroll, Stores, 83 (September 2001), рр 34, 36 
[Discussion, Product philanthropy, Freeing up warehouse space, 
Distribution channels, Tax deductions, Examples ] 162 


3.3 International and Comparative 


See also 5, 8, 28, 43, 52, 56, 66, 68, 77, 84, 90, 94, 123, 129, 135, 
141, 146, 153, 154, 155, 174, 223 


Cultural Protectionism. Christopher Baughn and Mark A 
Buchanan, Business. Horizons, 44 (November/December 2001), 
pp 5-15 [Discusston, Demands tor market access, Concerns for 
cultural sensitivities, Governmental policies, Argument for free 
trade in cultural goods, Technology and culture, International 
accords, Examples ] 163 


Cultural Values Reflected ın Chinese and American Television 
Advertising. Carolyn А Lin, Journal of Advertising, 30 (Winter 
2001), pp 83-94 [Literature review, Hypotheses, Impacts, Group 
consensus, Soft- and hard-sell, Veneration/elderly, 
Modernity/youth, Status appeal, Product merit, [ndividual/inde- 
pendence, Oneness with nature, Time ortented, Statistical analy- 
sis ] 164 


Advertising Localization Overshadows Standardization. Ali 
Kanso and Richard Alan Nelson, Journal of Advertising Research, 
42 (January/February 2002), pp 79-89 [Literature review, 
Hypotheses, Survey of foreign subsidiaries, Two-thirds of the sub- 
sidiaries use the localized approach, Many major obstacles impede 
the standardization of advertising campaigns, Statistical analysis, 
Sweden, Finland ] 165 


Journal of International Business Studies, 32 (Fourth Quarter 
2001), рр 617—791 [Eight articles on electronic commerce and 
global business, Impact of information and communication tech- 
nology revolution, Economic geography, Concentration and dis- 
persion in global industries, Territoriality, Institutional environ- 
ment and international competitiveness, Profiles of Internet buyers, 
Interences from retail brokering, Firm specific internationalization 
tactors ] 166 


Effects of Post-Privatization Governance and Strategies on 
Export Intensity in the Former Soviet Union. Igor Filatotchev, 
Natalya Dyomina, Mike Wright, and Travor Buck, Journal of 
International Business Studies, 32 (Fourth Quarter 2001), pp 
853-71 [Literature review, Conceptual framework, Hypotheses, 
Survey of medium and large-sized manufacturing firms, Strategic 
outcomes, Impacts, External and firm-level factors, Outside and 
managerial control, Strategic choices, Statistical analysis ] 167 


Dynamic Decision-Making: A Cross-Cultural Comparison of 
U.S. and Peruvian Export Managers. R Scott Marshall and 
David M Boush, Journal of International Business Studies, 32 
(Fourth Quarter 2001), pp 873-93 [Literature review, Survey, 
Hypotheses, Simulated interactions with business partners, Effects, 
Trust, Cheating, Personal characteristics, Relationship-specific his- 
tory, Statistical analysis ] 168 


McKinsey Quarterly, Special Edition (Fourth Quarter 2001), pp 
6-116 [Sixteen articles on emerging markets, Surging growth, 
Global talent drains, Mobile communications, Mobile banking, 
Revitalizing banks, Family-owned businesses, Corporate reform, 
Steel tndustry, Vaccines where needed, Financing non-profits, 
Mobilizing women, National health insurance, Broadband ser- 
vices, Bond markets, Increasing performance, Many countries ] 
169 


The Promised Economy. Roger Abravanel, McKinsey Quartei ly, 
(Fourth Quarter 2001), pp 133-36 [Discussion, Impacts, Foreign 
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investment, Innovation, High-tech sector, Security and military, 
Software, Optics, Assessment, Israel ] 170 


Getting International Banking Rules Right. David Bear, Kevin 
S Buehler, and Gunnar Pritsch, McKinsey Quarterly, (Fourth 
Quarter 2001), рр 70-81 (Discussion, Regulation (Basel Com- 
mittee standards), Problems, Risk weight calibrations, Unrated 
borrowers, Capital requirements, Measuring operational risk, 
Experience requirement, Assessment, Guidelines, Many coun- 
tries ] 171 


The Euro Countdown Begins. Susan Reda, Stores, 83 (December 
2001), pp 30-32, 34 [Discussion, Conversion rates, Threshold 
pricing, Euro-timetable, Need for excess cash, Training issues, 
Consumer education, Assessment ] 172 


3.4 Services 


See also 2, 4, 21, 29, 32, 34, 39, 42, 76, 147, 153, 159, 171, 182, 
200 


Exploring the Use of Advertising Agency Review Consultants. 
Fred K Beard, Journal of Advertising Research, 42, (January/Feb- 
ruary 2002), рр 39-50 [Literature review, Research questions, 
Data collection (“accounts in review" listings), Reasons for con- 
sultant use, Client-ad agency relationship success, Extent to which 
consultants directly influence final review decisions, Statistical 
analysis ] 173 


Journal of Business Research, 54 (November 2001), pp 189—241 

[Six articles on services marketing in Australia, Customer relation- 
ships with service personnel, Purchase influence, Justice strategy 
options 1n services recovery, Impact of price sensitivity on pricing 
and capacity allocations, Causes of disruption to franchise opera- 
tions, Internet uses in the global hotel industry ] 174 


Service Recovery's Influence on Consumer Satisfaction, Posi- 
tive Word-of-Mouth, and Purchase Intentions. James С Max- 
ham ЇН, Journal of Business Research, 54 (October 2001), pp 
11-24 [Literature review, Hypotheses, Experiment and field 
study, Results indicate that moderate to high service recovery 
ettorts significantly increase post-failure levels of satisfaction, pur- 
chase intent, and positive word of mouth, Implications ] 175 


The Customer Orientation of Service Workers: Personality 
Trait Effects on Self- and Supervisor Performance Ratings. 
Tom J Brown, John С Mowen, D Todd Donavan, and Jane W 
Licata, Journal of Marketing Research, 39 (February 2002), pp 
110-19 (Literature review, Model presentation, Propositions, 
Field study, Impacts, Emotional stability, Agreeability, Need for 
activity, Consctentiousness, Statistical analysis ] 176 


Temporal Differentiation and the Market for Second Opinions. 
Miklos Sarvary, Journal of Marketing Research, 39 (February 
2002), pp 129-36 [Literature review, Model presentation, Propo- 
sitions, Pricing behavior 1n markets of private information, Client, 
Consultants, Monopoly, Competition, Assessment ] 177 


Consumer Experience Tourism їп the Nonprofit and Public 
Sectors. Mark A Mitchell and Sheila J Mitchell, Journal of Non- 
profit and Public Sector Marketing, 9 (No 3, 2001), рр 21-34 
[Consumers bonding with brands, Examples, Consumer motiva- 
tion, Existing sites, Action plan, Assessment ] 178 


Service Slowdown. Kathleen Cholewka, Sales and Marketing 
Management, 153 (November 2001), pp 36-38, 40, 42-43 [Cus- 
tomer service responsibilities, Problems, Factors, Repeat calls 
from same customer about same problem, Management involve- 
ment, Sales results, Time needed to fix problems, Post-sales calls, 
Time spent on fixing routine problems, Examples ] 179 
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4. MARKETING RESEARCH 


4.1 Theory and Philosophy of Science 


See also 3, 13, 16, 25, 28, 29, 30, 31, 32, 37, 67, 88, 96, 107, 117, 
143, 177, 188, 192 


On Continuous-Time Optimal Advertising Under S-Shaped 
Response. Fred M Feinberg, Management Science, 47 (November 
2001), pp 1476-87 [Literature review, Generalized linear model 
Contagion model, Effect of discount rate on long-run optima, 
Assessment, Managerial implications ] 180 


The Latest Arrival Hub Location Problem. Bahar Y Kara and 
Barbaros C Tansel, Management Science, 47 (October 2001), pp 
1408-20 [Discusston, Model development, Minimax, Integer pro- 
gramming formulations, Time Zones, Computational results ] 181 


Leveraging the Customer Base: Creating Competitive Advan- 
tage Through Knowledge Management. Elie Ofek and Miklos 
Sarvary, Management Science, 47 (November 2001), рр 1441-56 
[Literature review, Model presentation, Knowledge management 
system design, Monopoly, Competition between symmetric firms, 
Network externalities, Installed knowledge, Professional services 
firms, Assessment ] 182 


Product Variety, Supply Chain Structure, and Firm Perfor- 
mance: Analysis of the U.S. Bicycle Industry. Taylor Randall and 
Karl Ulrich, Management Science, 47 (December 2001), pp 
1588-1604 [Literature review, Hypotheses, Data collection, 
Impacts, Firm location, Scale efficient, Return on assets, Return on 
sales, Statistical analysis ] 183 


4.2 Research Methodology 


See also 1, 2, 3, 4, 6, 7, 8, 9, 11, 12, 15, 16, 17, 18, 21, 22, 23, 24, 
26, 271, 30, 32, 33, 34, 35, 36, 37, 38, 40, 41, 53, 65, 66, 68, 69, 78, 
86, 87, 101, 102, 103, 104, 105, 107, 108, 109, 110, 111, 115, 119, 
120, 122, 123, 124, 125, 126, 128, 129, 130, 136, 145, 147, 151, 
154, 164, 165, 175, 176, 194, 210 


Predicting Revenue Revisions of Local Networks in Telecom- 
munication Industry. Victor Glass and Maria Petukhova, Journal 
of Business Forecasting, 20 (Winter 2001-02), рр 16-22 [Discus- 
sion, Techniques, Estimations, Old product, new product, simple 
regression, and two-step regression methods, Assessment ] 184 


How Much Data Should We Use to Prepare Forecasts. Chaman 
L Jain, Journal of Business Forecasting, 20 (Winter 2001-02), pp 
2, 10 [Discussion, Product life cycle, Models, Moving averages, 
Box Jenkins, Forecast horizon, Ex-post forecast errors, Case 
study ] 185 


Strategic Forecasting for the Long Haul. Larry Lapide, Journal 
of Business Forecasting, 21 (Spring 2002), pp 12-14 [Discussion, 
Techniques, Time series, Life cycle, Causal, Judgmental, Delphi 
Approach, Recommendations ] 186 


How to Forecast Demand in Tender Markets Michael Latta, 
Journal of Business Forecasting, 21 (Spring 2002) pp 8-11 
[Agreement to buy (sell) a specified quantity of goods or services 
at a specified price during a specified time period, Uncertainty, 
Markets, Expected value, Scenarios, Examples ] 187 


What If Consumer Experiments Impact Variances as well as 
Means? Response Variability as a Behavioral Phenomenon. 
Jordan J Louviere, Journal of Consumer Research, 28 (December 
2001), рр 506-11 [Random utility theory, Confoundment of 
means and variances poses problems for published research in 
many areas of consumer behavior, Examples ] 188 


On the Use of College Students in Social Science Research: 
Insights from a Second-Order Meta-analysis. Robert А Peter- 
son, Journal of Consumer Research, 28 (December 2001), pp 
450-61  [Discussion, Comparisons, Nonstudents, Impacts, 


Response homogeneity, Effect sizes, Need for replicating research 
based on college student subjects with nonstudent subjects before 
attempting any generalizations ] 189 


Hierarchical Bayes Versus Fimte Mixture Conjomt Analysis 
Models: A Comparison of Fit, Prediction, and Partworth 
Recovery. Rick L Andrews, Asim Ansar, and Imran S. Currim, 
Journal of Marketing Research, 39 (February 2002), pp 87-98 
[Literature review, Simulation methodology, Both models are 
equally effective ın recovering individual-level parameters and pre- 
dicting ratings of holdout profiles, Hierarchical Bayes performs 
well even when partworths come from a mixture of distributions, 
Finite Mixture produces good parameter estimates at the individual 
level ] 190 


Extending Discrete Choice Models to Incorporate Attitudinal 
and Other Latent Variables. Kalidas Ashok, William R Dillon, 
and Sophie Yuan, Journal of Marketing Research, 39 (February 
2002), pp 31—46 [Discussion, Two studies, Focus on understand- 
ing how softer attributes can influence choice decisions, Integrat- 
ing structural equation models within the basic tramework of 
binary and multinomial choice models, Empincal applications } 
191 


Using Multimarket Data to Predict Brand Performance in 
Markets for Which No or Poor Data Exist. Bart J Bronnenberg 
and Catarina Sismeiro, Journal of Marketing Research, 39 (Febru- 
ary 2002), pp 1—17 [Spatial predictton model, Structure of retail- 
ing industry and geographic location of markets, Holdout samples, 
Price elasticities, Solution of omitted variables problem, Drawing 
unintormative estimates toward therr local averages, Staustical 
analysis ] 192 


A Simulated Annealing Heuristic for a Bicriterion Partitionmg 
Problem in Market Segmentation. Michael J Brusco, J Dennis 
Cradit, and Stephanie Stahl, Journal of Marketing Research, 39 
(February 2002), рр 99-109 [Discussion, Mathematical equa- 
trons, Comparisons, Krieger and Green two-way algonthm, Exper- 
imental study, Industry application, Assessment ] 193 


The Field Behind the Screen. Using Netnography for Market- 
ing Research in Online Communities Robert У Kozinets, Jour- 
nal of Marketing Research, 39 (February 2002), pp 61—72 [Dis- 
cussion, Comparisons, Netnography is faster, simpler, and less 
expensive than traditional ethnography and more naturalistic and 
unobtrusive than focus groups or interviews, Provides information 
on the symbolism, meanings, and consumption patterns of online 
consumer groups, Example J 194 


A Multiple Ideal Point Model: Capturing Multiple Preference 
Effects from Within an Ideal Point Framework. Jack КОН Lee, 
K Sudhir, and Joel Н Steckel, Journal of Marketing Research, 39 
(February 2002), pp 73-86 [Literature review, Exploratory simu- 
lations, Estimation procedure, True choice structure, Panel data, 
Aggregate-level implications ] 195 


Designing Conjoint Choice Experiments Using Managers’ 
Prior Beliefs. Zsolt Sandor and Michel Wedel, Journal of Market- 
ing Research, 38 (November 2001), pp 430-44 [Literature review, 
Bayesian designs, Comparisons, Huber and Zwerina, Monte Carlo 
studies, Application, Assessment ] 196 


4.3 Information Technology 
See also 79, 80, 81, 83, 92, 99, 106, 133, 211, 214 


From IT Solutions to Business Results. Nadim Matta and Sandy 
Krieger, Business Horizons, 44 (November/December 2001), pp 
45—50 [Data warehousing, Matrix, Scope, Activity and results оп- 
entations, Broad systems projects, Factors, Mental shifts, Rapid- 
result projects, Moving into action, Broad results, Guidelines ] 

197 


Welcome to the New World of Merchandising. Scott С Friend 
and Patricia Н Walker, Harvard Business Review, 79 (November 
2001), pp 133-36, 138, 140-41 (Discussion, Optimization, Soft- 
ware packages, Yield management applications, Demand forecast- 
ing, Markdowns, Success, Guidelines J 198 


Challenges in the Post Forecasting Software/System Imple- 
mentation Phase. Leanne M Regalla, Journal of Business Fore- 
casting, 20 (Winter 2001-02) pp 7-10 [Study, Forecasting tools, 
Length of time since implementation, Planning requirements, 
Changes made 1n processes and systems, Resources, Information 
from other companies, Satisfaction. with. improvement. efforts, 
Problems, Information shanng, Assessment ] 199 


Virtual. Community and Connections: Their Relevance to 
Health Care Marketing. Debbie 5 Easterling, Journal of Non- 
profit and Public Sector Marketing, 8 (No 4, 2001), рр 75-89 
[Discussion, Online activities, Health related, Supportive, Altruis- 
tic, Breast cancer diagnoses, Personal web sites, Examples] 200 


Information Search: External Secondary Information for 
Strategic Marketing Planning п Nonprofit Organizations, 
Vaughan С Judd and Betty J Tims, Journal of Nonprofit and Pub- 
lic Sector Marketing, 7 (No 1 and 2, 2001), pp 119-40 [Discus- 
sion, Information-seeking tactics, Information sources, Internet, 
Library consortia, Virtual and traditional libraries, CD-ROM data- 
bases, Examples ] 201 


Expanding Your Communication Budget with Group Collabo- 
ration Technology. Donald R Self and William C Grayson, Jour- 
nal of Nonprofit and Public Sector Marketing, 9 (No 1 and 2, 
2001), pp 169-77 [Discusston, Techniques, Audio teleconferenc- 
ing, Streaming, Messaging, Nonprofit marketing applications, 
Video and Web conferencing ] 202 


Purchasing Execs Show Keen Interest, But They're Not Buymg 
Yet. Purchasing, 130 (September 20, 2001), рр 14—15 [E-sourc- 
ing software, Survey, Impacts, Productivity, Operating costs, Cycle 
time reduction, Lower-than-expected returns on investment, Lack 
of adequate technical and labor resources, Examples ] 203 


Measuring Purchasing's Value. Susan Avery, Purchasing, 130 
(July 19, 2001), рр 45, 48-49 [IT Procurement Working Group, 
Intormation technology procurement, Cost savings, Cycle time 
reductions, Customer satisfaction, Examples ] 204 


Internet Connections Make Shipments More Visible. David 
Hannon, Purchasing, 130 (November 15, 2001), pp 47-49 [High- 
tech industries are moving to a model of lower inventory and more 
just-in-time shipping, Lack of Internet access, Online buying 
exchange movement, Customer relations, Examples ] 205 


What PMs Need to Know. Anne Millen Porter and David Han- 
non, Purchasing, 130 (December 15, 2001), pp S1-S8 [Purchas- 
ing managers, Concerns, Data security, Responsibility, Perceived 
versus actual value, System design, Protecting data, Guidelines ] 
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Data-Mining Technology Lets Retailers Identify Which Job 
Candidates are Likely to Remain on the Job. Karen M Kroll, 
Stores, 83 (July 2001), рр 62, 64 [Discussion, Electronic applica- 
поп kiosks, Success patterns, Candidate’s interest and aptitude for 
selling, customer service, and overall reliability, Equal employ- 
ment issues, Examples ] 207 


The Analytics Divide. Patrick A McGurre, Stores, 83 (October 
2001), pp 32-34, 36 [Discusston, Software packages, Data analy- 
sis, Decision-friendly information, Shopping habits, Early 
adopters, Examples ] 208 


5. OTHER TOPICS 


5.1 Educational and Professional Issues 
See also 151, 189 
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Schools of Thought їп Organizational Learning. Simon 1 Bell, 
Gregory J Whitwell, and Bryan А Lukas, Journal of the Academy 
of Marketing Science, 30 (Winter 2002), рр 70-86 [Literature 
review, Comparative analysis (economic, managerial, developmen- 
tal, process), Applications to market orientation and new product 
development ] 209 


Guidelines for Conducting Research and Publishing in Mar- 
keting: From Conceptualization Through the Review Process. 
John O Summers, Journal of the Academy of Marketing Science, 
29 (Fall 2001), pp 405-15 [Leading marketing Journals, Manu- 
script acceptance rates, Developing manuscripts, Scholarly 
research on substantive issues 1n marketing, State of research in 
marketing, Assessment ] 210 


Journal of Marketing Education, 23 (December 2001), pp 
169—259 [Nine articles оп 1nnovation in. marketing education, 
Innovative teaching, Student perceptions of educational technology 
tools, Utilization of simulation to enhance sport marketing con- 
cepts, Learning approach employing student documentation, Web 
and off-Web marketing research sources, Experiential learning in 
entrepreneurship and retail management, А department of market- 
ing advisory council, Skill development gaps in marketing and 
MBA programs, Role of marketing in an integrative business cur- 
riculum ] 211 


Teaching Portfolios: Uses and Development. Laurie A Babin, 
Теп Root Shaffer, and Amy Morgan Tomas, Journal of Marketing 
Education, 24 (April 2002), рр 35-42 [Discussion, Definition, 
Elements (teaching responsibilities and. philosophy, evidence of 
teaching effectiveness, instructional 1mprovement), Assessment ] 
212 


Exploring Achievement Striving as a Moderator of the Grad- 
ing Leniency Effect. Donald R Bacon and Jenny Novotny, Jour- 
nal of Marketing Education, 24 (April 2002), pp 4-14 [Literature 
review, Hypotheses, Evaluation preferences, Achievement striving 
was found to be inversely related to the tendency to give higher 
evaluations to lenient-grading teachers at the undergraduate level 
but not at the graduate level, Statistical analysis, Implications ] 
213 


Discontinuous Classroom Innovation: Waves of Change for 
Marketing Education. Richard 1, Celsi and Mary Wolfinbarger, 
Journal of Marketing Education, 24 (April 2002), pp 64-72 [Dis- 
cussion, Comparisons, Technology as a support function, Mirror- 
ing, Discontinuous innovation is characterized by unique applica- 
tions that extend the classroom in ways that result in a more 
current, active, and interactive learning environment, End goals, 
Assessment ] 214 


Explaining the Appeal of Sales Careers: A Comparison of 
Black and White College Students. Susan Del Vecchio and Earl 
D Honeycutt, Jr, Journal of Marketing Education, 24 (April 
2002), pp 56-63 [Literature review, Research questions, Survey, 
Attitudes, Job attributes (starting salary, autonomy, education), Sta- 
tistical analysis, Implications ] 215 


Team Learning in a Marketing Principles Course: Cooperative 
Structures That Facilitate Active Learning and Higher Level 
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Thinking. Sigfredo A Hernandez, Journal of Marketing Educa- 
поп, 24 (April 2002), pp 73-85 [Discusston, Comparison with 
traditional course, Instructional activity sequence, Structure (team 
selection, rotating roles, team-building activities, peer evaluations, 
allocation of team resources), Effectiveness, Guidelines ] 216 


The Development and Consequences of Trust in Student Pro- 
ject Groups. Lenard C Huff, Joanne Cooper, and Wayne Jones, 
Journal of Marketing Education, 24 (April 2002), pp 24-34 [Lit- 
erature review, Model presentation, Survey of students, Factors, 
Determinants of trust, Conditions and facilitating tools, Conse- 
quences of distrust, Assessment, Implications ] 217 


Enhancing Students? Role Identity as Marketing Majors. Susan 
Schultz Kleine, Journal of Marketing Education, 24 (April 2002), 
pp 15-23 [Literature review, Hypotheses, Survey of students, 
Measures, Identity importance, Social commitments, Identity- 
related esteem, Identity time commitment, Subjective adjustment 
to major, Statistical analysis, Guidelines ] 218 


A Professional School Approach to Marketing Education. John 
A Schibrowsky, James W Peltier, and Thomas E Boyt, Journal of 
Marketing Education, 24 (April 2002), pp 43-55 [Discussion, 
Liberal arts, professional, and vocational approaches to business 
education, Benefits of professtonal school approach, Issues (fac- 
ulty, student, curriculum, other), Assessment ] 219 


A Realistic Sales Experience: Providing Feedback by Integrat- 
ing Buying, Selling, and Managing Experiences. Susan Powell 
Mantel, Ellen Bolman Pullins, David A Reid, and Richard E 
Buehrer, Journal of Personal Selling and Sales Management, 22 
(Winter 2002), рр 34—40 [Experiential learning, Course descrip- 
tions, Schedule of topics and activities, Written communication, 
Proposal role-play, Sales portfolio, Learning oriented outcomes ] 
220 


Howard University Launches Supply Chain Curriculum. 
Damon Francis, Purchasing, 130 (October 4, 2001), рр 22-23 
(Discussion, Goals, Student recruitment, Quality education, Estab- 
lish network of contacts, Promote continued involvement, Working 
across departments, Starting salaries ] 221 


Sales Rumed My Personal Life. Betsy Cummings, Sales and 
Marketing Management, 153 (November 2001), pp 44—46, 48—50 
[Survey ot sales executives, Impacts, Stress, Workloads, Learning 
to leave, Regular communication trom managers, Work-life bal- 
ance, Examples ] 222 


5.2 General Marketing 
See also 55, 71, 216, 218 


Marketing-Mix Variables and the Diffusion of Successive Gen- 
erations of a Technological Innovation. Peter Ј Danaher, Bruce 
GS Hardie, and William Р Putsis, Jr, Journal of Marketing 
Research, 38 (November 2001), pp 501-14 [Literature review, 
Model development, Empirical analysts estimates the impact of 
price for two generations of cellular phones in a European country, 
Assessment ] 223 
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Age of Propaganda: The Everyday Use and Abuse of 
Persuasion 

by Anthony Pratkanis and Elliot Aronson (New 
York: W.H. Freeman, 2001, 416 pp., $16.95) 


How to Be Less Persuaded or More 
Persuasive: Review of Age of 
Propaganda: The Everyday Use 
and Abuse of Persuasion 


This second edition of the Age of Propaganda 1s excellent 
(Should I explicitly tell you my conclusion?) I use a two- 
sided argument to try to convince readers to read this book 
(Is a two-stded argument relevant in this situation, and if so, 
should I tell you the good news first or last?) I reduce the 
asides in the rest of this review because they are distracting 
(and distraction is not useful here, as the arguments to pur- 
chase the book are strong), suffice 11 to say, these are the 
types of issues that the authors address 


The Bad News 


This book ts aimed to help general readers protect them- 
selves against propaganda spread by governments and busi- 
nesses As Pratkanis and Aronson state (р 356), "It 1s our 
hope that knowledge about the process of persuasion will 
allow all of us to detect and resist some of the more obvious 
forms of trickery and demagoguery " If nearly everyone read 
this book and used its teachings appropriately, 1t might help 
society, but the chance of this happening is remote How- 
ever, the advice 1n this book is worth an enormous amount 
to people who employ propaganda, many of whom strike me 
as unaware of the persuasion techniques that Pratkants and 
Aronson describe With so much more for propagandists to 
gain, the book tilts the relationship in their favor, they will 
work harder at persuading people than people will at pro- 
tecting themselves 

It seems to me that the book contains an underlytng pro- 
paganda message against individual freedoms I found the 
authors’ liberal bias unnecessary and annoying, especially 
when I tried to follow their advice about how to deal with 
propaganda Consider this Pratkanis and Aronson state (p 
117) that during the Reagan years, the “relaxing of govern- 
ment controls (by the FTC] reopened the door to blatant 
abuses” On the following page, the authors state, “Ulti- 
mately we all have a responsibility to challenge all factoids ” 
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So I did just that and found that Pratkanis and Aronson pro- 
vided no support for their statement on page 117 

This book 1s not organized for researchers For example, 
1t took some effort to locate relevant references at the end of 
the book Also, on occasion, I would have liked more details 
on the methodology, conditions, or effect sizes for studies 
the authors describe 

Sometimes the support the authors offered for state- 
ments was anecdotal, as, for example, with respect to esca- 
lation bias (pp 239—41) Contrary to what seems like com- 
mon sense that people throw good money after bad, the 
evidence in favor of escalation bias is weak, as summarized 
by Armstrong, Coviello, and Safranek (1993) 


The Good News 


The book has many wonderful qualities It contains useful 
knowledge about persuasion for salespeople, advertisers, 
lawyers, doctors, educators, parents, special interest groups, 
managers, and others involved in the persuasion bustness In 
addition, the descriptions of propagandists' tricks can help 
consumers 

Pratkanis and Aronson are widely recognized for their 
useful research on persuasion Their credibility 1s important 
because some of what they recommend may contradict read- 
ers current beliefs or behaviors Their evidence was usually 
sufficient to convince me that I was wrong (Or do they use 
the distraction principle and cause me to lower my 
defenses”) 

Pratkanis and Aronson have made a major contribution 
by collecting, summarizing, and organizing published 
research on persuasion For the past ten years, I have been 
collecting studies pertaining to persuasion through advertis- 
ing Pratkanis and Aronson introduced me to more than 50 
important studies that I had missed I think that this speaks 
well of them, rather than poorly of me After all, I examined 
thousands of studies to come up with my list Most of the 
studies the authors describe are from psychology, but some 
are from other fields, such as marketing and law These stud- 
tes are now in the "Bibliography on Persuasion through 
Advertising,” posted at http //advertisingprinciples com (T 
hope that you, dear reader, will point out other omissions То 
be included, publications should describe empirical studies 
that provide evidence on what actions will persuade and 
under what conditions You might start by ensuring that your 
research has been included ) 

Pratkanis and Aronson show how interesting and useful 
academic research can be For example, predict the outcome 
of this study (p 25) If a panhandler asks for 17 cents or 37 
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cents, will he collect more donations than if he asks for 25 
cents? Answer He will receive about 60% more 

Here is another study (p 45) Students, acting as 
fundraisers, went door-to-door asking for donations With 
half the houses, they added one sentence to their spiel 
*Even a penny would help" Did this have any effect? 
Answer It nearly doubled donations 

In another study (p 78) Is it better to (1) lecture stu- 
dents that they should be neat and tidy or (2) compliment 
them for being neat and tidy? Answer In this study, the lec- 
ture method was useless, whereas the compliment method 
led to a threefold increase in the collection of litter 

With remarkable clarity, Pratkanis and Aronson present 
studies, translate them to principles, describe conditions 
under which the principles apply, and show how to use 
them I found many of their principles useful for my adver- 
tising course 

The writing dances, and the book 1s laced with delight- 
ful examples The examples cover real-life events such as 
the OJ Simpson trial, in which Marcia Clark erred by not 
providing a two-sided argument The authors start the book 
with a powerful example the case of Demetrick James 
Walker, who was sentenced to life in prison for killing a 
teenager because he wanted his pair of $125 Nike Air Jor- 
dans, just like the ones advertised on television (I have used 
this example to start my advertising course but dropped 1t 
when some students informed me that it was not politically 
correct to do so ) 

I liked the authors’ historical treatments of issues and the 
interesting facts scattered throughout the book For example, 
who knew that Abraham Lincoln was widely despised in 
1863? That Aristotle was the first to develop a comprehen- 
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sive theory of persuasion? That universities ran courses on 
Principles of Advertising in the 1890s? 

Pratkanis and Aronson’s Age of Propaganda compares 
well with my favorite book on marketing, Robert Cialdini's 
Influence (2000) It 1s broader їп its coverage than Cialdint’s 
book I consider both essential reading for those 1п a per- 
suasion business Persuasion 1s a big business According to 
McClosky and Klamer (1995), approximately 25% of the 
nation’s economy 1s involved ın persuasion 

(Should I provide an explicit conclusion now? Should it 
be “you will gain a lot” or "don't lose out to your competi- 
tors who will be using these techniques"? As I think about 
it, given your interest in persuasion, you are Just the type of 
person who can use this book effectively Do you think it 1s 
important to provide people with feedback? Good, I thought 
you did Please let me know what you thought of this review 
Even a single word helps Act now Early replies will qual- 
ify for a special list limited to the Top Ten My e-mail 
address 1s armstrong@wharton upenn edu Meanwhile, 
beware of any subtle attempts at persuasion ) 


J Scotr ARMSTRONG 
Uruversity of Pennsylvania 
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2002 SHETH FOUNDATION/JOURNAL OF 
MARKETING AWARD 


The recipient of the 2002 Sheth Foundation/Journal of Marketing Award, which 1s funded 
through the American Marketing Association Foundation, is Kevin Lane Keller for his arti- 
cle, "Conceptualizing, Measuring, and Managing Customer-Based Brand Equity,” which 
appeared in the January 1993 (Vol 57, No. 1) issue of the Journal of Marketing. In select- 
ing Professor Keller's article, the selection committee observed that the article has been 
widely cited in the academic literature, has had an important and lasting influence on mar- 
keting practice, and is a part of a larger body of research by Professor Keller that addresses 
the important issues of brand equity and brand management. As one of the letters of nomi- 
nation noted, Professor Keller's article “рш forth the dominant conceptualization of brand 
equity over the past decade " 

Nominations for the award were solicited from members of the JM Editorial Review 
Board, and a selection committee of past editors of AMA journals made the final selection 
The award carries a plaque and a cash prize, both of which were presented at the American 
Marketing Association's Winter Marketing Educators! Conference, held February 14-17, 
2003, in Orlando, Fla , at the Sheraton World 

The Sheth Foundation/Journal of Marketing award, which was established through the 
generosity of the Sheth Foundation, honors articles published in the Journal of Marketing 
that have made long-term contributions to the discipline of marketing The criteria for se- 
lection include the quality of the article's contribution to theory and practice, the originality 
of the article, its technical competence, and the impact the article has made on the field of 
marketing Articles eligible for the award must have been published at least five years but 
not more than ten years earlier 





*Kevin Lane Keller is E В Osborn Professor of Marketing, Amos Tuck School of Business, 
Dartmouth College 
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Services Marketing Self-Portraits 


RAYMOND P. FISK, STEPHEN J. 
JOBY JOHN, EDITORS 

The editors of this introspective gathered the pioneers of services marketing, 
which 20 years ago was hardly considered a legitimate academic field of study, 
and asked them to offer their perspectives regarding the foundation, evolution, 
and destiny of services marketing This volume will provide future generations 
with a personal and professional statement of the core assumptions behind 
services marketing—assumptions that are a constant subtext to scholarship, 
but are rarely articulated A statement of these assumptions becomes more 
important as academe becomes more interdisciplinary and lines between aca- 
demic areas become less distinct This volume will be an authoritative answer to 
an inevitable question What was services marketing? In this insightful book, 
each contributor shares his or her experience їп response to the following six 
questions 


What do you consider to be the most uniquely defining characteristics 
of your approach to services marketing? 

What is your view of the current relationship of services marketing 
theory and application? 

Who are the marketers whom you are either influenced by or most respect? 
Are they the same now as їп your formative years? 

Which of your writings do you like the most and why? 

What impact would you say your services marketing efforts have had 
on shaping the field? 

What directions would you like the services marketing field to take in 
the future? 


To complete each section, the contributors also provide bibliographies of their 
research and publications in services marketing 
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Cornelia Pechmann, Guangzhi Zhao, Marvin E. Goldberg, & 
Ellen Thomas Reibling 


What to Convey in Antismoking 
Advertisements for Adolescents: The 
Use of Protection Motivation Theory 
to Identify Effective Message Themes 


Antismoking advertising is increasingly used, but its message content 15 controversial In an initial study in which 
adolescents coded 194 advertisements, the authors identified seven common message themes Using protection 
motivation theory, the authors develop hypotheses regarding the message theme effects on cognitions and inten- 
tions and test them in an experiment involving 1667 adolescents Three of the seven message themes increased 
adolescents' nonsmoking intentions compared with a control, all did so by enhancing adolescents' perceptions that 
smoking poses severe social disapproval risks Other message themes increased health risk severity perceptions 


but were undermined by low perceived vulnerability 


be undertaken to prevent minors from smoking ciga- 

rettes (Centers for Disease Control and Prevention 
[СОС] 1999) The number of U S states that use paid anti- 
smoking advertising targeted at youths has increased from 1 
їп 1986 (Minnesota Department of Health 1991) to more 
than 21 1n 2002 (Campaign for Tobacco-Free Kids 2002) 
Also, the American Legacy Foundation (2002) runs anti- 
smoking television advertisements nationwide Funding pri- 
marily comes from the 1997 settlement between tobacco 
firms and the U S attorneys general (National Association 
of Attorneys General 2000) The sponsors of antismoking 
advertising use diverse message themes, and though there is 
widespread agreement that choice of theme matters, there 1s 
considerable disagreement as to what choice to make As 
Teinowitz (1998, р C1) explains, 


Т: 15 considerable agreement that programs should 


Do you warn teens, many of whom think they are invinci- 
ble, about death and disfigurement? Or do you suggest that 
Big Tobacco is the new evil empire. ог that not smoking 
15 much cooler than engaging in it? If you think the answer 
1$ Obvious, you haven't seen the distinctly different 
approaches taken by the four states that have recently run 
anti-smoking ad campaigns — History shows you get less 





Cornelia Pechmann is Associate Professor of Marketing, and Guangzhi 
Zhao ıs a doctoral student in marketing, Graduate School of Management, 
University of California, Irvine Marvin E Goldberg is Irving and Irene Bard 
Professor of Marketing, Smeal College of Business Administration, Penn- 
sylvania State University Ellen Thomas Reibling is Director of the Health 
Education Center and a doctoral student, School of Social Ecology, Uni- 
versity of California, Irvine This research was funded by a grant to the first 
author from the California Tobacco-Related Disease Research Program 
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smoking but how much less will depend, to a large degree, 
on the message used ES 


Evidence of the efficacy of different antismoking message 
themes is limited and conflicting A report by Teenage 
Research Unlimited (1999) concludes that health messages 
are efficacious, whereas Goldman and Glantz (1998) advocate 
messages attacking the tobacco industry and Worden, Flynn, 
and Secker-Walker (1998) recommend social norm messages 
Many of these conclusions are based on focus group research, 
which can be unreliable (Blankenship and Breen 1993), as can 
uncontrolled field studies Florida has reported that its “Truth” 
advertisements attacking tobacco firms are effective, on the 
basis of surveys showing 4046 and 16% declines in smoking 
among middle and high school students in the state, respec- 
tively (Bauer et al 2000, see also Farrelly et al 2002) How- 
ever, Monitoring the Future (Johnston, O'Malley, and Bach- 
man 2001) shows nearly comparable declines (30% and 14%) 
in the southern region of the United States as a whole, where 
no antismoking advertisements were running Apparently, 
most of the decline was due to a macro trend, rather than to an 
advertisement-specific effect Therefore, it is unclear whether 
anti-tobacco industry advertisements work 

The most fundamental question that must be addressed 
15 whether using any of the common antismoking messages 
makes sense from a public health perspective, compared 
with doing nothing at all (Pechmann 2002) That is, will any 
of these message themes dissuade youths from smoking? To 
address this question, we examined 194 antismoking adver- 
tisements and created a typology of commonly used mes- 
sage themes Then, we conducted an experiment to investi- 
gate the effects of each message theme on adolescents’ 
smoking-related cognitions and intentions compared with a 
no-message control We employed protection motivation 
theory (Rogers 1983) to help us predict why certam message 
themes might work or not work, because it is a highly com- 
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prehensive theory of health communication (Boer and Sey- 
del 1996) Moreover, the antismoking advertisement spon- 
sors sought to influence many of the cognitions that are the 
focus of this theory (Parpis 1997) Although our research 
primarily addresses social marketing, it also explores the 
broader issue of how youths make decisions about risky 
behaviors (Benthin, Slovic, and Severson 1993, Fischhoff et 
al 2000) In particular, we examine the weight placed on 
health versus social risks (Ho 1998) and the integration of 
data about risk severity versus vulnerability (Weinstein 
2000) 


Protection Motivation Theory 


Protection motivation theory (Rogers 1983) posits that peo- 
ple's motivations or intentions to protect themselves from 
harm are enhanced by four critical cognitions or perceptions, 
regarding the severity of the risks, vulnerability to the risks, 
self-efficacy at performing the advocated risk-reducing 
behavior, and the response efficacy of the advocated behav- 
ог In addition, the theory posits that people's intentions to 
protect themselves are weakened by the perceived costs of 
the advocated risk-reducing behavior and the perceived ben- 
efits of the opposing risk-enhancing behavior These cogni- 
tive processes are divided into two subprocesses threat 
appraisal (severity, vulnerability, and. benefits) and coping 
appraisal (self-efficacy, response efficacy, and costs) In gen- 
eral, the factors underlying each appraisal process have been 
studied separately, though occasionally threat or coping 
appraisal has been studied as a whole (Sturges and Rogers 
1996, Tanner, Hunt, and Eppright 1991) According to the 
theory, people can be motivated to engage in desirable health 
behaviors not only to avoid health risks but also to avoid 
social or interpersonal risks (Rogers 1983) Of late, 
researchers have increasingly focused on messages that 
stress social risks (Dijkstra, De Vries, and Коџаскег5 1998, 
Mahler et а! 1997, Schoenbachler and Whittler 1996) Fur- 
thermore, protection motivation theory has recently been 
extended formally to include social risks (Ho 1998) Some 
researchers have argued that cognitive mediators are insuffi- 
cient for explaining people's intentions to avoid risks and that 
fear should be included as an added affective mediator (Tan- 
ner, Hunt, and Eppright 1991, Witte 1992) Rogers (1983, p 
165) disagrees, however, and cites his results showing that 
“fear arousal does not facilitate attitude change unless this 
arousal directly affects | cognitive appraisal " 

Protection motivation theory (Rogers 1975, 1983) posits 
that, їп most cases, cognitions will affect intentions directly 
and additively, though at times, certain cognitions will func- 
tion interactively or synergistically The 1975 version of the 
theory posits two- and three-way interactions among sever- 
ity, vulnerability, and efficacy The 1983 version of the the- 
ory excludes all three-way interactions, as well as the two- 
way interactions of severity with vulnerability and 
self-efficacy with response efficacy However, a recent 
meta-analysis (Floyd, Prentice-Dunn, and Rogers 2000) 
suggests that these two-way interactions may be important 
after all (see also Weinstein 2000) 

Researchers have sometimes tested protection motiva- 
tion theory using surveys They have measured all the cog- 
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nitive variables and intentions and examined the cognition— 
intentions links (eg, Flynn, Lyman, and Prentice-Dunn 
1995, Ho 1998) More commonly, though, researchers have 
conducted experiments in which they have manipulated a 
subset of the cognitive factors through social marketing 
messages, frequently using real messages from practition- 
ers, as we do here (Burgess and Wurtele 1998, Castle, Skin- 
ner, and Hampson 1999, Steffen 1990, Weinstein, Sandman, 
and Roberts 1991) They have examined the effects of these 
messages on the target cognitions and intentions, often 
compared with a no-message control group (Mahler et al 
1997, Tanner, Hunt, and Eppright 1991, Witte 1992) This 1s 
the approach we adopt To our knowledge, no experiment 
has sought to manipulate all six protection motivation theory 
cognitions because doing so would be too unwieldy, partic- 
ularly given a standard full-factorial design The perceived 
costs of the risk-reducing behavior and the perceived bene- 
fits of the risk-enhancing behavior have been studied the 
least (Floyd, Prentice-Dunn, and Rogers 2000, Milne, 
Sheeran, and Orbell 2000), perhaps because these factors 
weaken protection motivation intentions, and researchers 
have pragmatically focused on factors that strengthen 
intentions 

In this research, we use protection motivation theory to 
formulate hypotheses regarding the likely impact of seven 
common antismoking message themes on the cognitions 
that they attempt to influence, namely, health and social risk 
severity and self-efficacy at refusing cigarette offers and 
resisting tobacco marketing In formulating these hypothe- 
ses, we review prior experiments to assess “cognitive mal- 
leability,” or the ease with which severity and efficacy per- 
ceptions can be influenced Furthermore, we assess the 
likelihood that 1f a message theme affects a cognition, 1t will 
also affect intentions Here, we refer to meta-analysis results 
regarding the average effect size of each cognition on 1nten- 
tions (Floyd, Prentice-Dunn, and Rogers 2000, Milne, 
Sheeran, and Orbell 2000) In considering effects on inten- 
tions, we also examine possible two-way interactions 
between cognitions, because a cognitive variable could have 
a weak effect on intentions as a result of a moderator that 
reduces, nullifies, or even at times reverses its impact 
(Rogers 1975, 1983) We studied all of the protection moti- 
vation theory cognitions except response efficacy, which we 
presumed to be irrelevant in this context, because refraining 
from smoking 1s 100% effective for avoiding the risks 
incurred by becoming a smoker 


Hypotheses Regarding the Effects 
of Message Themes on Cognitions 


Disease and Death Message Theme 


Disease and Death messages discuss how smokers suffer 
from serious diseases, such as emphysema and lung cancer, 
and often die prematurely The goal of these advertisements 
is to convey the "harsh medical realities of the effects of 
smoking" (Parpis 1997, р 35) In one stimulus advertise- 
ment used in our study, a camera follows smoke going down 
the throat of an adult smoker, which reveals fleshy lumps 
staiting to grow, a voice-over states, “Опе damaged cell is 


all 1 takes to start lung cancer growing " Another advertise- 
ment talks about how smokers inhale poisons such as 
“arsenic, carbon monoxide, and formaldehyde" that “imme- 
diately affect their hearts, lungs, and brains” A third adver- 
tsement shows an adolescent male smoking, who slowly 
turns into a skeleton, it states, “Smoking it's only a matter 
of time” 

From the perspective of protection motivation. theory 
(Rogers 1983), the intent is to increase perceptions of health 
risk severity Prior studies have used similar manipulations 
to increase the perceived severity of unhealthy behaviors 
such as smoking (Maddux and Rogers 1983), unprotected 
sex (Block and Keller 1998), illicit drug use (Schoenbachler 
and Whittler 1996), and alcohol abuse (Kleinot and Rogers 
1982) Manipulating health risk severity seems fairly easy to 
do through brief text or graphics, as in a brochure stating 
that unprotected sex can cause AIDS or syphilis (Block and 
Keller 1998) or a graphic print advertisement showing a per- 
son in a hospital who has overdosed on a drug (Schoen- 
bachler and Whittler 1996) 

We did not expect the Disease and Death messages to 
affect health risk vulnerability perceptions, however These 
messages included none of the information that 1s known to 
enhance vulnerability perceptions, such as personal or 
genetic risk factors (Rippetoe and Rogers 1987, Weinstein 
1983, Wurtele and Maddux 1987), probabilities of occur- 
rence (Maddux and Rogers 1983, Ми 5 and Lippa 1990), 
or familiar symptoms (DePalma, McCall, and English 
1996) Instead, we predicted a single effect for Disease and 
Death messages on cognitions , 


H, The Disease and Death (versus control) antismoking mes- 
sage theme will enhance adolescents' perceptions of the 
severity of the health risks of smoking 


Endangers Others Message Theme 


Endangers Others messages stress how secondhand smoke, 
and smoking in general, can seriously harm smokers’ family 
members, coworkers, and peers The primary intent of these 
advertisements is “raising individuals’ awareness of envi- 
ronmental tobacco smoke (ETS), with advertisements that 
portray the risks of breathing someone else's smoke" (Cali- 
fornia Department of Health Services [CA DHS] 2001, р 
84) Some advertisements also stress that when smokers die 
prematurely, family members suffer emotionally and finan- 
cially In one stimulus advertisement, an uncaring father's 
cigarette smoke envelops his frightened toddler who, in a 
plea for help, spells out “sudden infant death syndrome” in 
alphabet blocks Another advertisement shows smoke enter- 
Ing rooms ın a home with children and states, “Your children 
don't smoke and they don't want to, but when your home 
fills with second hand smoke, they don't have a choice, 
instead, every innocent breath they take eats away at them, 
causing asthma .” In yet another advertisement, a teenager 
sadly explains that her mother has died of a smoking-related 
disease and will never attend her graduation or wedding 
“All the tmportant stuff, she won't be there” 

Endangers Others advertisements are similar to Disease 
and Death advertisements in terms of depicting severe 
health risks What ts unique about Endangers Others adver- 
пѕетепіѕ 1s that they also convey that smokers may 


encounter strong social disapproval from nonsmokers The 
advertisements suggest that many nonsmokers are disap- 
pointed in or angry at smokers for their lack of consideration 
of others Some advertisements also subtly chastise smokers 
for hurting others Surveys have found that Endangers Oth- 
ers advertising often prompts nonsmokers to voice their dis- 
approval of smoking by asking the smokers in their midst — 
for example, family members or friends—not to smoke 
around them or even to stop smoking altogether (CA DHS 
2001, Connolly and Robbins 1998) 

According to protection motivation theory, Endangers 
Others messages seek to increase the perceived severity of 
the health and social disapproval risks of smoking. On the 
basis of prior studies, it appears to be fairly easy to manipu- 
late social risk severity perceptions (Jones and Leary 1994, 
Mahler et al 1997), just as it 1s with health risk severity per- 
ceptions Schoenbachler and Whittler (1996) used a print 
advertisement showing young people rejecting a teenage 
drug user Dykstra, De Vries, and Royackers (1998) sent let- 
ters to smokers stating that their family members would 
appreciate it 1f they quit Therefore, we predict that 


Н; The Endangers Others (versus control) antismoking mes- 
sage theme will enhance adolescents' perceptions of (a) 
the severity of the health risks and (b) the seventy of the 
social disapproval risks of smoking 


Cosmetics Message Theme 


Cosmetics messages stress that smokers must cope with 
highly unattractive and annoying side effects that are cos- 
metic in nature, such as smelliness The messages attempt to 
convey that "smoking has many unpleasant consequences that 
can lead to social disapproval, such as bad breath, yellow 
teeth, smelling bad" (Minnesota Department of Health 1991, 
p 52) In one stimulus advertisement, a teen compares a 
smoker's breath to a dog's breath and concludes that the latter 
“is slightly less putrid " In another advertisement, a teen offers 
strategies to enhance guys' attractiveness to girls апа warns, 
"Nix the smoking, that yellow teeth and cigarette stench 
thing, it’s not working " In a third advertisement, youths brush 
their teeth after smoking but find that their mouths are full of 
ashes, the advertisement warns, “You can brush, you can gar- 
gle, but you can’t get rid of cigarette mouth” 

From the perspective of protection motivation theory, 
Cosmetics messages attempt to enhance perceptions that 
smoking poses severe social disapproval risks because of its 
unattractive side effects. However, it is possible that adoles- 
cents might not be too concerned about such problems, 
which cosmetic products such as breath sprays and gums 
can easily remedy In most prior studies that enhanced per- 
ceptions of social risk severity, the messages stressed 
appearance-related risks that cosmetics products could not 
remedy, such as curvature of the spine from osteoporosis 
(Klohn and Rogers 1991) or wrinkles from excessive sun 
exposure (Jones and Leary 1994) The Endangers Others 
messages seem to convey more serious social concerns as 
well, by stressing that many nonsmokers believe that smok- 
Ing 1s inconsiderate and violates their right to breathe clean 
air However, given adolescents’ hypersensitivity to being 
evaluated by others (Graham, Marks, and Hansen 1991), we 
predict that even Cosmetics messages will be effective 
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Н; The Cosmetics (versus control) antismoking message 
theme will enhance adolescents' perceptions of the sever- 
ity of the social disapproval risks of smoking 


Smokers' Negative Life Circumstances Message 
Theme 


Most adolescents want to appear mature, independent, 
savvy, attractive, and cool, and many think that smoking will 
help them realize these goals (CA DHS 1990, p xi, see also 
Miller 1998) Smokers' Negative Life Circumstances mes- 
sages suggest that smoking “15 a barrier to achieving [these] 
goals" (Miller 1998, р 2743) Specifically, the advertise- 
ments use graphic, gross, and antisocial images to convey 
that smoking ıs a hindrance, rather than a pathway, to 
achieving higher-order aspirational goals (Parpis 1997, 
Pechmann and Shih 1999) Smokers are depicted as 
disheveled “losers” 1n a variety of unattractive life circum- 
stances, who have quite obviously taken the wrong path in 
life 

In one stimulus advertisement, an attractive young male 
demonstrates to a disheveled and befuddled smoker that 
smoking is as ill-conceived as sticking one’s head in a toilet, 
“Smoke away,” the advertisement jeers at the end Another 
advertisement pokes fun at a sophomore who unwisely 
“started smoking in junior high,” showing him as a scrawny 
old man with a whiney voice and a cigarette poking out of 
his mouth One more advertisement shows a young female 
smoker who tries to beautify herself for a date, instead, she 
turns into an ugly witch sitting in a bathtub, giggling 
inanely The graphic, negative imagery in Smokers’ Nega- 
tive Life Circumstances advertising 1s designed to suggest 
that smokers are viewed as losers and will experience severe 
social disapproval from peers Translating this idea into pro- 
tection motivation theory terms, we predict that 


H4 The Smokers’ Negative Life Circumstances (versus con- 
trol) antismoking message theme will enhance adoles- 
cents’ perceptions of the severity of the social disapproval 
risks of smoking 


Refusal Skills Role Model Message Theme 


Refusal Skills Role Model messages explain why many 
attractive role models view smoking as unappealing and 
demonstrate refusals of cigarette offers (Worden et al 
1988) In one advertisement, a girl confides to a friend, “I 
don't want to go out with him, he was smoking and he 
thought it was cool", instead, she is impressed with another 
boy who says “по thanks” when offered a cigarette A dif- 
ferent advertisement shows kids being stalked by a cigarette, 
and one strong, brave boy knocks the cigarette out with box- 
ing gloves In yet another advertisement, a famous football 
player symbolically kicks a cigarette away like a football, 
stating, “No way was I going to lose to some tiny little 
cigarette " 

Turning to protection motivation theory, one goal of the 
advertising 1s to 1ncrease perceptions that smoking poses 
social disapproval risks The attractive role models clearly 
indicate that they disapprove of smoking and smokers 
These role models could make quite an impression because, 
as was mentioned previously, social risk perceptions gener- 
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ally appear to be malleable (Dykstra, De Vries, and Roi- 
Jackers 1998, Jones and Leary 1994, Mahler et al 1997, 
Schoenbachler and Whittler 1996) Refusal Skills Role 
Model advertising also attempts to enhance adolescents’ 
perceptions of self-efficacy at refusing cigarette offers (Wor- 
den et al 1988) The advertising shows role models suc- 
cessfully refusing cigarettes, which may teach skills and 
raise viewers’ expectations that they too are capable of 
refusing (Bandura 1997) 

However, self-efficacy perceptions have proved to be 
quite rigid and often cannot be changed unless intense inter- 
ventions are used that permit practice and mastery of focal 
skills (Bandura 1997) Rohrbach and colleagues (1987) 
increased adolescents’ feelings of self-efficacy at refusing 
alcohol offers with a three-hour intervention involving 
demonstrations and practice that progressed from simple 
rehearsals to extended role plays Bryan, Aiken, and West 
(1996) boosted female subjects’ self-efficacy regarding con- 
dom use with a multifaceted intervention including a video 
of condom purchases, role-playing of asking a partner to 
wear a condom, and demonstrations of how to put a condom 
on a partner Refusal Skills Role Model advertising relies on 
passive observation, so we were uncertain whether ıt would 
influence self-efficacy perceptions However, we expected 
the advertising to influence social risk perceptions 


Hs The Refusal Skills Role Model (versus control) antismok- 
ing message theme (a) will enhance adolescents’ percep- 
tions of the seventy of the social disapproval risks of 
smoking and (b) may enhance their perceptions of self- 
efficacy at refusing cigarette offers 


Marketing Tactics Message Theme 


Marketing Tactics messages stress that tobacco firms use 
powerful marketing tactics such as image advertising and 
target marketing and that children, women, and minorities 
are prime targets The advertising sponsors believe that "the 
strategy makes [children] stop and consider that smoking 
may not be an act of their own free will" (CA DHS 1990, p 
26) In one stimulus advertisement, cigarettes rain down on 
a schoolyard while a tobacco executive explains, "We have 
to sell cigarettes to your kids, we need half a million new 
smokers a year Just to stay in business, so we advertise near 
schools, at candy counters We have to” Another adver- 
tisement features a former tobacco lobbyist who says, 
“Maybe they’ll get to your little brother or sister, or maybe 
they'll get to the kid down the block, but one thing is per- 
fectly clear to me the tobacco companies are after children " 
One more advertisement shows a cigarette billboard claim- 
ing that women want "rich flavor" The billboard peels away 
to reveal the company's true motive “Women are making us 
rich” 

Marketing Tactics messages attempt to increase adoles- 
cents’ knowledge about cigarette marketing tactics, includ- 
ing the perpetrators, target audiences, effects, and ethics 
This multidimensional knowledge base has been labeled 
“persuasion knowledge" (Friestad and Wright 1994) Ide- 
ally, such knowledge should enhance youths’ perceptions of 
control over tobacco marketers’ persuasion attempts (Camp- 
bell and Kirmani 2000) As Friestad and Wright. (1994) 


explain, when a person understands that an agent's action 15 
a persuasion attempt, a "change of meaning" occurs, 
wherein the person can exert control over the persuasion 
attempt 

In protection motivation theory terms, Marketing Tactics 
advertising seeks to boost adolescents' knowledge regarding 
tobacco marketing tactics and, ultimately, their self-efficacy 
at resisting such tactics The advertising may increase 
knowledge, as many media literacy programs have been 
shown to do (Banspach, Lefebvre, and Carleton 1989, 
Brucks, Armstrong, and Goldberg 1988) However, it ts less 
clear whether the advertising will enhance skills and self- 
efficacy, because it relies on passive observation (Bandura 
1997) Media literacy programs that have improved skills 
typically have enabled students to practice and master those 
skills (Dorr, Graves, and Phelps 1980, Feshbach, Feshbach, 
and Cohen 1982) Consider, for example, Peterson and 
Lewis’s (1988, р 167) successful program 


The individual learning module for that day was defined 

and modeled by the experimenter who gave several 
examples Then, an advertisement that included the item 
relevant to that learning module was shown Тһе rest of 
the session was spent with the children viewing advertise- 
ments and identifying items relevant to the present learn- 
ing module, and helping the children make up their own 
examples 


Because watching advertising ıs fundamentally different 
from this type of program, we predict that 


Hg The Marketing Tactics (versus control) antismoking mes- 
sage theme may enhance adolescents' perceptions of self- 
efficacy at resisting tobacco marketing 


Selling Disease and Death Message Theme 


Selling Disease and Death messages claim that tobacco 
firms use manipulation and deception to pressure consumers 
into purchasing a product that causes serious diseases and 
even death The advertising seeks to persuade adolescents to 
resist tobacco marketers' tactics As one advertising sponsor 
explains, youths “аге quick to excuse the tobacco executives 
as simply doing their jobs,” and so it is important to “expose 
the tobacco industry as different from other industries" 
(Miller 1998, рр 2743-44) One advertisement features a 
former cigarette model who pleads with viewers in a grossly 
distorted voice due to throat cancer She says, "I was a 
model in cigarette ads, and I convinced many young people 
to smoke, I hope I can convince you not to " A second adver- 
tisement shows the brother of a Marlboro Man who has died 
from lung cancer, he explains, *The tobacco industry used 
my brother to create an image that smoking makes you 
independent, don't believe it, lying there with all those tubes 
in you, how independent can you really be?" A third adver- 
tisement shows a woman who has lost her trachea because 
of smoking, she smokes from a hole in her throat and states, 
"They say nicotine isn't addictive, how can they say that?" 
These advertisements stress smoking's severe health effects 
They also seek to enhance persuasion knowledge, so youths 
will be less influenced by tobacco marketing and feel a 
greater sense of control over it, which should translate into 
enhanced self-efficacy On the basis of our previous assump- 


tion that severity perceptions are more malleable than self- 
efficacy perceptions, we posit that 


H7 The Selling Disease and Death (versus control) antismok- 
ing message theme (a) will enhance adolescents' percep- 
tions of the seventy of the health risks of smoking and (b) 
may enhance their perceptions of self-efficacy at resisting 
tobacco marketing 


Substantive Variation Message Condition 


In our experiment, each subject saw just one of the previ- 
ously discussed message themes, which was represented by 
eight stimulus advertisements We also tested a heteroge- 
neous, or Substantive Variation, condition (Schumann, 
Petty, and Clemons 1990), in which subjects saw all themes, 
one advertisement per theme The Disease and Death, Sell- 
ing Disease and Death, and Endangers Others advertise- 
ments dealt with health risk severity The Endangers Others, 
Cosmetics, Smokers’ Negative Life Circumstances, and 
Refusal Skills Role Model advertisements dealt with social 
tisk severity The Marketing Tactics and Selling Disease and 
Death advertisements addressed self-efficacy at resisting 
tobacco marketing The Refusal Skills Role Model adver- 
tisement addressed self-efficacy at refusing cigarette offers 

In the Substantive Variation condition, just one or at most 
two advertisements conveyed each message theme, so that 
the total number of stimulus advertisements could be held 
constant, at eight advertisements, across message condi- 
tions Ideally, the one or two advertisements on each theme 
would influence the focal cognitions almost as effectively as 
the set of eight similar advertisements in each other message 
condition. Prior protection motivation studies have included 
substantively varied or heterogeneous message conditions 
and have found them to be highly effective at influencing 
cognitions (Sturges and Rogers 1996) For example, Mad- 
dux and Rogers (1983) find that essays that discuss health 
tisk severity and vulnerability and self- and response etfi- 
cacy enhance all four types of cognitions On the basis of 
this rationale, we predict that 


Hg The Substantive Variation (versus control) antismoking 
message condition (a) will enhance adolescents’ percep- 
tions of the severity of the health and social disapproval 
risks of smoking and (b) may enhance their perceptions of 
self-efficacy at resisting tobacco marketing and refusing 
cigarette offers 


Hypotheses Regarding Effects of 
Cognitions on intentions 


Next, we turn to the issue of whether antismoking message 
themes that induce changes ın adolescents’ risk severity or 
self-efficacy cognitions will produce corresponding changes 
in their intentions. Meta-analyses indicate that all of the pro- 
tection motivation theory cognitions significantly affect 
youths’ and adults’ intentions and behaviors (Floyd, 
Prentice-Dunn, and Rogers 2000, Milne, Sheeran, and 
Orbel! 2000) However, self-efficacy perceptions seem to 
have at least twice as much influence as risk severity per- 
ceptions Milne, Sheeran, and Orbell (2000) report mean 
effect sizes of 10 for severity and 33 for self-efficacy 
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Floyd, Prentice-Dunn, and Rogers's (2000) estimates are 39 
for severity and. 88 for self-efficacy Therefore, although we 
posited previously that severity perceptions are more mal- 
leable and more likely to be affected by antismoking adver- 
tising, self-efficacy perceptions seem to be more important 
їп terms of influencing intentions 

It should be noted, though, that these meta-analysis 
results are based primarily оп messages that stress health 
risks The effect sizes for social disapproval risks are 
unknown Recent studies suggest that young people may be 
more influenced by social risks than health risks (Ho 1998, 
Jones and Leary 1994, Schoenbachler and Whittler 1996) 
With regard to smoking, youths’ perceptions of social norms 
have been found to be among the strongest predictors of 
their smoking intentions (Chassin et al 1984, Collins et al 
1987, Conrad, Flay, and Hill 1991) For parsimony, though, 
we base our formal hypothesis on protection motivation the- 
ory (Rogers 1975, 1983), which makes no predictions 
regarding the relative impact of different cognitions on 
intentions, thus implying roughly equivalent effects for each 
cognition 


Hg Adolescents' intentions not to smoke will be a positive 
function of perceived (a) health risk severity апа vulnera- 
bility, (b) social disapproval risk severity and vulnerability, 
(c) self-efficacy at refusing peers' cigarette offers, and (d) 
self-etficacy at resisting tobacco marketing, these inten- 
tions will be a negative function of perceived (e) benefits of 
smoking and (f) costs of not smoking Therefore, 1f anti- 
smoking advertising influences risk severity or self-efficacy 
perceptions (H ,-Hg), it should influence intentions too 

Meta-analyses have examined only two potential inter- 
active effects (Floyd, Prentice-Dunn, and Rogers 2000) The 
joint effect of self-efficacy and response efficacy was found 
to have a 41 effect size, but as discussed previously, 
response efficacy does not seem to be relevant in the context 
of smoking prevention (Not smoking is clearly an effective 
response for avoiding the risks of being a smoker ) Of greater 
interest here 1s that the Joint effect of health risk severity and 
vulnerability had an effect size of 54 What is most notable 
is that when these variables were manipulated separately, 
their effect sizes were 39 and 41, respectively The vari- 
ables’ combined effect might be expected to be 80 (39 + 
41), yet it was only 54, which suggests a negative synergis- 
tic effect For example, the combined manipulation might 
have increased severity perceptions a great deal and vulner- 
ability perceptions much less so This result could be prob- 
lematic, because increases in severity given low vulnerabil- 
ity could have null or even counterproductive effects on 
intentions (Mulilis and Lippa 1990) 

Considerable research shows that stressing the severe 
health risks a behavior poses can enhance its allure by mak- 
ing it more thrilling or positively arousing, if perceived vul- 
nerability 15 low (Benthin, Slovic, and Severson 1993, Klein 
1993, Wood et al 1995) This phenomenon has been 
referred to as a "forbidden fruit" reaction (Pechmann and 
Shih 1999) For example, the most extreme roller coaster 
ride often has the greatest appeal because riders can expert- 
ence an intense thrill and feel brave and macho with no 
apparent risk to themselves Adolescents in particular seem 
to be attracted to forbidden fruit, because many believe they 
are invulnerable to physical harm (Arnett 2000, Cohen et al 
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1995, Pechmann and Shih 1999, Urberg and Robbins 1984) 
However, youths do not feel immune to social disapproval 
risks, on the contrary, most youths are hypersensitive to how 
peers evaluate them (Graham, Marks, and Hansen 1991, 
McNeal and Hansen 1999) Therefore, any forbidden fruit 
reaction should be restricted to health risk severity messages 
and should not be evoked by social risk severity messages 


Hio If an antismoking (versus control) message theme 
enhances adolescents’ perceptions of health nsk seventy 
but perceived health risk vulnerability 1s low, nonsmoking 
intentions could be weakened 


Advertisement Coding Study 


Subjects and Procedure 


We obtained 194 antismoking television advertisements that 
had aired between 1986 and 1997 Most came from Arizona, 
California, Canada, Massachusetts, Minnesota, or the Univer- 
sity of Vermont, but some came from the American Cancer 
Society, Australia, Michigan, New Hampshire, or the US 
CDC We used real television advertisements because we 
wanted to generalize our results to such advertisements To 
the best of our knowledge, only the Vermont advertisements 
had been pretested for message content (Worden et al 1988) 
Therefore, ıt seemed important to conduct a preliminary study 
to identify advertisements that contained the focal message 
themes The study involved 1129 seventh and tenth graders, 
representing middle school and high school, respectively 

The 194 antismoking advertisements were copied onto 
24 videotapes, so that each videotape contained eight or nine 
randomly selected advertisements Groups of seventh and 
tenth graders watched each videotape After each advertise- 
ment was viewed twice, the videotape was paused and sub- 
jects answered a series of “yes”/“no” questions regarding its 
message content (see Table 1) Perceived ad effectiveness 
was also measured with the question, "Overall, I think this 
ad is effective for kids my age" (1 = "strongly disagree,” 5 = 
“strongly agree", Biener 2000) The other procedures were 
similar to those used in the main experiment 


Results 


The criterion for determining 1f an advertisement contained 
a message theme was 80% or higher agreement among the 
roughly 45 subjects who viewed that advertisement. A total 
of 129 advertisements fell into one of the seven thematic 
message categories shown in Table | ! The largest category 





‘Our initial categorization scheme included two additional mes- 
sage themes smoking's effect on athletic performance and youths' 
involvement ın antismoking political activities The athletics cate- 
gory yielded too few advertisements (n — 7) to be included The 
activism category was slightly larger (n — 10), but it appeared that 
the primary goal was to encourage adamantly antismoking youths 
to become antismoking activists, not to deter the average youth 
trom smoking, so we did not study this message theme Twenty- 
two advertisements fell into miscellaneous combination categories, 
such as Selling Disease and Death plus Endangers Others, none of 
which were prevalent enough to study Twenty-six advertisements 
did not seem to contain any clear-cut message, in that fewer than 
8096 of subjects responded "yes" to any of the message content 
questions, so these advertisements were excluded from further 
analyses as well 


ТАВГЕ 1 
Antismoking Message Themes Tested in the Main Experiment 


Adolescents' 
Agreement That 
Advertisements 

Contained Content: 

% (Standard 


Adolescents' 
Perceptions of Ad 
Effectiveness: 
Mean (Standard 


Message Theme Labels Message Content Deviation) Deviation) 

Disease and Death Smokers suffer from health effects such as 92 363 
cancer, lung disease, and premature death (6 4) (064) 

Endangers Others Smokers endanger the health and well-being 91 3 63 
of their families and others, primarily because (6 3) (064) 
of secondhand smoke 

Cosmetics Smokers must cope with unattractive side 91 3 42 
effects, such as bad breath and smelly (7 8) ( 065) 
clothes, hair, and ashtrays 

Smokers' Negative Smokers have adopted a grotesque, loser 91 364 

Life Circumstances lifestyle and have therefore chosen the (5 3) (061) 

wrong life path 

Refusal Skills Role Model Attractive role models do not smoke because 89 3 51 
they view it as highly unappealing, and they (4 5) ( 066) 
refuse others' cigarette offers 

Marketing Tactics Tobacco firms use powerful tactics, such as 91 322* 
target marketing and image advertising, to (52) ( 068) 
reach youths and others 

Selling Disease and Death Tobacco firms use manipulation and 90 362 
deception to sell a product that causes (4 3) (065) 
serious diseases and even death 

Substantive Variation Included advertisements from each 92 3 65 
condition to test the efficacy of a (4 4) ( 065) 


heterogeneous message approach 


"Indicates that the designated antismoking message theme differed from the others (p < 05) 
Notes These results are from the advertisement coding study, when eight advertisements representing each message theme were selected at 


random for the main experiment 


was Selling Disease and Death, with 27 advertisements, the 
smallest was Marketing Tactics, with 9 advertisements We 
randomly selected 8 advertisements from each message cat- 
egory (56 advertisements total) to be used in the main exper- 
iment For the selected advertisements, the intersubjJect 
agreement on message content averaged 91% We also cre- 
ated a Substantive Variation condition, with 2 Selling Dis- 
ease and Death advertisements and | advertisement from 
each other condition (8 advertisements total) The advertise- 
ments were chosen at random so that any differences in 
sponsor, year, quality, or style would be randomly distrib- 
uted across conditions. Each condition contained advertise- 
ments from approximately four sponsors and spanned 
roughly nine years of advertising The advertisement selec- 
tion procedure seems to have controlled for any mayor qual- 
ity differences, in that subjects perceived the advertisements 
їп each condition to be similar їп terms of their effectiveness 
(p > 30), except the Marketing Tactics advertisements, 
which were rated as slightly weaker than the others (p < 
05) For the selected advertisements, the average effective- 
hess rating was 3 5, slightly above the midpoint of 3 0 


Main Experiment 


Subjects and Design 


Subjects were 1667 students (46% male), consisting of 788 
seventh graders (47%) and 879 tenth graders Subjects were 
recruited from four middle schools and four high schools, 
each school contributed roughly 200 students Schools were 
paid $1,000 honorariums Student assent and parental con- 
sent were obtained, and participation rates exceeded 90% 
The schools were publicly funded and ethnically diverse and 
were located in middle- to lower-middle-class neighbor- 
hoods Of the subjects, 44% were Hispanic, 35% were 
White, and 21% were some other ethnicity Only 4% of the 
subjects were regular smokers 

The design was a between-subjects factorial with one 
factor, antismoking message theme, and nine manipulated 
levels (eight treatment, one control) We randomly assigned 
approximately 185 subjects to each condition. Each treat- 
ment condition consisted of eight advertisements selected 
randomly from among the set identified in the advertisement 
coding study Using eight advertisements enabled us to 
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assess thematic message effects rather than individual ad 
effects and minimized the influence of extraneous execu- 
tional factors, in that each message theme was represented 
by several ad executions The control condition consisted of 
eight randomly selected advertisements from the Ad Coun- 
cil on the health and social risks of drunk driving We copied 
the advertisements onto videotapes in random order To 
ensure a strong manipulation, we showed each advertise- 
ment twice in succession, and there was no filler material 


Data Collection Procedures 


At each school, two classrooms were equipped with rented 
televisions and videocassette recorders Subjects were 
released from class to participate in the study and were ran- 
domly assigned to one of these classrooms The videotape to 
be shown ın each classroom was determined in advance 
through a random-number algorithm Data collection at 
each school was completed in one day to minimize subject 
contamination Each data collection session lasted 50 min- 
utes Subjects were told they would view a videotape of 
advertisements and then complete an anonymous survey 
Subjects viewed the videotapes in groups of 25-40, and no 
talking was permitted Immediately after watching the entire 
videotape of advertisements, subjects completed a written 
survey with the dependent measures Subjects placed their 
completed surveys in sealed envelopes and were instructed 
not to discuss the study with others Subjects in the control 
condition reported no problems completing a survey about 
smoking, perhaps because the anti-drunk driving advertise- 
ments appropriately primed them by addressing a drug- 
related issue 


Measures 


Behavioral intentions We derived the dependent mea- 
sures from prior protection motivation studies on smoking 
(Maddux and Rogers 1983, Sturges and Rogers 1996) as 
well as surveys of adolescent tobacco and alcohol use (Bau- 
man 1997, Grube 1997, Rose 1997) Five-point (1—5) scales 
were used unless otherwise stated We assessed behavioral 
intentions with a previously validated three-1tem scale 
(Pierce et al 1996) “In the future, you might smoke one 
puft or more of a cigarette,” “You might try out cigarette 
smoking for a while,” and “If one of your best friends were 
to offer you a cigarette, you would smoke 1t" (“definitely 
yes" to "definitely no") 


Health risk perceptions We assessed perceived severity 
of and vulnerability to the health risks of smoking using 
nine items pertaining to dying early, contracting diseases, 
becoming addicted, breathing poisons, premature aging, 
causing others to die, get diseases, or breathe poisons, and 
harming babies The health severity question asked subjects 
to mark each outcome they viewed as very serious The 
health vulnerability question asked subjects the likelihood 
that they would personally experience each outcome if they 
smoked regularly (“sure it would not happen" to "sure it 
would happen") 


Social risk perceptions 'То assess the perceived severity 
of social disapproval risks, we used five semantic differen- 
tials “How acceptable is smoking cigarettes to your close 
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friends?" “How do you think your close friends feel, or 
would feel, about you smoking?" “How attractive would 
you look to others 1f you smoked?" "How attractive would 
you look to dates, or potential dates, 1f you smoked?" and 
“How well would you fit in with kids your age if you 
smoked?" To assess the perceived vulnerabihty to social dis- 
approval risks, we asked subjects how important it was for 
them to look attractive to others, look attractive to dates, fit 
in with kids their age, and fit in at parties (“not important” 
to “very important”) 


Efficacy, cost, and benefit perceptions We assessed per- 
ceived self-efficacy at refusing cigarette offers with three 
items “If others pressure you to smoke, you can say no, 
walk away, or change the subject” (“sure you cannot” to 
“sure you can”) We measured self-efficacy at resisting 
tobacco marketing with two items (same scale) “You can 
resist being fooled by cigarette advertisements and by ciga- 
rette promotions” For completeness, we also assessed per- 
ceptions of the costs of not smoking on a two-item “dis- 
agree”/“agree” scale (“being made fun of,” “being looked 
down upon”) and the benefits of smoking on a similar four- 
item scale (“feel less stressed,” “feel in a good mood,” “con- 
centrate better,” “look confident") 


Analysis of Variance Results on How Message 
Themes Affected Cognitions 


Analysts plan and control variables We used fixed 
effects analyses of variance to assess whether the antismok- 
ing (versus control) message themes affected cognitions If 
there was a significant message theme effect, we conducted 
follow-up t-tests in which each antismoking message mean 
was compared with the control mean Because we used the 
control mean multiple times, we used Dunn-Sidak critical t- 
statistics to avoid an inflated Type I error rate. Initially, sex, 
ethnicity, and perceived ad effectiveness were included as 
covariates but were dropped because they had no effect on 
the results The sex and ethnicity covariates were nonsignif- 
icant, indicating that randomly assigning subjects to mes- 
sage conditions had ensured that the conditions were closely 
matched on these variables Perceived ad effectiveness was 
a significant covariate, indicating that the message condi- 
tions were slightly imbalanced on this factor Here, the 
Refusal Skills Role Model message theme was perceived as 
somewhat less effective than the other message themes (p < 
05) 2 However, when we conducted the pairwise compar- 
isons of means, we obtained the same pattern of results 
regardless of whether we used covariate adjusted or unad- 
justed means, for parsimony, we report unadjusted means 

A final control variable, grade in school, was included 
as a blocking factor because of concerns about possible ceil- 





2Refusal Skills Role Model advertisements were rated lowest on 
perceived ad effectiveness in the main experiment, and Marketing 
Tactics advertisements were rated lowest in the advertisement cod- 
ing study (Table 1) We suspect that the difference may arise 
because advertisements were rated in sets of eight in the main 
experiment and individually in the advertisement coding study 
Apparently, tor Retusal Skilis Role Model advertisements, the 
whole was perceived to be less than the sum of the parts For Mar- 
keting Tactics advertisements, the whole was perceived to be 
greater than the sum of the parts 


ing effects among seventh graders We included seventh 
graders in the research because most smoking prevention 
campaigns target middle school as well as high school stu- 
dents (е g , Worden ега! 1988) It is believed that the oppor- 
tunity to forewarn and inoculate youths against smoking is 
present in middle school, before significant numbers of 
them have even tried a cigarette (CDC 1994, Glynn 1989) 
However, because the prevalence of current (1e, past 
month) smoking among seventh graders is only about 4% 
(U S Department of Health and Human Services 1999), we 
were concerned that our seventh graders might report strong 
antismoking intentions or cognitions, leaving little room for 
improvement after exposure to antismoking advertisements 
By including seventh graders, we left our options open If it 
was possible to detect ad effects among this group, we 
would be able to do so and determine which message 
themes work best for them If effects among seventh graders 
were masked because of ceiling effects, we could use grade 
as a block to detect effects among tenth graders Among 
tenth graders, the prevalence of current smoking ts much 
higher, approximately 26% (U S Department of Health and 
Human Services 1999), so ceiling effects were much less 
likely 


Results Table 2 shows the omnibus F-statistics and cell 
means, t-tests follow Among all subjects, four message 
themes enhanced health risk severity perceptions. Disease 
and Death (t = 2 79, p « 05), Endangers Others (t = 3 33, 
p « 01), Selling Disease and Death (t = 4 11, p « 01), and 
Substantive Variation (t = 340, p « 01) Three message 
themes enhanced the perceived severity of the social disap- 
proval risks of smoking Endangers Others (t = 271, p « 
06), Smokers' Negative Life Circumstances (t — 2 82, р < 
05), and Refusal Skills Role Model (t = 2 73, р < 05) 
Intentions not to smoke were bolstered by ће same three 
message themes Endangers Others (t = 396, p « 01), 
Smokers’ Negative Life Circumstances (t = 351, p < 01), 
and Refusal Skills Role Model (t = 2 81, p « 05) However, 
the effects on social risk severity perceptions and intentions 
were confined to tenth graders, so the preceding t-tests per- 
tain to this group Seventh graders’ social risk perceptions 
and intentions were unaffected (For social risk severity 
message effect F(8, 1649) = 1 34, p= 22, message by grade 
F(8, 1649) = 2 33, p < 05 For intentions message effect 
F(8, 1643) = 2 23, p « 05, but among seventh graders, there 
were no effects for antismoking versus control messages, 
message by grade F(8, 1643) 2 308, p « 01) 

None of the message themes affected self-efficacy at 
refusing cigarette offers, self-efficacy at resisting tobacco 
marketing, health risk vulnerability, the benefits of smoking, 
or the costs of not smoking (p > 10), but null results were 
expected 1n the last three cases because the message themes 
did not address these topics Finally, the Marketing Tactics 
message theme unexpectedly bolstered tenth graders’ per- 
ceived vulnerability to social disapproval risks (t = 3 37, p < 
01) This theme apparently implied that 1f marketers make 
such a concerted effort to influence societal opinions, those 
opintons must be important To reiterate, the Disease and 
Death, Selling Disease and Death, Marketing Tactics, Cos- 
metics, and Substantive Variation message themes did not 
significantly affect intentions None of the antismoking 


(versus control) message themes had any effects beyond 
those reported previously (p » 10) 3.4 


LISREL Results on How Cognitions Affected 
Intentions 


Analysis plan We predicted that the eight measured pro- 
tection motivation theory cognitions should directly, and 
possibly also interactively, influence intentions To test these 
interrelationships, we pooled the data from all experimental 
conditions 5 We then used LISREL analyses, because all 
focal variables were measured and LISREL models errors in 
measurement and estimates path coefficients with less bias 
than analysis of variance or regression (Joreskog and Sor- 
bom 1993) We used 24 indicators to measure our nine latent 
constructs (eight cognitions plus intentions), with 2 to 4 
indicators per construct If a construct was measured by sev- 
eral items, the items were randomly divided into 2 or 3 indi- 
cator variables to enhance parsimony and facilitate model 
estimation (Joreskog апа Sorbom 19962) We restricted all 
indicators to load onto their respective latent constructs We 
allowed the eight latent cognitive variables to covary freely 
We assumed error terms to be independent Because the data 
were ordinal and skewed, we used weighted least square 
estimation (Joreskog and Sorbom 1996a) We used PRELIS 
2 to generate input matrices and LISREL 8 to estimate the 
models (Joreskog and Sorbom 1996a, b) 

To test for two-way interactions among cognitions, we 
applied multiple-group structural equation modeling 
(Bollen 1989, Joreskog and Sorbom 1993) For each уап- 
able that theoretically could be involved in an interaction 
(severity, vulnerability, and efficacy, Rogers 1975), we 
divided subjects into two levels on the basis of whether they 
scored above the variable’s mean Then, for each theorized 
two-way interaction, we estimated two models of effects on 
intentions In the constrained model, we restricted the effect 
of the first variable in the two-way interaction to be equal 





3Additional analyses revealed that message, past smoking 
behavior, and grade interactively influenced intentions (F(8, 
1581) 2 272, p « 01) The Endangers Others, Smokers' Negative 
Life Circumstances, and Refusal Skills Role Model (versus con- 
trol) message themes boosted intentions not to smoke among tenth 
graders who had tried smoking (t — 2 79, 3 40, and 2 74, p « 05) 
The absence of effects among tenth graders who had never smoked 
seems to be attributable to ceiling effects on intentions (mean — 
4 52, maximum = 5), likewise for seventh graders who had never 
smoked (mean = 4 42) Too few seventh graders had tried smoking 
to permit meaningful tests of our hypotheses 

4We also assessed subjects’ knowledge of the sources, tactics, 
effects, and ethics of pro-tobacco messages, which are the key 
dimensions of persuasion knowledge (Friestad and Wright 1994) 
The Marketing Tactics, Selling Disease and Death, and Substantive 
Variation (versus control) message themes enhanced subjects’ per- 
suasion knowledge (p < 05), but this knowledge failed to bolster 
subjects' feelings of self-efficacy at being able to resist tobacco 
marketing 

5The data were also analyzed separately within each message 
condition, but the pattern of findings was unchanged In other 
words, the antismoking message theme affected the mean levels of 
cognitions and intentions, but not the relattonships between cogni- 
tions and intentions. These findings are consistent with protection 
motivation. theory, which assumes that the cognition-intention 
relationships are relatively stable and predictable 
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across both levels of the second variable In the uncon- 
strained model, we allowed the effect of this first variable to 
vary freely If the unconstrained (versus constrained) model 
produced a significant X2 reduction (p < 05), we concluded 
that there was an interaction effect 6 


Measurement properties We first examined the psycho- 
metric properties of our measurement model by conducting 
a confirmatory factor analysis using LISREL 8, and the 
results were favorable The reliability estimates for the indi- 
cators ranged from 87 to 99 Furthermore, the indicators 
had large and significant (p « 001) factor loadings on their 
respective latent constructs, and the variance extracted by 
each latent construct was greater than the recommended 
level of 50 (Fornell and Larcker 1981) The discriminant 
validity results were also favorable Using a series of nested 
confirmatory factor analysis models, we found that when- 
ever the correlation between two latent constructs was 
restricted to one rather than being allowed to vary, the fit of 
the model worsened, as indicated by a significant tncrease in 
X? In addition, the уапапсе extracted by each latent con- 
struct was substantially larger than its shared variance with 
other latent constructs (Fornell and Larcker 1981) For 
details, see Table 3 

Мат effects The main effects structural model predict- 
ing a direct relationship between each cognition and inten- 
tions fits the data well The model x? 15 539 79 (216 degrees 
of freedom [d f ], p< 01) The x? divided by the degrees of 
freedom (2 50), root mean square error of approximation 
( 031), goodness-of-fit index ( 998), adjusted goodness-of- 
fit index (997), normed fit index (997), nonnormed fit 
index ( 998), and comparative fit index ( 998) all indicate an 
adequate fit of the model The following cognitions, listed 
from most to least influential, enhanced intentions not to 
smoke severity of social disapproval risks, self-efficacy at 
refusing cigarette offers, vulnerability to social disapproval 
risks, and vulnerability to health risks (which is qualified by 
an interaction, see the subsequent discussion) Also, the per- 
ceived benefits of smoking lowered nonsmoking intentions 
Severity of health risks, self-efficacy at resisting tobacco 
marketing, and costs of not smoking were not associated 
with intentions For coefficients and t-values, see Table 4 


Interaction effects We examined all theoretically possi- 
ble two-way interactions among severity, vulnerability, and 
efficacy (Rogers 1975) There were ten such interactions 
(see Table 5) All theorized three-way interactions were also 
tested, but no meaningful patterns emerged, so these analy- 
ses are not discussed further Two two-way interactions were 
significant (see Figure 1) Health risk severity and health 
risk vulnerability interactively influenced intentions Among 
subjects who were at or below the mean on health risk vul- 
nerability (п = 511), higher perceived health risk severity 
was associated with weaker nonsmoking intentions Among 
subjects who were above the mean (n = 1069, a larger group 
due to a skewed distribution), health risk severity percep- 
tions and intentions were unassociated It appears that these 
subjects felt only moderately vulnerable because, had they 





6In these model pairs, cost effects were constrained to be equal, 
as were benefit effects, because neither variable has been theorized 
to be involved in any interaction. The remaining tour cognitive 
variables were allowed to vary treely 


felt highly vulnerable, there would have been a positive 
association. between severity and intentions. (Block and 
Keller 1998, Kleinot and Rogers 1982) 7 Health risk vulner- 
ability and self-efficacy at refusing cigarette offers also 
functioned synergistically Higher perceived health risk vul- 
nerability was associated with stronger nonsmoking inten- 
tions among subjects who were above the mean on self- 
efficacy at refusing offers (п = 1097), whereas health risk 
vulnerability and intentions were unassociated among sub- 
Jects who were at or below the mean (n = 483) 


Final Discussion 


Summary of Main Results 


Of the seven antismoking message themes we tested, only 
three (Endangers Others, Refusal Skills Role Model, and 
Smokers’ Negative Life Circumstances) bolstered adoles- 
cents’ intentions not to smoke, and all did so by conveying 
that smoking cigarettes poses severe social disapproval risks 
(see Figure 2) Cosmetics messages sought to influence 
social risk severity perceptions but failed, apparently 
because the problems stressed (е g , bad breath) could be 
minimized by using cosmetic products Refusal Skills Role 
Model messages had a secondary aim to boost adolescents’ 
perceived self-efficacy at refusing cigarette offers However, 
such perceptions seemed to be relatively unmalleable, as 
they were unaltered by ad exposure, though they were pre- 
dictive of behavioral intentions To boost self-efficacy per- 
ceptions, ıt may be necessary to implement media literacy 
programs that enable practice and mastery of focal skills 
Two message themes (Disease and Death and Selling 
Disease and Death) increased health, rather than social, risk 
severity perceptions However, it seems that few adolescents 
felt vulnerable to the health risks, which undercut the effi- 
cacy of health severity messages Among youths who felt 
immune to health risks, higher perceived health risk severity 
was associated with stronger intentions to smoke In other 
words, in the context of low perceived vulnerability, stress- 
ing health risks could increase smoking's symbolic value as 
a risk-seeking, rebellious, and thus attractive behavior Two 
message themes (Marketing Tactics and Selling Disease and 
Death) discussed tobacco marketing tactics However, these 
message themes failed to influence adolescents’ perceived 
self-efficacy at resisting tobacco marketing tactics, and in 
any event, such perceptions were not predictive of behav- 
ioral intentions Finally, we tested a heterogeneous, or Sub- 
Stantive Variation, message condition, with essentially one 
advertisement per message theme This message condition 
boosted health risk severity perceptions, but not social risk 
severity or self-efficacy perceptions, and had no effect on 
intentions We speculate as to why in the next section 


Substantive Contributions and Implications 


On the basis of our findings, when policy officials and 
advertising agencies design antismoking campaigns Гог ado- 
lescents, they should seriously consider using norm-based 





7We split the sample into three vulnerability groups in an 
attempt to find high-vulnerability subjects. However, the pattern of 
results was unchanged, which indicates that few subjects felt 
highly vulnerable to smoking's health risks 
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appeals—specifically, appeals that convey that smoking 
poses severe social disapproval risks (see also Pechmann 
and Shih 1999) This strategy would be consistent with con- 
siderable prior research that suggests a strong link between 
adolescents' perceptions of smoking norms and their inten- 
tions and behaviors (Chassin et al. 1984, Collins et al 1987; 
Conrad, Flay, and Hill 1991, Pechmann and Knight 2002, 
Pechmann and Ratneshwar 1994) Our latest research 1ndi- 
cates that norm-based appeals are declining in prevalence, 
which would appear to be an undesirable trend Although 


many of the recent Philip Morris antismoking advertise- 
ments seem to contain social norm messages, they do not 
appear to be effective (Farrelly et al 2002), perhaps because 
their messages are mixed In our view, many of the Philip 
Morris advertisements seem to imply that both nonsmoking 
and smoking are socially acceptable behaviors, which does 
not constitute a clear antismoking message Furthermore, 
the Philip Morris advertisements tend to show nonsmokers 
who are clean-cut and stereotypically “good” and might 
imply that adolescents should smoke if they want to demon- 


TABLE 4 
LISREL Results for Main Effects Model 


Variables Posited to Affect Intentions Not to Smoke, 


Based on Protection Motivation Theory (Expected Signs) 


Standardized 


Severity of health risks (+) 

Vulnerability to health risks (+) 

Severtty of social disapproval risks (+) 
Vulnerability to social disapproval risks (4) 
Self-efficacy at refusing cigarette offers (+) 
Self-efficacy at resisting tobacco marketing (+) 
Benefits of smoking (—) 

Costs of not smoking (—) 


Coefficient t-Value 
— 028 -113 
062 2 23" 
502 11 42** 
079 3 29“ 
213 6.09** 
007 21 
— 093 -2 04" 
— 019 — 83 


*p « 05 
**p « 01 


TABLE 5 


LISREL Results for Interaction Effects Models 
Еа аараан а 2а 


Possible Interaction Effects Posited by 
Protection Motivation Theory 


Health risk severity x health risk vulnerability 
Unconstrained (interaction) model 
Constrained model 

Health risk seventy x self-efficacy at refusing offers 
Unconstrained (interaction) model 
Constrained model 

Health risk vulnerability x self-efficacy at refusing offers 
Unconstrained (interaction) model 
Constrained model 

Health risk severity x self-efficacy at resisting marketing 
Unconstrained (interaction) model 
Constrained model 

Health risk vulnerability x self-efficacy at resisting marketing 
Unconstrained (interaction) model 
Constrained model 

Social risk severity x social risk vulnerability 
Unconstrained (interaction) model 
Constrained model 

Social risk severity x self-efficacy at refusing offers 
Unconstrained (interaction) model 
Constrained model 

Social risk vulnerability x self-efficacy at refusing offers 
Unconstrained (interaction) model 
Constrained model 

Social risk seventy x self-efficacy at resisting marketing 
Unconstrained (interaction) model 
Constrained model 

Social risk vulnerability x self-efficacy at resisting marketing 
Unconstrained (interaction) model 
Constrained model 


х? d.f. х2 Difference d.f. 
689 58 337 
699 51 338 9 93** 1 
689 29 337 
689 62 338 33 1 
689 29 337 
694 70 338 541* 1 
800 07 379 
800 33 380 26 1 
800 07 379 
800 39 380 32 1 
475 71 298 
478 80 299 3 09 1 
689 29 337 
691 82 338 2 53 1 
689 29 337 
689 51 338 22 1 
800 07 379 
800 16 380 .09 1 
800 07 379 
800 08 380 01 1 





"р< 05 
**p « 01 


Notes A smaller x? indicates a better fit between the observed and estimated covanation matnces 
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FIGURE 1 
Illustrations of Interactions Detected in LISREL 





A: Health Risk Severity x Health Risk Vulnerability 


Strong Standardized coefficient = 02 


Intentions 
Not to 
Smoke 





Weak 


Lower Perceived 
Health Risk Seventy 


Higher Percetved 
Health Risk Severity 


Ke 
с Subjects who were above the mean on health nsk vulnerability 
- -- Subjects who were at or below the mean on health risk vulnerability 


B Health Risk Vulnerability x Self-Efficacy at Refusing 
Offers 





Strong Standardized coefficient = 11* 
Intentions 


Not to 
Smoke 


Standardized coefficient = — 02 
Weak 





Lower Perceived Health 
Risk Vulnerability 


Higher Perceived Health 
Risk Vulnerability 


Ke 
= Subjects who were above the mean on self-efficacy at refusing cigarette offers 
--- Subjects who were at or below the mean on self-efficacy at refusing cigarette offers 





*p « 01 


FIGURE 2 
Summary of Key Findings 
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ity For parsimony, the Substantive Variation message condi- 
tion is. not included in this figure It was hypothesized to 
enhance all of the cognitive variables and intentions not to 
smoke, but it only enhanced the perceived severity of health 
risks 
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strate that they are not "goody two shoes" (Amos et al 
1998) 

When youths are targeted, stressing the severity of long- 
term health risks does not appear to be an effective strategy, 
indeed, doing so could enhance smoking's forbidden fruit 
allure However, our recent findings indicate that advertise- 
ments that stress health risk vulnerability, not severity, seem 
to work Therefore, 1f policy officials want to use health- 
based appeals, we recommend that the appeals convey that 
adolescents are highly vulnerable to smoking's health risks 
The advertisements might, for example, tell true-life stories 
of younger victims, stress how quickly these victims became 
addicted to smoking, and show how much they have suf- 
fered (Biener 2000, Teenage Research Unlimited 1999) 
When health risk vulnerability advertisements аге devel- 
oped, it may be useful to keep in mind the vulnerability x 
efficacy interaction that we observed This interaction sug- 
gests that advertisements about health risk vulnerability bol- 
ster nonsmoking intentions among youths who feel capable 
of refusing cigarette offers, but not among youths who feel 
incapable of refusing (Rogers 1975, 1983) On the basis of 
this finding, ıt may Бе beneficial to supplement 
vulnerability-focused advertisements with school programs 
that teach refusal skills (CDC 1994, Glynn 1989) 

Our findings to date suggest that tobacco marketing (anti- 
industry) advertisements may not be especially effective with 
adolescents, though such advertisements are popular, 1n part 
because of the apparent success of the Florida Truth campaign 
(Bauer et al 2000, Farrelly et al 2002) The advertisements 
we studied did not alter adolescents' behavioral intentions. It 
1s possible that advertisements of this type may work if they 
elicit stronger reactance or rebellion against tobacco firms 
According to reactance theory (Brehm 1972), ıt should be 
possible to intensify reactance by, for example, showing 
tobacco firms using heavy-handed tactics to persuade youths 
to smoke or stressing the number and tmportance of the threat- 
ened freedoms (Clee and Wicklund 1980) Alternatively, what 
may be needed are advertisements that address youths’ pri- 
mary misconception about why they smoke Most youths 
naively believe they smoke not because of tobacco marketing 
but because their friends look cool doing it (Pechmann and 
Knight 2002) According to Pechmann and Knight’s (2002) 
research, youths perceive that smokers "look cool" in large 
part because the attractive, cool models in cigarette advertise- 
ments prime or make salient positive smoker stereotypes and 
bias social perceptions (see also Romer and Jamieson 2001) 
Therefore, tobacco marketing advertisements may be needed 
that educate youth about this priming phenomenon. We rec- 
ommend further research on these issues 

In the current research, the Substantive Variation (het- 
erogeneous) message condition did not perform as well as 
expected, having no impact on intentions However, this 
may be due to the way we set up the Substantive Variation 
condition. We used only one advertisement (at most two) to 
convey each theme, so the total number of advertisements 
was eight, the same as in the other message conditions. Fur- 
thermore, we selected the advertisements in the Substantive 
Variation condition at random from those used in the other 
conditions. We did this to equate the message conditions as 
much as possible and thus minimize confounds As it turns 


out, though, the advertisements that were used to convey 
social risk severity in the Substantive Variation. condition 
may have been too few in number or too weak to do much 
good Because the advertisements did not affect this critical 
social cognition, the Substantive Variation condition as a 
whole had no impact on intentions. On the basis of these 
findings, we do not recommend that sponsors of antismok- 
ing advertising campaigns use all seven of the message 
themes studied here concurrently, particularly 1f they are on 
a limited budget However, they may want to use the three 
most effective themes identified here (Endangers Others, 
Refusal Skills Role Model, and Smokers’ Negative Life Cir- 
cumstances) if they have an adequate budget Substantively 
varied advertising campaigns have been shown to forestall 
tedium and wearout, particularly when the advertising topic 
is highly relevant to viewers (Schumann, Petty, and Clemons 
1990), as the antismoking issue may well be 

Because it 15 a challenge to create good advertising, 
quantitative copy testing should be conducted to ensure that 
any advertisement that 1s included in a campaign actually 
bolsters antismoking beliefs and intentions (Pechmann and 
Reibling 2000) Furthermore, we recommend copy testing 
advertisements among ninth or tenth graders, not among 
middle school students Our findings indicate that middle 
school youths’ survey responses may be so strongly anti- 
smoking that no ad effects can be discerned because of ceil- 
ing effects Finally, we do not recommend that advertise- 
ments be evaluated on the basis of viewers’ ratings of 
perceived ad effectiveness (Biener 2000, Teenage Research 
Unlimited 1999) In our research, all sets of advertisements 
were virtually equivalent on perceived ad effectiveness, yet 
they were found to differ 1n their effects on both beliefs and 
intentions 


Theoretical Contributions 


This research supports recent efforts by Ho (1998) to extend 
protection motivation theory formally to include social 
risks We find that social risk severity and vulnerability are 
distinguishable from their health risk counterparts and that 
social risk severity perceptions are especially predictive of 
adolescents’ behavioral intentions Our results further indi- 
cate that Rogers’s (1983) decision to drop the health risk 
severity X vulnerability interaction from protection motiva- 
tion theory and to focus on threat x coping appraisal inter- 
actions may have been ill advised, his original formulation 
seems preferable 

We also contribute to the literature on decision making 
and risk, in which severity x vulnerability interactions have 
been theorized but rarely observed in health contexts (Wein- 
stein 1993, 2000) Weinstein (2000) argues that important 
interactions between health risk severity and vulnerability 
have not been documented because prior studies have exam- 
ined mid-level variable values, and interactive effects occur 


at more extreme levels Here, we document an interaction 
that has rarely been observed Given low perceived vulnera- 
bility, higher perceived health risk severity was associated 
with increased intentions to engage in a risky behavior 
Given moderate vulnerability, severity апа intentions were 
unassociated If found to be prevalent, this interaction would 
appear to have important implications Most theories posit 
that health risk severity messages will discourage risky 
behaviors (Rogers 1975, 1983, Weinstein 1993), yet they 
could have the opposite effect among people who view 
themselves as invincible 


Research Limitations 


We studied antismoking advertising’s impact on intentions, 
not behavior, because a field experiment of seven message 
themes would have been too costly Also, to differentiate 
our study from prior work on multifaceted tobacco control 
efforts, we focused strictly on advertising It 1s conceivable 
that advertising that 1s ineffective on its own becomes effec- 
tive when combined with other efforts We used a forced- 
exposure copy test method, therefore, 1Ё a certain message 
theme was more attention getting than others, this effect 
would have been masked We did not embed the advertise- 
ments in television programming, because a cluttered copy 
test environment “adds complexity and is possibly con- 
founding” (Aaker, Batra, and Myers 1992, p 425) Because 
subjects were told that the study was about advertisements, 
they could conceivably have sought to provide socially 
desirable, proadvertisement responses (Aaker, Batra, and 
Myers 1992) If this bias was operative, though, all of the 
message themes should have been effective, and many were 
found to be ineffective Nevertheless, 1t would be beneficial 
to conduct a follow-up study that uses a more naturalistic 
exposure environment 

There was a weak correspondence between message 
theme and execution To examine this issue post hoc, three 
trained research assistants coded the stimulus advertise- 
ments on several executional variables, including 
spokesperson age, emotional tone and intensity, and sensa- 
tion value (Schoenbachler and Whittler 1996) The findings 
indicate that these variables alone cannot explain the results 
For example, compared with other message themes, the 
Refusal Skills Role Model and Cosmetics message themes 
used somewhat more youthful spokespeople, yet only the 
former bolstered nonsmoking intentions Also, both the 
Selling Disease and Death and Endangers Others message 
themes scored relatively highly on emotional intensity, but 
only the latter influenced intentions However, researchers 
may want to address the possible moderating effects of 
these and other executional variables The funding that ts 
available for antismoking advertising 1s unprecedented, and 
sound marketing research should play a major role їп help- 
ing ensure that the money ts wisely spent 


пп 
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John С. Kozup, Elizabeth Н. Creyer, & Scot Burton 


Making Healthful Food Choices: The 
Influence of Health Claims and 
utrition Information on Consumers’ 
. Evaluations of Packaged Food 
Products and Restaurant Menu Items 


The authors report the results of three experiments that address the effects of health claims and nutrition informa- 
tion placed on restaurant menus and packaged food labels. The results indicate that when favorable nutrition infor- 
mation or health claims are presented, consumers have more favorable attitudes toward the product, nutrition atti- 
tudes, and purchase intentions, and they perceive risks of heart disease and stroke to be lower. The nutritional 
context in which a restaurant menu item is presented moderates the effects of both nutntion information and a 
health claim on consumer evaluations, which suggests that alternative (I.e , nontarget) menu items serve as a 
frame of reference against which the target menu item is evaluated 


mericans have been gaining weight in recent years, 
А“ there 15 significant long-term disease risk associ- 

ated with this trend. The Nutritional Labeling and 
Education Act of 1990 (NLEA) was expected to help curtail 
this trend by providing information to assist consumers in 
making more healthful food choices Yet today, more than 
50% of U S adults are overweight, and 12% of school-aged 
children are obese, twice the number reported 20 years ago 
(Liebman and Schardt 2001, Spake 2002) It is estimated 
that in the United States, more than 300,000 deaths per year 
(14% of all deaths) are directly related to conditions and dis- 
eases associated with being overweight and obese (Centers 
for Disease Control and Prevention 2002) 

The NLEA increased the availability and usefulness of 
nutrition information on food packages This was expected 
to have long-term positive effects on Americans! diets and 
reduce their risk for heart disease and some types of cancer 
The Nutrition Facts panel, mandated on most food packages 
since 1994, 15 a widely recognized outcome of the NLEA 
Distinctive and easy to read, the Nutrition Facts panel pre- 
sents information on the amount per serving of saturated fat, 
cholesterol, dietary fiber, and other major nutrients and pro- 
vides nutrient reference values expressed as “% Daily Val- 
ues" (DV) The NLEA also established criteria Бу which 
nutrient and health claims can be made on food packaging 
Although health claims have been used on package labels 
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since 1984, they have been criticized as vague, trivial, or 
misleading (Silverglade 1996) 

However, not all foods are covered by all aspects of the 
NLEA Among the excluded foods are those sold for imme- 
diate consumption, such as in restaurants, on airplanes, and 
from vending machines (Saltos, Welsh, and Davis 1994) 
Food sold and served in restaurants is an especially impor- 
tant exception According to the National Restaurant Asso- 
ciation, Americans spent 45% of their food dollars outside 
the home in 1997, up from 25% ın 1955 In 1998, 46% of all 
adults were restaurant patrons on a typical day Furthermore, 
21% of U S households used some type of restaurant take- 
out or delivery on an average day (National Restaurant 
Association 2001) Because restaurants are not required to 
present nutrition information about the food items on their 
menus, the availability and form of presentation of nutrition 
information varies Many restaurants do not make nforma- 
tion regarding the nutritional content of their food readily 
available to consumers In other restaurants, nutrition infor- 
mation is presented on the menu, placed on a sign, or pro- 
vided tn a brochure There 1s somewhat greater consistency 
across restaurants regarding the nature of specific health 
claims since the Food and Drug Administration (FDA) ruled 
in 1997 that health claims made for food served in restau- 
rants must be consistent with the claim definitions estab- 
lished under the NLEA However, unlike processed foods, 
menu items with a health claim are not held to strict stan- 
dards of laboratory analyses 


Research Objectives 


Considerable marketing and public policy research has 
focused on the effects of changes, such as the use of nutri- 
tion information and health claims, brought about by the 
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NLEA (eg, Balasubramanian and Cole 2002, Ford et al 
1996, Moorman 1996) Prior research has focused almost 
exclusively on packaged foods It is therefore unclear 
whether findings from these prior studies generalize to 
restaurant foods This 1s an especially important issue 
because consumers spend an increasing percentage of their 
food budget at restaurants (Jekanowski 1999) 

The substantial number of nutrient and health claims 
appearing on both restaurant menus and packaged food 
labels highlights the importance of understanding how con- 
sumers use health claims, in conjunction with nutrition 
information, to form product evaluations Thus, we consider 
several additional questions Does the provision of a health 
claim moderate the effects of nutrition information on prod- 
uct evaluations? How does the nutritional context, that 15, 
the nutritional frame created by other menu items, influence 
evaluations of a target menu item? Similarly, does the nutri- 
tional context in which a specific menu item 1s presented 
moderate the influence of a health claim and the influence of 
nutrition information on target product evaluations? We use 
three general types of dependent measures to address these 
questions First, we consider product evaluations, including 
attitude toward the product, purchase intention, and nutri- 
tion attitude Second, we examine perceptions of source 
credibility Third, we focus on consumers' assessments of 
the likelihood of developing specific diseases (1 e , heart dıs- 
ease and stroke) 1f the food is regularly included in their diet 
In the remainder of the article, we discuss the FDA's stan- 
dards regarding the use of health claims Next, we offer the 
theoretical foundation and hypotheses Then, we describe 
our three studies, present their results, and discuss the theo- 
retical, managerial, and public policy implications of the 
findings 


Theoretical Rationale 


The FDA currently allows health and nutrient claims on both 
food package labels and restaurant menus “Low fat” or “high 
fiber” are specific claims that pertain to a food’s nutrient con- 
tent Health claims address the relationship between a specific 
nutrient and a disease or health condition For example, the 
packaging of foods with low levels of saturated fat and choles- 
terol may state, “Diets low in saturated fat and cholesterol may 
reduce the risk of heart disease" On packaged food products, 
Nutrition Facts information can verify such claims However, 
claims made about food items on restaurant menus are more 
difficult to verify because supporting nutrition information 1s 
available only on request Claims that emphasize "heart health- 
iness” might have an accompanying symbol, such as a large 
red heart on the front of the package or next to the menu item ! 


l'To make a heart-healthy claim, one of two conditions must be 
satisfied (Kurtzweil 1998) The first condition ts that the item 1s 
low 1n saturated tat, cholesterol, and fat This claim can indicate 
that a diet low 1n saturated fat and cholesterol may reduce the risk 
of heart disease The second condition 15 that the 1tem is a signifi- 
cant source of soluble fiber (found in fruits, vegetables, and grain 
products), is low in saturated fat, cholesterol, and fat, and provides 
without fortification significant amounts of one or more of six key 
nutrients [n addition, to make a heart disease claim, the tood must 
contain less than the disqualifying amount of sodium 
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The effects of nutrient claims and health claims have 
been extensively researched (e g , Levy, Fein, and Schucker 
1996, Russo et al 1986) in the context of both package 
design (Ford et а! 1996, Keller et al 1997) and advertising 
(Andrews, Netemeyer, and Burton 1998) For example, Gar- 
retson and Burton (2000) investigate the effects of nutrition 
information and nutrient content claims on product evalua- 
tions Their results indicate that differences in the level of fat 
affected both nutrition attitude and disease risk perceptions 
However, large differences ın fiber had no effect on nutrition 
attitude, brand attitude, or disease risk perceptions Perhaps 
more interesting, nutrient claims had no influence on attı- 
tudes or purchase intentions This implies that when a Nutri- 
поп Facts panel 15 present, consumers tend to rely on it 
rather than on the nutrient claim 

Whereas prior research has tended to focus exclusively 
on foods prepared and consumed їп the home, this research 
examines consumers’ evaluations of food prepared by 
restaurants A survey conducted by the US Department of 
Agriculture (USDA) finds that fat contributed 31 5% of the 
calories in food in the home and almost 38% of the calories 
in food prepared outside the home (Biing-Hwan, Frazão, 
and Guthrie 1999) Restaurants typically use fatter meats 
and add more fats, such as butter and sauces, to improve 
food flavor but generally do not offer nutrient information 
about the foods 

Not only are many consumers unlikely to be aware of 
these facts, but they are also unlikely to be aware of what 
constitutes a serving size. А study conducted by the Center 
for Science in the Public Interest (1997) reports that trained 
dietitians underestimated the calorie content of five restau- 
rant meals by an average of 37% and the fat content by 49% 
As a result of consumers' lack of knowledge regarding the 
fat levels of many restaurant foods and the high disease and 
death rate directly related to obesity, the USDA has speci- 
fied that the development of educational programs that 
enable consumers to better understand the nutritional impli- 
cations of eating food prepared outside the home is a prior- 
ity (Centers for Disease Control and Prevention 2002) The 
effectiveness of such programs is likely to be influenced by 
how well marketers and public policymakers understand 
how consumers use health claims and nutrient information 
to evaluate restaurant menu items This research 1s a first 
step 1n helping consumers make better choices when dining 
out 


Hypotheses 


We suggest that consumers' evaluations of a food item are 
more favorable when a health claim is presented than when 
no claim 1s made This expectation 1s consistent with prior 
research showing that consumers had more favorable ratings 
of the healthiness of a product and higher purchase inten- 
tions after they were exposed to a general statement claim- 
ing that the product was “healthy” (Andrews, Netemeyer, 
and Burton 1998, Roe, Levy, and Derby 1999) Similarly, we 
expect a main effect of nutrition information on consumers’ 
product evaluations and purchase intentions Favorable пиїп- 
tion information should result in more favorable product 
evaluations and higher purchase intentions for both a pack- 


aged food product and a restaurant menu item, which would 
confirm and extend the findings of previous research (Gar- 
retson and Burton 2000, Keller et al. 1997) 

Roe, Levy, and Derby (1999) find that consumers con- 
sidered a product to be healthier when health and nutrient 
claims were presented If nutrition information and a health 
claim influence evaluations of nutritional value, the per- 
ceived risk of disease associated with the consumption of 
that food 1s also likely to be affected We presented con- 
sumers in this study with a “heart-healthy” claim that iden- 
tified the relationship between the consumption of saturated 
fat and cholesterol and the likelihood of coronary heart dis- 
ease, but not a specific nutrient clam From this health 
claim, we expect a main effect on perceptions of disease 
risk, particularly stroke and heart disease The health claim 
should decrease the perceived likelihood of disease if the 
food 1s included as a regular part of the consumer’s diet The 
availability of favorable nutrition information should be 
associated with the same general pattern of results, though 
effects on disease risk should be more modest because of the 
lack of specific disease information 

However, we suggest that such main effects are qualified 
by significant interactions Previous research indicates that 
prior expectations influence subsequent information pro- 
cessing when the subsequent information 15 ambiguous 
(eg, Lord, Ross, and Lepper 1979) A health claim pre- 
sented on the front panel of the package 1s typically encoun- 
tered before nutrition information, which 1s usually pre- 
sented on the back or side panel, 1s processed Specific 
expectations created by a health claim may bias the pro- 
cessing of information presented by the Nutrition. Facts 
panel Thus, we expect disease risk evaluations to be lower 
when favorable nutrition information 1s accompanied by a 
health claim than when no claim ts present However, for 
nutrition and product evaluations, the claim should not have 
a positive effect beyond the relevant and specific favorable 
nutrition information in the panel When no nutrition infor- 
mation 1s available, there 15 no specific information that may 
be used to test consumers' expectations about the product 
created by the claim With only ambiguous information 
(eg, a product picture) available to address expectations 
formed by exposure to the claim, the effect of the claim on 
product evaluations and disease risk perceptions should be 
favorable compared with the no-claim condition 

How will consumers respond if the health claim is not 
consistent with the nutrition information presented on the 
Nutrition. Facts panel? In general, consumers tend to be 
somewhat more suspicious of health and nutrient claims, the 
Nutrition Facts panel is often used to verify such clarms 
(Levy 1995) This suggests that when a health claim contra- 
dicts information on the Nutrition Facts panel, the perceived 
credibility of the manufacturer will be diminished and con- 
sumer evaluations will be unfavorably affected On the basts 
of this discussion, we posit the following hypotheses 


Н; A heart-healthy claim has a favorable influence on con- 
sumer evaluations (attitude toward the product, nutrition 
attitude, and purchase intention) and reduces consumers’ 
perceptions of the risk of heart disease and stroke 

Н» There 1s a positive (negative) effect of favorable (untavor- 
able) nutrition information on consumer evaluations, and 


positive nutrition information reduces consumers’ percep- 
tions of the nsk of heart disease and stroke 


H4 These dependent measures are influenced by an interac- 
tion between a health claim and the provision of nutrition 
information When nutrition information 1s not provided, 
incluston of a health claim has a positive effect on evalua- 
tions and reduces disease risk perceptions When favorable 
nutrition information 15 presented, inclusion of a health 
claim has no effect on evaluations but reduces disease risk 
perceptions When unfavorable nutntion information 15 
presented, incluston of a health claim has a negative effect 
on evaluations and no effect on disease risk perceptions 

H4 Percetved source credibility 1s influenced by an interaction 
between a health clatm and the provision of nutrition nfor- 
mation Percetved source credibility 1s lowest when the infor- 
mation presented is contradictory, that is, when a health claim 
15 provided but the nutrition information 15 unfavorable 


Are consumers’ evaluations of a specific menu item 
influenced by the healthiness of the other items on the 
menu? For example, will consumers’ evaluations of a lean, 
eight-ounce sirloin steak differ depending on whether it 15 
presented on a “steakhouse” menu (containing many high 
fat, high cholesterol items) or on a more “vegetarian” menu 
(containing many low fat items)? Prior research has demon- 
strated the important role played by reference points during 
many consumer choice and judgment processes (Dhar, 
Nowlis, and Sherman 1999, Dhar and Simonson 1992) We 
suggest that nutrition information presented for the other 
menu items will serve as a reference point against which the 
target item 1s evaluated and thus moderate the effects of both 
nutrition information and a health claim on the dependent 
measures 

In the absence of nutrition information for nontarget menu 
items, favorable (unfavorable) nutrition information 15 
expected to have a positive (negative) effect on consumer eval- 
uations and the perceived likelihood of disease Compared 
with the unhealthy nutritional context, in a healthy context, the 
provision of favorable nutrition information for the target пет 
should have a Jess positive influence on consumer evaluations 
and risk perceptions Similarly, in the unhealthy nutritional 
context, the provision of negative nutrition information should 
have a less negative effect on consumer evaluations and dis- 
ease risk perceptions than їп the healthy context However, in 
the unhealthy nutritional context, the provision of favorable 
nutrition information should have a positive effect on con- 
sumer evaluations and reduce the perceived risk of disease In 
addition, because consumers are somewhat more suspicious of 
health claims than of nutrient information presented in Nutri- 
tion Facts panels (Levy 1995), when a nutritional context 15 not 
provided, the inclusion of a health claim will have a stronger 
(more positive) effect on evaluations and perceived risk of dis- 
ease than when a nutritional context 15 provided We con- 
structed the stimuli so that in the healthy nutritional context, 
the target item had slightly higher levels of total fat, saturated 
fat, cholesterol, and sodium than the other two nontarget items 
Thus, the provision of a health claim in the healthy nutritional 
context should decrease percerved source credibility On the 
basis of this discussion, we propose the following hypotheses 


Н; When the nutritional content of alternative menu items 15 
unhealthy, consumers’ evaluations of the target product are 
more favorable and their perceptions of disease rsk are 
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lower than when the nutritional content of alternative 
menu items 1s healthy 


Hg When the nutritional context created by alternative menu 
Xtems 15 healthy, favorable nutrition information has a less 
positive effect on evaluations and nsk perceptions than 
when the типова! context 1s unhealthy Similarly, when 
the nutritional context 1s unhealthy, unfavorable nutrition 
mformation has a less negative effect on evaluations and 
пок perceptions than when the nutntonal context 15 
healthy 

Н; The nutriponal context in which a food 1s evaluated mod- 
erates heaith claim effects on consumer evaluations and 
disease nsk perceptions When the nutntional content of 
alternative menu items 1s not provided, inclusion of a 
health claim has a stronger (more positive) effect on eval- 
uations and perceived risk of disease than when the nutri- 
tional context 1s provided 


Hg The nutritional context in which a food ts evaluated moder- 
ates the effect of a health claim on perceived source credi- 
bility When the nutritional context 1s healthy, the provision 
of a health claim reduces source credibility more than when 
the context 1s unhealthy or when no context ts provided 


Studies 1 and 2 


Method 


Pretests The first pretest assessed nutrient levels con- 
sidered for use in the first two experiments Two Nutrition 
Facts panels were developed from two frozen lasagna din- 
ner products found in local supermarkets On the basis of 
these products, the two panel stimuli had different levels 
of fat (18 grams and 2 5 grams), saturated fat (10 grams 
and 1 gram), and cholesterol (50 milligrams and 10 mil- 
ligrams) Other nutrient levels were identical across the 
stimuli (ер, 360 milligrams of sodium) Forty respon- 
dents, presented with one of the Nutrition Facts panels, 
evaluated the overall product nutrition level and nutrient 
levels Significant differences (t-values from 2 53 to 5 18, 
p< 01) occurred between the two Nutrition Facts panels 
for overall nutrition level and for each individual nutrient 
These findings suggest that these nutrient levels are 
appropriate for the nutrition manipulation in Studies 1 
and 2 

The second pretest examined issues related to the provi- 
sion of nutrition information on the Study 2 menu stimuli 
Three nutrition conditions were assessed the favorable and 
unfavorable conditions from the first pretest and a control 
condition with no nutrition information Results for nutri- 
tion perceptions and nutrient evaluations were again signifi- 
cant (Wilks’ lambda = 53, F 2 4 3, p< 05), and means were 
in the desired direction Relsabilities of multt-1tem measures 
were all satisfactory According to discussions with respon- 
dents, there were no problems with the realism of the menu 
stimuli or hypothesis guessing 


Design, procedures, and study participants Because 
Studies 1 and 2 differed in only one important respect, we 
discuss their design, procedures, and participants concur- 
rently Whereas a packaged food product (a microwaveable, 
frazen lasagna dinner) was the focus of Study 1, Study 2 
focused on a restaurant menu item (а lasagna entrée) The 
menu and package were constructed to be similar in design 
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The picture of the product was identical, the same (ficti 
tious) brand name (“Blue Ribbon”) was used on the packag 
and the restanrant menu, the lasagna serving was the sam 
size (255 grams}, and the description of the product wa 
invariant To increase the comparability of the findings о 
Studies 1 and 2, only the target item (presented as the fea 
ture of the day) was presented on the menu We used a : 
(inclusion or exclusion of a heart-healthy clarm) x 3 (nutri 
tion 1nformation level with control [no information], unfa 
vorable, or favorable conditions) between-subjects design 1 
both Studies 1 and 2 In the heart-healthy claim conditions 
a heart-shaped symbol identified the target food as a heart 
healthy selecuon and included a footnoted health claim con 
sistent with FDA-permitted claims regarding the relation 
ship between saturated fat and cholesterol and the risk о 
coronary heart disease The footnoted claim, presented о 
the front of the package and at the bottom of the menu 
stated, “A diet low in saturated fat and cholesterol ma’ 
reduce the risk of coronary heart disease” In the no-clain 
condition, the heart-healthy claim information was omitted 

According to the results from the pretest, favorable am 
unfavorable nutrition conditions differed in nutrient level 
on the Nutrition Facts panel for fat, saturated fat, choles 
terol, and calories from fat Nutrient levels of sodium, car 
bohydrates, fiber, protein, and vitamins and minerals wer 
held constant across conditions In the favorable виго 
value condition, use of the heart-healthy claim is consisten 
with FDA requirements for levels of saturated fat and cho 
lesterol Thuis claim 15 not consistent with the requirement 
in the unfavorabie nutrition condition 2 

Participants were members of a consumer househol: 
research panel for a southern U S state and were screened fo 
primary food shopper status Panel members were maile 
packets with stimuli for either Study 1 or Study 2, а surve: 
that included questions of general tnterest, and a stamped self 
return envelope The combined response rate for the studie 
was approximately 48%, 147 useable surveys were returne, 
for Study 1, and 145 useable surveys were received for Stud: 
2 Participants ranged in age from 21 to 87 years, and 749 
were women The number of umes meals had been purchase: 
at restaurants m the past month ranged from 0 to 63 


Dependent measures Most dependent measures wer 
assessed with seven-point scales, and all scales wer 
recoded when necessary so that higher values indicate: 
more postive responses All multi-ttem measures wer 
divided by the number of scale items, and these mea: 
scores were used in analyses Items used to measure atti 
tude toward the brand, purchase intentions, nutrition аш 
tude, and source credibility appear in the Appendi 
Across the two studies, ail coefficient as exceeded 80 Т 
assess disease risk perceptions, participants considere: 
whether the food product, if eaten regularly as part of the: 





2For a heart disease claim, the product must contain 3 grams o 
fat or less and ] gram of saturated fat or less per 100 grams of foo 
content However, sumiar claims on menus have not always me 
this standard. For example, some restaurants have placed a Fit Far 
symbol (a heart with the words “fit Care") next to menu items thé 
contain almost 15 grams of fat 


diet, would decrease or increase their likelihood of devel- 
oping heart disease and having a stroke These disease risk 
items were single-item measures employing а nine-point 
scale 

~ 
Results 
Multivariate and univariate results for effects of the health 
claim and nutrition information manipulations on consumer 
evaluation and disease risk perceptions appear in Table 1, 
cell means are in Table 2. The top portions of the tables con- 
tain information pertaining to Study 1 (the packaged food 
product), and the bottom portions of the tables contain infor- 
mation pertaining to Study 2 (the restaurant menu йет) We 
discuss the findings from Studies 1 and 2 separately to facil- 
itate comparisons to prior research and between the different 
contexts (1e , package versus menu) 3 


Findings from Study 1 Multivariate effects of the health 
clatm (Wilks’ lambda = 90, F = 2 57, p < 05) and nutrition 
information (Wilks’ lambda = 82, Е = 2 40, p< 01) are sig- 
nificant The two-way interaction between the health claim 
and nutrition information ts not significant (Wilks’ lambda = 

95, F < 1) Follow-up univariate analyses reveal that the 
provision of a heart-healthy claim has a favorable influence 
on nutrition attitude (F(1, 140) = 10 09, p < 01) The health 
claim also reduces the perceived risk of heart disease 
(F(1, 140) = 8 03, p < 01) and stroke (F(1, 140) = 7 41, р < 
01) These findings offer partial support for Н; 

In Н,, we hypothesized that favorable nutrition informa- 
tion would positively affect consumer evaluations and 
reduce the perceived risk of disease Consistent with this 
pattern of predictions, the univartate results show a signifi- 
cant main effect of nutrition information on attitude toward 
the product (F(2, 140) = 3 82, p < 05), nutrition attitude 
(F(2, 140) = 990, p < 01), and purchase intentions 
(F(2, 140) = 6 45, p < 01) In addition, favorable nutrition 
information reduces consumers' perceptions of the risk of 
stroke (F(2, 140) = 314, p < 05) and heart disease 
(F(2, 140) = 3 76, p < 05), as was predicted However, con- 
trary to the expectations presented in Нз and На, the health 
claim does not interact with nutrition information to influ- 
ence consumer evaluations (F(2, 140) « 1 for all measures) 
or perceived credibility (F(2, 140) = 2 02, p> 10) 


Findings from Study 2 Study 2's results focus on the 
restaurant menu item As we predicted, there is a multivari- 
ate тат effect of the health claim (Wilks’ lambda = 78, Е = 
6 28, p < 001) The provision of a health claim reduces the 
perceived likelihood of both heart disease (F(I, 142) = 
10 62, р < 001) and stroke (Е(1, 142) = 941, p < 01) 
However, the provision of a health clatm does not influence 
attitudes toward the product (Е(1, 142) < 1), nutrition attı- 
tude (РА, 142) = 242, р > 10), or purchase intentions 
(F(1, 142) = 106, p > 10) Н, is therefore only partially 
supported 

We also predicted a positive (negative) effect of favor- 
able (unfavorable) nutrition information on the dependent 
measures Consistent with the pattern of predictions, there ts 
a significant multivariate main effect of nutrition informa- 





3We thank an anonymous reviewer for this suggestion 


tion (Wilks’ lambda = 62, Е = 627, p < 001) As we pre- 
dicted in Н», favorable (unfavorable) nutrition information 
has a positive (negative) effect on attitude toward the prod- 
uct (F(2, 142) = 1485, p < .001), nutrition attitude 
(F(2, 142) = 3328, p < 001), and purchase intention 
(Е(2, 142) = 16.25, p < 001) Favorable (unfavorable) nutri- 
tion information also reduces (increases) the perceived risk 
of heart disease (F(2, 142} = 1961, p < 001) and stroke 
(FQ, 142) = 15 86, p « 001) 

A significant interaction between the provision of 
nutrition information and a health claim, according to H3, 
should influence consumer evaluations and perceived risk 
of disease The results of a multivariate analysis of vari- 
ance confirm this expectation (Wilks’ lambda = 83, F = 
2 27, p < 05) Univariate results are significant for nutri- 
поп attitude (F(2, 142) = 4 42, p < 01), purchase intention 
(F(2, 142) = 3 51, p < 05), perceived likelihood of stroke 
(FQ, 142) = 7 13, p < 001), and perceived risk of heart 
disease (F(1, 142) = 6 37, p « 01) and are marginally sig- 
nificant for attitude toward the product (F(2, 142) = 2 86, 
р < 10) Plots for significant interactions appear in Figure 
1 

Follow-up analyses provide further insight into the sig- 
nificant interactions When no nutrition information ts avatl- 
able on the menu, there ts a significant multivariate main 
effect of the heart-healthy clam (Wilks’ lambda = 67, F = 
3 02, p < 05) on the dependent measures Univariate results 
show that the claim positively influences both purchase 
intentions and nutrition attitude (t = 2 46 and 2 67, respec- 
tively, p < 01) and reduces the perceived likelihood of dis- 
ease risk for heart disease and stroke (t = —3 07 and —3 45, 
respectively, р < 01) In the favorable nutrition condition 
(when the health claim provides information that is consis- 
tent with nutrition information), the multivariate effect of 
the claim ts also significant (Wilks’ lambda = 61, F = 4 94, 
p< 001) As we predicted, the health claim lowers the per- 
ceived likelihood of both heart disease (t = —3 33, p < 01) 
and stroke (t = —3 37, p < 01), but nutrition attitude and pur- 
chase intentions are not affected by the claim when there 15 
favorable nutrition information. Thus, when the nutrition 
information 15 positive, the heart-healthy claim adds infor- 
mation that affects disease risk perceptions but not general 
evaluations In the unfavorable nutrition condition, neither 
the multivariate nor the univariate effects of a health claim 
achieve significance, which indicates that the claim does not 
have any positive effect when the nutrition information is 
not favorable In summary, the interaction effect proposed in 
Н; 1s partially supported 

H; suggests that the effect of a heart-healthy claim on 
perceived credibility 15 moderated by the provision of nutri- 
tion information The univartate results provide strong sup- 
port for this prediction (F(2, 142) = 5 84, p < 01) The rele- 
vant plot for the test of H is in Figure 2, Panel A In the 
favorable nutrition condition and when no nutrition infor- 
mation 1s presented, the health claim does not influence per- 
ceptions of source credibility (t < 1) As shown in Figure 2, 
Panel A, in these conditions, credibility perceptions are sim- 
Паг regardless of whether the claim is present However, їп 
the unfavorable nutrition condition (1 е, when the nutrition 
information does not support the heart-healthy claim), the 
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TABLE 2 
Dependent Variable Means for Studies 1 and 2 


Consumer Evaluation Measuresa 


Product Nutrition 
Independent Variables Attitude Attitude 
Study 1: Package Means 
Control (none) 
No claim 4 12 2 86 
Claim present 457 356 
Favorable 
No claim 4 89 377 
Claim present 5 18 4 69 
Unfavorable 
No claim 4 20 3 10 
Claim present 4 04 3 48 
Study 2: Menu Means 
Control (none) 
No claim 352 332 
Claim present 4 30 4 44 
Favorable 
No claim 543 477 
Claim present 524 482 
Unfavorable 
No claim 4 10 303 
Claim present 3 23 277 


Disease 
Risk Measuresb 


Purchase Perceived Heart 

Intentions Credibility Disease Stroke 
326 3 98 6 26 6 19 
3 75 4 49 538 557 
458 477 5 59 577 
494 5 04 468 461 
3 88 490 6 70 6 30 
3 64 433 572 572 
3 03 402 6 64 6 68 
432 415 4 86 4 96 
523 527 5 63 563 
544 505 4 23 442 
3 91 4 92 6 74 6 48 
331 332 7 21 704 


aThese measures are based on seven-point scales, higher scores indicate more favorable evaluations 
БА nine-point scale is used for each of these measures, higher scores indicate a greater perceived risk of disease 


health claim has a negative influence on perceived source 
credibility (t = —3 69, p « 01) Credibility is significantly 
lower when the (inaccurate) health claim is available com- 
pared with when no claim is presented (M = 3 32 versus 
4 92) 


Discussion 


The findings show that when a heart-healthy claim is on the 
package or menu, consumers generally judge the product to 
reduce the likelihood of heart disease or stroke, but favor- 
able nutrition information leads to more positive attitudes 
toward the product, nutrition, and purchase intentions, in 
addition to the belief that the product reduces disease risk 
Effects of nutrition information relative to the clam manip- 
ulation are particularly strong for the restaurant menu 
context 

Consistent with prior research examining health claims 
and nutrition information on packages (eg, Ford et al 
1996, Garretson and Burton 2000), nutrition information did 
not interact with the effect of the claim in the package envi- 
ronment However, the interaction between the health claim 
and nutrition information was significant in the context of a 
restaurant menu, which further highlights the usefulness of 
providing nutrition information to help consumers make 
healthy food choices when dining out When favorable 
nutrition information. was presented, the use of a heart- 
healthy claim further decreased the perceived likelihood of 
Stroke and heart disease 


~ 


This pattern of findings contrasts with that of the ргод- 
uct attitude and purchase intentions variables, for which the 
claim has no influence when the nutrition information is 
favorable For disease risk, the heart-healthy claim probably 
serves as incremental, useful information that influences 
disease risk perceptions, but it does not add information that 
affects attitudes and intentions beyond the favorable effects 
of the Nutrition Facts information. When no Nutrition Facts 
information 15 presented, however, the claim 15 the only cue 
available, and it affects attitudes, purchase intentions, and 
disease risk perceptions When unfavorable nutrition infor- 
mation 15 available, the heart-healthy claim has no influence 
on either the evaluations or disease risk perceptions This 
overall pattern of results suggests that consumers may be 
somewhat wary of health claims and prefer instead to trust 
information contained on the Nutrition Facts panel when it 
1$ available This pattern of results also suggests that con- 
sumers in general are fairly sophisticated in their ability to 
use information provided by the Nutrition Facts panel to for- 
mulate appropriate conclusions 

This study suggests that though some findings from 
prior research on labeling may apply to restaurant foods, 
unfavorable nutrition information does not have equivalent 
effects when presented in different consumption contexts 
Although the positive effects of favorable nutrition informa- 
ton appear similar for food products in both packaged 
goods and restaurant contexts, the negative effects of unfa- 
vorable information are stronger for a menu item than for a 
packaged good Furthermore, the provision of nutrition 
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FIGURE 1 
Effects of a Health Claim and Nutrition Information on Consumer Evaluations and Disease Risk 
Likelihoods for Study 2 
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information for a menu item generally has stronger effects 
than nutrition information presented on a packaged food 
product This implies that many consumers do not realize 
the unhealthiness of many foods prepared outside the home 

In consideration of these findings, the purpose of Study 
3 was to provide additional insight into the effects of a 
health claim and nutrition information on consumers' evalu- 
ations of restaurant menu items There are several key dif- 
ferences between our first two studies and Study 3 Rather 
than presenting a Nutrition Facts panel on the menu, we pre- 
sented nutrient information immediately after the item's 
description This format 1s a more practical and commonly 
used way to present nutrition information on a menu In 
addition, three menu items, rather than just a single entrée, 
were presented Finally, the nutritional context, that 1s, the 
nutrient levels of the other food items on the menu, was var- 
ied as a third factor 
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Study 3 


Design, Procedures, and Study Participants 


Study 3 was a between-subjects experiment that used a 2 
(inclusion or exclusion of a heart-healthy claim) x 3 (nutri- 
tion information level with control, unfavorable, or favor- 
able conditions) x 3 (nutritional context, or the nutrient lev- 
els of the nontarget menu items, with control, healthy, and 
unhealthy conditions) design The stimuli identified the tar- 
get menu item as a heart-healthy selection in the heart- 
healthy claim condition and included a footnoted health 
claim consistent with FDA-permitted claims regarding the 
relationship between saturated fat and cholesterol and the 
risk of coronary heart disease 

There were three items on the menu Slow-Roasted 
Chicken, Chicken Marsala, and Grilled Chicken Fajitas To 
avoid introducing bias into the experiment because of con- 


FIGURE 2 
Effects of a Health Claim and Nutrition 
Information on Perceived Source Credibility 
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B. Study 3: Health Claim x Nutritional Context 
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sumers' food perceptions and preferences, the target item 
was counterbalanced across conditions, each item served as 
the target item for one-third of the subjects, and the order of 
the menu items was rotated In the unfavorable nutrition 
information condition, the target item always contained 35 
grams (54% DV) total fat, 11 grams (55% DV) saturated fat, 
180 milligrams (60% DV) cholesterol, and 1400 milligrams 
(58% DV) sodium In the favorable condition, the target 
item contained 10 grams (15% DV) total fat, 3 grams (15% 
DV) saturated fat, 40 milligrams (13% DV) cholesterol, and 
600 milligrams (25% DV) sodium The nutrition levels of 
the two alternative menu items were also counterbalanced 
across subjects 1n both the favorable and the unfavorable 
nutritional contexts. In the healthy context, nutrient values 
of the two nontarget items were slightly more positive than 





the nutrient levels for the favorable target item condition. In 
the unhealthy context, nutrient values of the alternative 
1tems were slightly more negative than the nutrient levels for 
the unfavorable target item condition In the healthy context, 
nutrient values of the two nontarget items were 6 grams and 
8 grams (9% and 12% DV) total fat, 2 grams and 2 5 grams 
(10% and 13% DV) saturated fat, 30 milligrams and 35 mil- 
ligrams (10% and 12% DV) cholesterol, and 570 milligrams 
and 560 milligrams (24% and 23% DV) sodium In the 
unhealthy context, nutrient values of the two nontarget items 
were 40 grams and 50 grams (62% and 77% DV) total fat, 
13 grams and 18 grams (65% and 90% DV) saturated fat, 
190 milligrams and 220 milligrams (63% and 73% DV) cho- 
lesterol, and 1750 milligrams and 2000 milligrams (73% 
and 83% DV) sodium The actual nutrition levels for the 
menu items were most similar to the unfavorable nutrition 
levels, according to information compiled by the Center for 
Science in the Public Interest (1997), which analyzed the 
nutritional content of menu items from various fast-food and 
dinner house restaurants 

Study participants were recruited at а local mall Inter- 
viewers set up a table in the mall with a sign stating “Con- 
sumer Research Study” Shoppers who agreed to partictpate 
received $1 A total of 364 shoppers, equally divided in 
terms of sex, participated in the study, and they ranged in 
age from 18 to 82 years Participants were randomly 
assigned to 1 of the 18 conditions, handed a booklet con- 
taining the stimuli and dependent measures, and then seated 
at a nearby table After completing the study, which took 
approximately ten minutes, participants were thanked, 
debriefed, and paid 


Dependent Measures 


The same dependent measures used in the previous two 
studies were used in Study 3 Reliabilities for the attitude 
toward the product (& = 97), purchase intention (0 = 83), 
nutrition attitude (œ = 85), and credibility (@ = 93) scales 
were all greater than the acceptable minimum level 


Results and Discussion 


Multivariate effects of the health clam (Wilks’ lambda = 
86, F = 941, p < 001) and nutrition information (Wilks’ 
lambda = 89, F = 337, p< 001) are sigmficant Multivar- 
ate and univariate results for relevant dependent variables 
appear in Table 3, and means are presented in Table 4 
Univariate results show that, as wé expected, the provi- 
sion of a heart-healthy claim has a favorable influence on 
nutrition attitude (F(1, 346) = 23 39, p < 001) and purchase 
intention (Е(1, 346) = 4 17, p < 05) The provision of a 
health claim also diminishes the perceived likelihood of 
heart disease (F(I, 346) = 3832, p < 001) and stroke 
(F(1, 346) = 20 30, p « 001) Attitude toward the product is 
not affected by the provision of a health claim (F(1, 346) = 
179, p> 10), and therefore Н, is partially supported In the 
case of nutrition information, univariate findings аге signif- 
icant for nutrition attitude (F(2, 346) = 7 63, p « 001), per- 
ceived risk of heart disease (F(2, 346) — 12 26, p « 001), 
and perceived risk of stroke (F(2, 346) = 6 65, p< 001) The 
means in Table 4 indicate that favorable nutrition informa- 


Healthful Food Choices / 27 


1ueojubisuou (je әле зиоцовјеји! eyeueaun pue әүешелцпш Аем-ееју) 64] SOON 














100 > d... 

|) » d... 

S0 >d.. 

OL >d, 
12 2 „10 € „62 € др! Stz LS „8/1 #6 ON X OH 
„ФЕР „182 91 68 «S9 Z eZ „9S | 68 ON X IN 
SIE Y „во У 8€ 161 001 es 71 96 IN X OH 
00'S € S ec E6 v ....18 OL 64 8 Zh E 68 (ON) 1хәЈиоо yeUOnINN 
„„89 9 ...9 21 SIZ 861 £9 Z 161 „466 68 (IN) uoneuuojur uonumnN 
...0Е 02 . сЕ BE pli wll? „...бе EZ 6/1 „176 98 (OH) шерә Ацуеоц-увон 

ге Ápmis 

BONS eseesiq Ay qipeJ3 suonuejul ерпипу зопроја en[eA d Y SHIM se[qeueA іиәриәдәриј 

нвән рәләдләд aseyoind uonuynN әш 
psemoL зупзон LAOUEN 
SaJnsBa|N ASIy osBesiq epnimv 





SsaJnsea[y џоцепјела јешп5иод 





зепјед у ајеџемић 





€ Ápnis јој suondeoJed xsiH eseesiq pue Sainseay џоцепјела ,ѕЈәшпѕиод uo 51290 3 
Е Пау 


28 / Journal of Marketing, April 2003 


G^ NDI em а 
О T XAR. 





Ae 
{у aom Ye TABLE 4 
a4 p Dependent Variable Means for Study 3 
~, барив 25, А Disease 
M М. 27 Consumer Evaluation Measures Risk Measuresb 
| ANM 
„е. Product Nutrition Purchase Perceived Heart 
Independent Variables Attitude Attitude Intentions Credibility Disease Stroke 
Nutritional Context: Control 
Control 
No claim 5.47 447 4 62 5 48 5 69 588 
Claim present 624 5.81 537 535 354 379 
Favorable 
No claim 5 12 467 4 97 5 12 5 41 4 65 
Claim present 552 534 508 5 39 3 56 3 88 
Unfavorable 
No claim 4 53 4 00 4 38 5 00 641 5 65 
Claim present 6.15 539 575 5 29 4 81 4 65 
Nutritional Context: Healthy 
Control 
No claim 4.64 451 420 5 60 587 5583 
Claim present 535 483 4 93 5 13 387 4 17 
Favorable 
No claim 5 18 3 92 4 64 5 27 5 14 541 
Claim present 524 4 48 475 4 80 561 550 
Unfavorable 
No claim 4 91 3 35 410 562 592 5 81 
Claim present 423 3 82 408 467 5 45 535 
Nutritional Context: Unhealthy 
Control 
No claim 5 16 384 467 562 5.73 587 
Claim present 5.04 5 00 4 88 545 365 435 
Favorable 
No claim 5 98 521 5 63 505 3 50 3 55 
Claim present 6 00 527 525 528 328 3 56 
Unfavorable 
No claim 5 86 421 467 519 6 08 5 46 
Claim present 5 05 448 493 505 4 71 467 


aThese measures are based on seven-point scales, higher scores indicate more favorable evaluations 
5А nine-point scale is used for each of these measures, higher scores indicate a greater perceived nsk of disease 


tion leads to more positive nutrition attitudes and lower per- 
ceptions of disease risk than does unfavorable nutrition 
information Contrary to H4, when nutritional context 15 
included as a factor, the provision of nutrition information 
and the health claim do not interact (Wilks’ lambda = 95, 
F= 147, p> 10) In addition, the interaction of the health 
claim and nutrition information does not have a significant 
effect on source credibility Н; and Н, are therefore not 
supported 

Н+ predicts that when information regarding the nutri- 
tional content of alternative menu items 15 unhealthy, con- 
sumer evaluattons of the target product will be more favorable 
and perceptions of disease risk will be lower compared with 
when the context is healthy Multivariate results shown in 
Table 3 are significant (p « 01), and follow-up univariate tests 
are significant for consumer attitudes, purchase intentions, and 
disease risk perceptions (p < 01 forall) Thus, Н; ts supported 

As hypothesized in Hg, the nutritional context in which 
a food 1s evaluated moderates the main effects of nutrition 
information (Wilks’ lambda = 89, Е = 1 56, p< 05) Uni- 
variate results are significant for nutrition attitude 


(F(4, 346) = 2 65, p < 05), perceived risk of heart disease 
(РА, 346) =2 81, p < 05), stroke (F(4, 346) = 3 34, p < 05), 
and attitude toward the product (F(4, 346) = 2 31, p< 057) 
Plots for nutrition attitude and heart disease are shown in the 
upper portion of Figure 3 When the nutritional content of 
alternative menu items is healthy (1e, healthy context), 
favorable nutrition information for the target item has a less 
positive effect on nutrition attitude compared with the no 
nutrition information control than when the nutritional con- 
text 1s unhealthy 

Similarly, when the nutritional context 15 unhealthy, 
unfavorable nutrition information has a less negative effect 
on nutrition attitude compared with the no nutrition infor- 
mation control than when the nutritional context 1s healthy 
The means tn Table 4 show that when nutrition information 
1$ not presented for either the target item or the other menu 
options (1 e , the status quo for most restaurant menu items), 
consumers' nutrition evaluations and disease risk. percep- 
tions are similar to evaluations and perceptions when favor- 
able nutrition information about the target item is presented 
Because nutrition levels for the actual menu items were gen- 
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FIGURE 3 E EET : 
Interaction Effects on Consumer Evaluations and Disease Risk Likelihoods for Study3  ;.: 
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erally consistent with the nutrition level in the unfavorable 
condition, this indicates that consumers overrate the health- 
iness and effects on disease risk of these menu items 

As predicted in Ну, the multivariate effect of the nutri- 
попа! context by health claim interaction ıs significant 
(Wilks’ lambda = 94, Е = 1 78, p < 05) Follow-up univari- 
ate analyses indicate that attitude toward the product 
(F(2, 346) = 5 12, p « 01) and perceived likelihood of heart 
disease (F(2, 346) = 3 01, p « 05) are affected by the inter- 
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action between a health claim and nutritional context, and 
nutrition attitude and stroke approach significance (p < 10) 

Plots for product attitude and heart disease are shown їп the 
bottom portion of Figure 3 When information regarding the 
nutritional content of alternative menu items is not provided, 
inclusion of a health claim has a positive effect on evalua- 
tions and reduces perceived risk of disease (t-values range 
from 3 37 to 5 51, p< 01) However, when nutrition infor- 
mation is presented about the menu alternatives, inclusion of 


a health claim has no significant effect on product attitude 
(t = 142 and 03 for the unhealthy and healthy contexts, 
respectively) but reduces perceived risk of heart disease (t = 
—3 03, p « Ol and t = –1 99, p < 05 for the unhealthy and 
healthy contexts, respectively) 

Hg predicts that the nutritional context in which a food is 
evaluated moderates the main effects of a health claim on 
perceived source credibility As we show in Figure 2, Panel 
B, this expectation is supported (F(2, 346) = 3 29, p < 05), 
perceived source credibility was lowest when information 
was contradictory That 15, when the nutritional context was 
healthy, provision of a health claim diminished source cred- 
ibility (t = -2 91, p < 05), but the claim had no effect on 
credibility when the context was unhealthy or when no con- 
text was provided (t < 50, p> 50) 


General Discussion 


The results of this research, together with the growing epi- 
demic of obesity in the United States (Centers for Disease 
Control and Prevention 2002, Spake 2002), suggest that a 
major objective of the NLEA has not been accomplished 
Although the NLEA may have helped consumers make 
more informed choices about foods prepared at home, it has 
not helped consumers with choices when dining out. Con- 
sumers now obtain more than one-third of their calories 
from food prepared outside the home, and because menus 
often provide little or no information regarding the nutri- 
tional value of the items, most consumers have little knowl- 
edge about the types and levels of nutrients they are rou- 
tinely consuming Consumers are filing class-action 
lawsuits against fast-food restaurants, which are charged 
with use of deceptive marketing practices that have resulted 
in obesity-related diseases (Tyre 2002) 

Across our studies, the multivariate results show that 
there were positive effects of the inclusion of a heart-healthy 
claim on a package or menu As we expected, favorable 
nutrition information presented on a Nutrition Facts panel 
(1e, Studies 1 and 2) also led to more positive attitudes 
toward the product, nutrition, and purchase intentions and 
reduced perceived disease risk. As shown in Table 1, the 
effects of the nutrition information on all dependent vari- 
ables were more pronounced in the menu context (Study 2) 
than in the package context (Study 1), even though the nutri- 
ent values were identical 

From a theoretical perspective, this research also pro- 
vides insight into how nutrition information and a health 
claim interact to influence consumers’ attitudes and pur- 
chase intentions Consistent with prior research (Ford et al 
1996, Garretson and Burton 2000, Mitra et al 1999), the 
results show that in a package environment, the provision of 
Nutrition Facts panel information does not moderate the 
effects of a health clam However, for the menu stimulus, 
there are consistent interactions across all dependent vari- 
ables As shown 1п Figure 2, when nutrition information was 
not available, the heart-healthy claim had a positive influ- 
ence on nutrition attitude and purchase intentions and 
reduced disease risk perceptions. However, when favorable 
or unfavorable nutrition information was presented, the 
heart-healthy claim had little positive effect on attitudes and 


intentions These findings, together with the strong nutrition 
information main effects in Study 2, suggest that consumers 
are sensitive to and willing to use any available nutrition 
information when forming product evaluations and purchase 
intentions for menu items 

The results of Study 3 suggest that menu nutrition infor- 
mation does not need to be presented on a Nutrition Facts 
panel to have effects on consumer evaluations Also, by pro- 
viding nutrition information for the other menu items, Study 
3 offers insight into the effects of nutritional context on con- 
sumer evaluations In this more complex environment, target 
item nutrition information had a weaker effect, and the sig- 
nificant claim X nutrition. information interactions were 
replaced by significant context x nutrition and context x 
claim interactions In general, providing a nutritional con- 
text, or frame of reference from which to evaluate a specific 
menu item, can reduce the influence of the target item's 
nutrition information on consumer evaluations 

From a conceptual perspective, this research provides 
new insight into the effects of the context created by com- 
peting products on target item evaluations The effects of 
context on evaluations have been studied extensively in the 
psychology and marketing literature (see Елзег 1990, Kah- 
neman and Miller 1986, Viswanathan and Hastak 2002), but 
to our knowledge, previous research has not examined how 
the context created by competing ет» interacts with both а 
claim about the target item and objective information about 
the item The findings pertaining to the modified impact of 
objective information and more subjectively perceived 
claims when contextual nutrition information is available 
suggest that the effects of competing product context are 
more conceptually intriguing than previously assumed 

Furthermore, our findings extend prior research on 
labeling issues 1n two ways First, the results provide evi- 
dence of the potential for interactive effects of health claim 
and nutrition information, at least when objective nutrition 
information 1s not available or accessed Theoretically, this 
implies that the effects of the confirmatory bias of a health 
claim can be reduced by the provision of nutrition informa- 
tion Second, the results extend findings from prior research 
on labeling issues to foods marketed by restaurants Con- 
sumer evaluations and disease risk perceptions of restaurant 
menu items can be significantly influenced by a health claim 
and, especially, nutrition information on a Nutrition Facts 
panel The results from this study also reinforce the notion 
that misleading health claims can have significant negative 
consequences for the marketer A claim that was inconsis- 
tent with target пет nutrition information or contextual 
nutrition information diminished the credibility of the 
restaurant Claims that cannot be substantiated or are per- 
ceived as questionable because of context can cause consid- 
erable harm to a marketer’s reputation 

The health claim used in this study focuses specifically 
on the relationship between a diet low in saturated fat and 
cholesterol and a reduced risk of coronary heart disease As 
we expected, consumers perceived the risk of heart disease 
and stroke to be lower when a health claim was used and no 
nutrition information was available The significant interac- 
tion between health claim and nutrition information found in 
Study 2 suggests that a health claim can supplement nutri- 
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tion information presented on a restaurant menu Even when 
favorable nutrition information was available, the provision 
of a health claim further decreased the perceived risk of 
stroke and heart disease 

This pattern of findings contrasts with that of the prod- 
uct attitude and purchase intentions variables, for which the 
claim had no influence when the nutrition information was 
favorable, as shown ın Figure 1 The heart-healthy claim 15 
incrementally useful information that serves to influence 
disease risk perceptions, but it does not add information that 
influences attitudes and intentions. beyond the favorable 
effects of the nutrition information When no nutrition infor- 
mation 1s presented, however, the claim is the only cue 
available, and it affects attitudes, intentions, and disease risk 
perceptions When unfavorable nutrition information is 
available, the heart-healthy claim has no influence on either 
the evaluations or the disease risk perceptions The overall 
pattern of results suggests that consumers are fairly sophis- 
ticated ın their ability to use Nutrition Facts panel informa- 
tion to draw appropriate conclusions and are somewhat wary 
of health claims, preferring instead to trust specific nutrition 
information when it 1s available 


Implications for Marketers 


Our findings show that in the absence of nutrition informa- 
tion, a health claim can have favorable effects on product 
attitudes and purchase intentions Restaurants using health 
claims as promotional elements are likely to benefit from 
such actions, as long as the claims can be supported It is 
also potentially beneficial for marketers of packaged food 
products to place health claims on the front of their pack- 
ages, especially when targeting consumer segments that are 
unlikely to access nutrition information presented on the 
back of the package (Mitra et al 1999, p 110) Favorable 
nutrition information on Nutrition Facts panels has even 
stronger effects than health claims on product attitudes and 
purchase intentions, such favorable information seems capa- 
ble of being used as an effective promotional tool for restau- 
rants and packaged food companies ^ One of the objectives 
of the NLEA was to promote more healthful foods in the 
marketplace, findings from this research suggest that such 
initiatives can be beneficial to marketers 

The results pertaining to the effects of context in Study 
3 also have managerial implications. When consumers eval- 
uate a target menu item in the context of alternatives that are 
unhealthy (1 e , items high in fat and saturated fat), they have 
more positive attitudes and greater purchase intentions for 
the target item This suggests that direct comparisons in 
advertisements and in-store promotions between a relatively 
healthy menu item and competitors’ less healthy offerings 
should have positive effects Essentially, a restaurant pro- 
moting healthful choices potentially can benefit from the 
main effects of nutritional level and nutritional context, as 
well as from their interaction 





4The recent advertising campaign by Subway, which promotes 
lower calorie and lower fat sandwiches as a means tor consumers 
to obtain substantial weight loss and health benefits, is one exam- 
ple of how nutrition. has been used for effective competitive 
positioning 
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Implications for Public Policy 


Although health claims made by restaurants must be consis- 
tent with the claim definitions established by the NLEA, 
guidelines regarding the provision of nutrition information 
їп a restaurant setting are considerably more lenient than 
those for packaged food products It may be difficult for 
consumers to verify claims made by restaurants in many cir- 
cumstances In the absence of nutrition information, con- 
sumers perceive the food product to be more nutritious when 
a health claim is presented Thus, 1f a consumer considers 
claim information on the front of a packaged food product 
(where health claims are typically placed) or on a menu and 
nutrition information is not examined or available, he or she 
may have a more favorable impression of the nutritional 
value of the product than is warranted if the claim require- 
ments are not completely met When a health claim is made 
for a specific menu item, restaurants should be encouraged 
to provide the appropriate nutrient values to substantiate that 
clam Although consumers may be somewhat wary of 
health claims in the absence of other information, the means 
in Tables 2 and 4 indicate that health claims are persuasive 
Presenting nutrition information on restaurant menus should 
encourage consumers to consider the nutritiousness and 
healthfulness of the food they consume 

The increasing frequency with which consumers dine 
outside the home, the high levels of fat and saturated fat in 
many restaurant foods, and the large serving sizes and 
caloric content offered by restaurants are of great concern to 
many consumer welfare advocates and policymakers (Cen- 
ters for Disease Control and Prevention 2002, Spake 2002, 
Tyre 2002) In Study 3, when no nutrition information was 
provided for any of the menu items, consumers rated the 
nutritiousness of the target product as consistent with the 
positive nutrition information condition Because the levels 
of fat, saturated fat, and cholesterol for the menu items 
examined were most similar to the unfavorable nutrition 
condition, this finding suggests that consumers overestimate 
the healthfulness of restaurant items (e g , most consumers 
probably are not aware that some restaurant items provide a 
full day's worth or more of fat and saturated fat, Hurley and 
Schmidt 1996) This lack of knowledge and misperception 
about the healthfulness of restaurant foods suggest that con- 
sumers who dine out frequently do not realize or consider 
the effect of their diet on long-term disease risk. We suspect 
that 1f restaurants were required to disclose nutrition levels 
for at least very unhealthy items, ıt would affect purchase 
behavior for many consumers and probably motivate restau- 
rants to improve the nutritiousness of such items Our 
research demonstrates that consumers generally can use 
health claims and nutrition information to make appropriate 
evaluations, however, many may lack the appropriate infor- 
mation or motivation to influence actual consumption 
behavior, particularly 1n restaurants 


Limitations and Opportunities for Further 
Research 


There are several limitations of this study that should be 
acknowledged Consumers examined either mock-ups for a 
packaged food product or restaurant menu items ın three 


studies Consumers may behave differently in an actual 
restaurant setting or while grocery shopping 5 In addition, 
though a mail survey is a widely accepted means of data col- 
lection, there 1s minimal control over the response behavior 
of consumers However, observation and greater control 
over the subjects were possible in Study 3 because the sur- 
veys were completed in full view of the interviewers 

We examined the effects for a single, relatively well- 
known health claim that links a diet low in saturated fat and 
cholesterol to a lower risk of coronary heart disease This 1s 
clearly an important claim because of its link to diet and the 
number of people who die each year because of cardiac- 
related diseases. Lesser-known health claims, such as “cal- 
cium reduces the risk of osteoporosis," may have interacted 
differently with nutrition information. How different types 
of health claims and different levels of nutrition information 
influence consumers' attitudes, intentions, and perceptions 
of disease risk should be explored for a variety of products 
and contexts Analysis of actual purchase data across differ- 
ent information-provision environments in restaurants 
would be especially valuable in better understanding how 
marketers and public policymakers can help consumers 
become more informed about the foods they eat Marketing 
researchers have much to contribute to the fight against obe- 
sity, a national health problem that has reached epidemic 
proportions with staggering costs Helping consumers 
choose more healthful foods will reduce the more than 
300,000 annual deaths in the United States directly attribut- 
able to diseases and conditions associated with being over- 


————————————————c el 

5As suggested by an anonymous reviewer, the responses of some 
of the consumers may have differed if an actual fast-food restaurant 
chain, rather than a university business school, had been identified 
as a the sponsor of this research 


weight and obese, minimize the $110 billion in annual costs 
associated with diet-related diseases, and improve the over- 
all quality of life for countless consumers 


APPENDIX 


Multi-Item Dependent Measuresa 
eee 
Nutrition Attitude (coefficient as = .84, .85)b 
1 I think the nutrition level of this product 15 (poor/good) 

2 Based on the information provided, how important would 
this product be as part of a healthy diet? (not important at 
all/very important) 

3 This product is (bad for your heart/good for your heart) 

4 Overall, how would you rate the level of nutritiousness 
suggested by the information provided? (not nutritious at 
all/very nutritious) 


Attitude Toward the Product (coefficient as = .98, -98) 

Based on the information shown for this food product, what 
IS your overall attitude toward the product? (favorable/ 
unfavorable, good/bad, positive/negative, all reverse coded) 


Purchase Intention (coefficient as = .97, .95) 

1 How likely would you be to purchase the product, given 
the information shown? 

2 Assuming you were interested in buying a lasagna food 
product, would you be more likely or less likely to 
purchase the product, given the information shown? 

3 Given the information shown, how probable 15 it that you 
would consider the purchase of the product, if you were 
interested in buying a lasagna product? 


Source Credibility (coefficient os = .89, 84) 

Based on the information provided, | believe the company 
(restaurant) marketing this food product 15 (dependable/not 
dependable [reverse coded], untrustworthy/trustworthy, 
honest/dishonest [reverse coded]) 


aAll items were measured using seven-point scales 
Coefficient alpha estimates are reported for measures in Studies 1 
and 2, respectively 


ee 
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Joann Peck & Terry L. Childers 


To Have and To Hold: The Influence 
of Haptic Information on Product 
Judgments 


Haptic information, or information attained through touch by the hands, is important for the evaluation of products 
that vary in terms of material properties related to texture, hardness, temperature, and weight The authors develop 
and propose a conceptual framework to illustrate that salience of haptic information differs significantly across prod- 
ucts, consumers, and situations. The authors use two experiments to assess how these factors interact to impair 
or enhance the acquisition and use of haptic information. Barriers to touch, such as a retail display case, can inhibit 
the use of haptic information and consequently decrease confidence in product evaluations and increase the frus- 
tration level of consumers who are more motivated to touch products In addition, written descriptions and visual 
depictions of products can partially enhance acquisition of certain types of touch information The authors synthe- 
size the results of these studies and discuss implications for the effect of haptic information for Internet and other 


nonstore retailing as well as for traditional retailers 


The lesson here 1s simple I still want to see and touch a 
product before { buy ıt Web sites are pretty good for sell- 
ing books and airplane tickets But they don’t do feel 

—Gleckman (2000, emphasis added) 


emember "Mr Whipple, please don't squeeze the 
Charmin"? How often when shopping do you hear 


parents telling their children, *Please don't touch"? 
The historical prominence of touch is reflected in language 
(Ackerman 1990, Katz 1925, Montagu 1986) with the use of 
various touch-terms prevalent in English Some terms con- 
vey affect, such as “а touching story" or *how do you feel?" 
whereas others are more concerned with Cognition, as in 
“Do you grasp the meaning?" “Did you catch that mistake?" 
and "Can you handle the problem?" The importance of 
communication 15 stressed in such phrases as “keep in 
touch,” “on the other hand,” and even AT&T's “Reach out 
and touch someone” Touch ts an almost irresistible urge for 
children and adults alike, yet despite its importance, the fas- 
cinating sense related to product touch has not been incor- 
porated into the marketing literature 
In marketing, Hornik (1992) examines interpersonal 
touch and finds that it affects both attitudes and behavior 
However, to date, no research has focused on how touch 1s 
used for product purchase decisions Study of the sense of 
touch 1s timely given the growth of “nontouch” retailers that 
provide shopping through catalogs and over the Internet In 
an article involving interactive home shopping (Alba et al 
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1997, p 39), one of the critical attributes affecting the adop- 
tion of interactive home shopping is the "faithful reproduc- 
tion of descriptive and experiential product information” 
Currently, information obtained by the sense of touch can- 
not be veridically reproduced in the nontouch media, which 
indicates that perhaps for some consumers and for some 
products, traditional retail shopping may not be easily 
replaced Similarly, Paco Underhill (1999, p 158, emphasis 
added), a retail anthropologist, has noted that “we live in a 
tactile deprived society, and shopping is one of our few 
chances to freely experience the material world firsthand ” 
Underhill argues that various forms of nontouch shopping, 
such as over the Internet or through catalogs, will never seri- 
ously challenge traditional retail stores Although this is not 
our claim, we recognize the importance of understanding the 
sense of touch as it relates to marketing Casual observation 
reveals that touch ts an important source of information to 
consumers, but little ıs known about the role of touch 1n 
product judgments and decision making 

In this article, we conceptualize touch as a form of direct 
experience with a product and examine product, individual, 
and situational factors that enhance or impair the use of 
touch information during product evaluation We then exam- 
ine. whether, in the absence of direct product experience, 
mechanisms such as a written description or pictures may 
compensate for the information derived through touch Our 
research reveals that products and consumers differ in their 
need for touch and that this difference has critical implica- 
tions for marketing strategies 


Conceptual Background 
Hand as Touch Organ: Haptics Defined 


Although many studies of touch involve different areas of 
the human body, the primary studies of interest involve 
using the hands as the principal source of input to the touch 
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perceptual system The hand was proposed as the organ of 
touch that was as unitary as the organs of the other senses 
(Katz 1925) and has been called a person’s outer brain The 
term “haptics,” from Greek, means “able to lay hold of" and 
was first introduced in 1931 by Révész (cited 1n. Gibson 
1966, Révész 1950) The term “haptics” or “the haptic sys- 
tem” 15 used throughout this article to refer to the active 
seeking and pickup of information by the hands 


Haptic Information Framework 


Italian clothes designer Ottavio Missoni stated, “Because 
of the products we are offering and the спепіѕ we have 
throughout the world, we don’t see a real need for this kind 
of strategy [online, Web-based] Our clients want to touch 
the fabrics” 

—Romano (2000, emphasis added) 


Product factors Products differ in the extent to which 
they possess salient material properties The haptic system 15 
particularly adept at encoding the object's material proper- 
ties that correspond to texture, hardness, temperature, and 
weight information (Klatzky and Lederman 1992, 1993, 
Lederman and Klatzky 1987) For example, consumers may 
assess a sweater’s texture by touching the fabric to deter- 
mine its softness or squeeze a tomato to assess firmness 
(ripeness) Likewise, consumers may test a cellular tele- 
phone in the palm of their hands to assess its weight 
Although other senses may be used to extract this informa- 
поп (e g , visually observing steam rising from a hot drink), 
Lederman and Klatzky (1987) demonstrate that the һарис 
system 1s more efficient at assessing these four attributes of 
an object, which they term “material properties” Product 
categories in which the material properties of texture, hard- 
ness, temperature, or weight information vary in a diagnos- 
tic manner are more likely to encourage touch ! 


Instrumental and autotelic material properties. A further 
distinction can be made with regard to the type of haptic 
information extracted from products One type, instrumental 
information, 1s more intrinsic to the product and more spe- 
cific to the goal-directed evaluation of a product’s perfor- 
mance or its purchase (Holbrook and Hirschman 1982) 
These instrumental properties are related less to the sensory 
enjoyment of the product than to its structural properties In 
contrast, autotelic forms of information are related to the 
sensory experience and hedonic appreciation of the product 
(Holbrook and Hirschman 1982) When touch 15 unavail- 
able, we conjecture that it may be more difficult to compen- 
sate for this sensory enjoyment of autotelic information than 
tor instrumental information We elaborate on this distinc- 
tion subsequently 





Пп an initial study, we found that products possessing more 
salient material properties led to greater use of haptic information 
during product evaluation Using three levels of salience of mater- 
1al properties and two replicates (high material property salience 
sweater, tennis racket, medium material property salience calcula- 
tor, cordless telephone, low material property salience cereal, 
toothpaste), we found that as the material property salience 
increased, consumers touched the products longer when evaluating 
and verbalized more haptic attributes To conserve space, we elim- 
inated this study from the article To obtain more detailed results 
tor this study, contact the first author 
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Some pundits say Webvan and other online delivery sys- 
tems failed largely because shoppers wanted to squeeze 
Charmin and jab tomatoes instead of ordering through an 
online catalog 

—Konrad (2001) 


Indwidual consumer factors Although this statement 
may not be true for all shoppers, it may be true for some 
shoppers In addition to product-based sources of salience 
for haptic information, we maintain that the salience of hap- 
tic properties 1s likely to depend on the person In consumer 
behavior, evidence has been found for individual differences 
їп terms of preference for sensory information (for a discus- 
sion of visual versus verbal information processing, see 
Childers, Houston, and Heckler 1985) Similarly, for certain 
people, haptic information 1s chronically more salient, and 
these haptically oriented people are more likely to use this 
information for product evaluation An individual difference 
in touch involves an ability component, or a person's sensi- 
tivity to touch, and a motivation or preference component 
Although the sensitivity to tactile stimuli, or the ability to 
feel, varies among individuals, the variance 1s quite small 
(Spreen and Strauss 1991) Rather than any inherent sensi- 
tivity of the hand region or fingers, a more important factor 
seems to be a person’s motivation or preference to touch, 
termed the “need for touch,” or МЕТ 

For example, more haptically oriented consumers, those 
high in МЕТ, consider material properties earlier during 
product evaluation and have greater chronic accessibility to 
haptic information (Peck and Childers 2002) Because of 
this chronic accessibility and preference for haptic informa- 
tion, haptically motivated consumers are likely to be more 
frustrated when shopping 1f they do not have the opportu- 
nity to experience products directly In contrast, consumers 
who are less motivated to assess products through touch 
(those low in МЕТ) may still assess haptically oriented 
attributes, but they do so by visually examining a product 
(Klatzky, Lederman, and Matula 1993) For less haptically 
motivated consumers, a picture of a sweater in a catalog or 
on a Web page may be sufficient ın satisfying their need to 
assess the texture of the sweater before making a purchase 
decision 


Situational factors In addition to attributes of the prod- 
uct and characteristics of the person that may affect the 
salience of material properties, characteristics of the situa- 
tion may also increase the salience of material properties 
The situation (Bloch and Richins 1983, Houston and Roth- 
schild 1978) may increase interest їп different aspects of the 
environment and thus capture the consumer's attention. In 
certain retail scenarios, such as shopping through the Inter- 
net, catalogs, or television channels such as the Home Shop- 
ping Channel, a consumer has no or an impaired opportunity 
to touch the product before purchase In addition, in-store 
obstacles, such as packaging or retail display cases, preclude 
or diminish consumers’ opportunity to experience a product 
through touch directly In contrast, tables displaying prod- 
ucts with haptically salent attributes are often placed at the 
entry point of retail stores to invite consumers to pick them 
up and experience their material properties For example, 
The Limited charactertstically places texture-laden products 
such as sweaters and shirts on tables at the store’s entry to 


entice direct experience and facilitate enjoyment of the 
clothing’s pleasurable haptic attributes (Underhill 1999) 

Consistent with prior segmentation models (Dickson 
1982, Srivastava, Alpert, and Shocker 1984), we maintain 
that product, individual consumer, and situational factors act 
in concert to affect the extent to which consumers will 
assess a product's material properties by directly experienc- 
ing the product through touch In the following section, we 
elaborate on the interrelationships among the three factors 
and hypothesize about their effects under conditions in 
which the opportunity to touch a product is impaired (e g , 
evaluating a product behind a retail display case) We also 
consider whether, when touch is unavailable, compensation 
for touch information is possible in the form of either pic- 
tures or written descriptions of the product and how this 
might differ across consumers and by type of touch infor- 
mation (instrumental or autotelic) 


Hypotheses 


Situational Characteristics and Extracting Haptic 
Information 


Prior research has found that direct experience with an attitude 
object (product) can have a variety of effects, including 
increasing the confidence with which an attitude 15 held (Fazio 
and Zanna 1978, Smith and Swinyard 1983) However, not all 
retail environments enable the consumer to engage їп direct 
haptic experiences. For example, when shopping through cat- 
alogs or online, a shopper has no opportunity to touch the 
product before purchase Similarly, in a retail store, packaging 
or retail display cases preclude or diminish consumers’ oppor- 
tunity to experience a product directly through touch 

Impairment to touch is expected to interact with a per- 
son's need for haptic information. As discussed, some con- 
sumers consider haptic information more important to their 
decision process, and we expect them to be more confident 
in their attitude toward a product when they can versus can- 
not directly touch the product In contrast, those less ort- 
ented toward haptic information will not be as dependent on 
haptic product evaluation, therefore, confidence in their 
Judgments should be relatively unaffected by the lack of 
Opportunity to touch a product 2 


H, For more haptically oriented consumers, the confidence 
with which an attitude toward a product 1s held will be 
greater (lower) when they can (cannot) touch For those 
less motivated to obtain haptic information, confidence in 
their attitude judgment will be unatfected by an opportu- 
nity to touch 


Opportunity to Touch, NFT, and Frustration 


For people who are more motivated to obtain haptic infor- 
mation, barriers to direct experience will also lead to a more 
frustrating outcome Mikulincer (1988) finds that frustration 
is related to failure in a problem-solving task In addition, 





?Note that the valence of the attitude 1s not our focus in this 
research Consistent with the availability valence model (Kisielius 
and Sternthal 1986), attitude toward the product could increase or 
decrease when touching is available versus not available depending 
on the valence of the accessed intormation during haptic 
exploration 


Weiner (1985) proposes that feelings of frustration. are 
aroused by nonattainment of a desired goal and are height- 
ened by involvement with a task For people who vary in 
their motivation to touch products, to both assess haptic 
properties and experience their pleasurable sensations, bar- 
riers to touch should affect product evaluation frustration, as 
follows 


H3 For more haptically motivated consumers, frustration with 
the evaluation task will be less (more) when then can (can- 
not) touch, whereas for those less motivated to obtain hap- 
tic information, frustration with the evaluation task will be 
unaffected 


Barriers to Touch, Types of Haptic Information, 
and Compensation for Touch 


For more haptically motivated consumers, и may be possi- 
ble under certain conditions to provide additional informa- 
tion that would compensate for their inability to experience 
a product directly through touch (Petty, Cacioppo, and 
Schumann 1983) Additional information regarding a prod- 
uct's instrumental haptic properties may compensate for an 
inability to examine a product. directly by stimulating 
retrieval of information about the category or the product's 
haptic properties stored in memory In particular, a written 
description for an instrumental material property, such as 
weight, would be more likely to trigger past experiences that 
would compensate for the lack of actual touch In contrast, 
for the more autotelic aspect of touching for pleasure, a writ- 
ten description would not adequately represent this rich sen- 
sory experience and would not be expected to compensate 
for a lack of touch for more haptically motivated consumers 
In essence, we are asserting that for haptically motivated 
consumers, there is no substitute for touch in order to enjoy 
the experiential aspects of a product Thus 15 in contrast to 
less haptically motivated consumers, for whom a clear 
visual examination of a product would be expected to satisfy 
their needs for both instrumental and autotelic haptic infor- 
mation when there is a barrier to touch (Klatzky, Lederman, 
and Matula 1993) 

A similar prediction can be made for frustration with the 
evaluation task A written description of instrumental mate- 
rial properties, but not autotelic properties, may help con- 
sumers who are more motivated to obtain haptic information 
compensate for actual touch However, we expect that those 
less motivated to obtain haptic information will not be more 
frustrated when touch is unavailable, thus, compensation for 
a lack of touch is not as important 


H4 When touch ts unavailable, for more haptically motivated 
consumers, a written description of instrumental but not 
autotelic material properties will increase confidence 
(decrease frustration) ın their judgment compared with 
when no haptic description 1s provided For less haptically 
motivated consumers, under the same conditions, a written 
haptic description will not have a compensatory effect on 
either confidence or frustration for either instrumental or 
autotelic material properties of a product 


Visual Compensation for Haptic Information 


In cognitive psychology, evidence has been found for a 
"visual preview model," which states that vision provides a 
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quick "glance" that results in broad but coarse information 
about the haptic properties of an object (Klatzky, Lederman, 
and Matula 1993) For less haptically motivated consumers, 
a visual assessment may be sufficient to trigger the retrieval 
of information from memory about the product's instrumen- 
tal material properties, thus reducing the need for direct 
product experience Therefore, we expect that when touch is 
unavailable, those less motivated to obtain haptic informa- 
tion will use visual information, provided through a picture, 
for example, to assess instrumental haptic information In 
contrast, a visual representation will not substitute for the 
pleasurable experience obtained directly through autotelic 
touch Neither more nor less haptically motivated con- 
sumers will consider the coarse haptic information provided 
by a visual presentation a substitute for autotelic direct expe- 
rience, and neither will be compensated 1f a picture of the 
product is provided 


H4 When touch 15 unavailable, tor less haptically motivated 
consumers, confidence in judgment will be increased 
(unchanged) when a picture of the product 1s provided 
with an instrumental (autotelic) haptic written description 
versus when no picture is present. For more highly hapti- 
cally motivated consumers, under the same conditions, a 
picture will not have this compensatory ettect for either 
instrumental or autotelic haptic information 


We investigated these hypotheses ın two experiments 
These studies investigate the effects pertaining to situational 
salience of haptic information and mechanisms for compen- 
sating for the inability to directly experience a product 
through touch 


Study 1 


Overview 


The purpose of this study was to test H,—Hy, pertaining to 
the interaction between individual differences in the МЕТ, 
the opportunity to obtain haptic product information, and 
compensation for touch Experiment | consisted of tour fac- 
tors 2 (levels of NFT) x 2 (opportunity to touch) x 2 (type 
of product information, haptic/nonhaptic) x 2 (type of prod- 
uct), the first factor was measured, the next two between 
subjects, and the last factor within subjects 


Procedure 


A total of 199 subjects participated in the study Subjects 
were recruited for a study on product evaluation Partici- 
pants evaluated a sweater and a cellular telephone individu- 
ally in a lab, and they either had the opportunity to touch the 
product or saw the product presented under Plexiglas, which 
provided no opportunity to touch the product After each 
product examination, subjects filled out measures of atti- 
tude, attitude confidence, frustration, and the NFT scale 


Independent Variables 


Opportunity to touch For participants in the touch con- 
dition, the products were provided on the table, and the sub- 
jects were able to touch the products if they desired In the 
no-touch condition, the sweater and the cellular telephone 
were placed under Plexiglas, simulating a retail. display 
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case The order of product presentation was counterbalanced 
with order effects that were nonsignificant in all cases (p > 
05) 


NFT The individual difference 1n motivation to acquire 
and use haptic information, or NFT, was measured with a 
12-1tem scale (reliability = 95) 3 The potential range of the 
12-1tem NFT scale was represented 1n this sample Low and 
high NFT were determined by a median split. Subjects scor- 
ing above the median (a score of 9) were classified as high 
in NFT (n = 100), and those scoring at or below the median 
were classified as low in NFT (n = 99) 


Pretesting of Stimuli of Haptic and Nonhaptic 
Written Descriptions 


In this study, the type of haptic information to be described 
in written form was manipulated through two products, a 
sweater and cellular telephone For haptic descriptions, we 
provided autotelic compensatory information for the 
sweater and instrumental information for the cellular tele- 
phone We provided nonhaptic descriptions by communicat- 
ing the overall design qualities of both products (Table 1) 





3We define NFT as a preference tor the extraction and use of 
information obtained through the haptic system We operational- 
ized the construct through a 12-item scale that was tested in seven 
studies Construct validity of the scale was supported through its 
convergent validity with a measure of the use of touch for product 
evaluation Discriminant validity was supported through the 
absence ot a relationship between the scale and measures of social 
desirability, need for cognition, and need for evaluation Nomolog- 
ical validity was supported though a series of tests, including a neg- 
ative correlation between the scale and shopping through catalogs 
and the Internet and a positive correlation with a measure of expe- 
riential shopping behavior The 12 items of the NFT scale, with 
endpoints of "strongly agree" (+3) to “strongly disagree” (-3), 
include the following 


| Touching products can be fun 
2 I place more trust in products that can be touched before 
purchase 
3 I like to touch products even if I have no intention of buy 
ing them 
4 I feel more comfortable purchasing a product after physi- 
cally examining it 
5 When browsing ın stores, I like to touch lots of products 
6 When walking through stores, I can't help touching all 
kinds of products 
7 1 feel more confident making a purchase after touching a 
product 
8 It I can't touch a product in the store, I am reluctant to pur- 
chase the product 
9 The only way to make sure a product 1s worth buytng 1s to 
actually touch tt 
10 When browsing in stores, it 15 important for me to handle 
all kinds of products 
11 I find myself touching all kinds of products in stores 
12 There are many products that 1 would only buy if I could 
handle them before purchase 


For further details on these results, see Peck and Childers 
(2002) Note that these 12 items are copyrighted with all rights 
reserved Permission to use the МЕТ scale must be obtained in 
writing from the authors 


ТАВГЕ 1 
Types of Information and Products Used 





Information Type 





Product Haptic Nonhaptic 





Sweater Softness (autotelic) 
Cellular telephone Weight (instrumental) 


Overall design 
Overall design 





Because this embeds the type of compensation information 
within the type of product, we conducted pretests to equate 
the manipulations along several dimensions In addition, all 
statistical tests for compensation effects were conducted 
within each product First, the overall importance of the 
material properties used as compensation information was 
rated as comparable for the two products In the first pretest, 
23 undergraduate subjects rated 15 products Subjects rated 
each product in terms of whether touch played an important 
role in their decision process on a seven-point scale (1 — 
"touch 1s not important at all" to 7 = “touch is extremely 
important") The mean importance of touch when evaluating 
was 6 0 for the sweater and 5 9 for the cellular telephone, 
p > 05 We administered a second pretest with 32 under- 
graduate students to determine the importance of the attrib- 
utes to an evaluation of each product For a sweater, softness 
(haptic) and overall design (nonhaptic) were rated equally 
important (on a five-point scale, means of 40 and 42, p > 
05) Similarly, the same 32 subjects evaluated a cellular 
telephone on important attributes Weight (haptic) and over- 
all design (nonhaptic) were rated equally important to prod- 
uct evaluation (on a five-point scale, means of 4 1 each, p » 
05) 

On the basis of these results, the haptic autotelic written 
version of the sweater description focused on softness, and 
the haptic instrumental version conveyed weight for the cel- 
lular telephone For both products, the nonhaptic written 
descriptions focused on overall design (Table 1) Identifica- 
tion of two fictitious brand names was based on a third 
pretest in which it was determined that participants had neu- 
tral associations with each name 

For the cellular telephone, the product description con- 
sisted of three paragraphs (for each description, see Appen- 
dix A) The instrumental haptic versus nonhaptic manipula- 
tton was contained in the second (middle) paragraph, while 
the other information was held constant The nonhaptic 
manipulation was taken from Web page descriptions of sim- 
ular cellular telephones in terms of their overall design For 
the instrumental haptic manipulation, this middle paragraph 
contained words related to the weight attribute (ер, six 
ounces, slim, sleek) The autotelic information for the 
sweater was contained in a single paragraph of seven sen- 
tences The autotelic haptic description for softness was 
manipulated їп the second and third sentences, while the 
remaining four sentences were held constant The haptic 
autotelic property (softness) was described with terms such 
as “richly textured,” “plush feel,” and “feels wonderful,” and 
the nonhaptic description (overall design) was based on cat- 
alog descriptions related to fabric strength, construction, and 
stitching 


Given that the wording and the attributes differed across 
the haptic and nonhaptic product descriptions for the 
autotelic and instrumental properties, one issue ıs whether 
the argument strength 1s equally persuasive across the con- 
ditions To assess this, we conducted a pretest following the 
guidelines provided by Petty, Cacioppo, and Schumann 
(1983). Forty-three undergraduate students rated either the 
haptic or the nonhaptic written description using scales that 
assessed argument strength (two scales ranging from 1 to 
11, with end points anchored “unpersuasive” to “persuasive” 
and “weak reasons" to “strong reasons") For both the 
instrumental and the autotelic descriptions, the haptic and 
the nonhaptic conditions were equally persuasive Specifi- 
cally, for the cellular telephone, both the persuasiveness and 
the strength of the reasons measures were not significantly 
different across versions (М = 7 8 and 7 4 for persuasiveness 
for instrumental haptic and nonhaptic versions, respectively, 
t(41) = 6, p > 05M = 7 6 and 7 7 for strength of reasons 
for instrumental haptic and nonhaptic versions, respectively, 
t(41) = 05, p> 05) We obtained similar results for the writ- 
ten description of the sweater (M = 7 4 and 7 4 for persua- 
siveness for autotelic haptic and nonhaptic versions, respec- 
tively, (41) = 1, p> 05, M = 75 and 7 4 for strength of 
reasons for autotelic haptic and nonhaptc versions, respec- 
tively, 41) = 1, p> 05) 


Dependent Measures 


We measured attitude confidence by asking subjects how 
confident they were in their attitude judgments The end- 
points of the two seven-point scales were “not very confi- 
dent" to “very confident” and "not very sure” to “very sure " 
We calculated an overall confidence measure by taking the 
mean of the two items (r = 98) We measured frustration 
with the task using a seven-point scale that asked, “How 
frustrated were you with this evaluation task?" with end- 
points “not frustrated at all" and “very frustrated” 


Results 


Opportunity to touch and attitude confidence Results of 
the multivartate analysis of variance with confidence and 
frustration as dependent variables indicated a significant 
two-way interaction for NFT and opportunity to touch 
(Wilks’ lambda F(2, 190) = 133 7, p < 05) For the univari- 
ate analysis on confidence in the evaluation judgment, H, 
was supported by an interaction (F(1, 191) = 147 4, p « 05) 
between МЕТ and opportunity to touch Consistent with Hj, 
for low-NFT subjects, confidence in the evaluation of the 
product was not dependent on whether subjects were able to 
touch the products (M = 5 0 and 5 4 in the touch and no- 
touch conditions, respectively, F(1, 191) 2 14, p » 05) 
Also as we predicted in H5, high-NFT subjects had more 
confidence in their judgments when they touched the prod- 
uct when evaluating (M = 6 0 and 3 2 for touch and no-touch 
conditions, respectively, F(1, 191) = 224 0, p « 05) 


Opportunity to touch and frustration with the evaluation 
task Н» states that people high 1n МЕТ will be more frus- 
trated when they are unable to touch than when they can 
touch during evaluation, whereas for low-NFT subjects, 
frustration with the evaluation task will be unaffected by the 
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opportunity to touch The interaction (F(1, 191) = 139 5, p < 
05) between NFT and opportunity to touch on frustration 
with the task was significant, in support of H5 Specifically, 
there was no difference in the level of frustration with the 
evaluation task for low-NFT subjects depending on whether 
touch was available or prohibited (M — 2 6 and 2 4 for touch 
and no-touch, respectively, F(1, 191) = 9, p > 05) How- 
ever, high-NFT subjects were significantly less frustrated 
with the evaluation task when touch was available (M = 2 0 
and 52 for touch and no-touch conditions, respectively, 
F(1, 191) = 308 9, p < 05) 

Subjects were also asked an open-ended question, 
“What additional information would have helped in your 
evaluation of the product?" Significantly more high-NFT 
subjects in the no-touch condition mentioned that the oppor- 
tunity to touch the product would have aided their evalua- 
tion Specifically, 35 of the 50 high-NFT subjects (70%) in 
the no-touch condition mentioned that touch would have 
been helpful, whereas only 9 of the 48 low-NFT subjects 
(19%) ın the no-touch condition mentioned touch (y? = 26 0, 
p< 95) 


Compensation for an inability to touch confidence in 
evaluation. H4 predicted that when touch was unavailable, 
for high-NFT subjects, a written description of an instru- 
mental but not an autotelic material property would increase 
confidence in their judgment compared with the nonhaptic 
written information The results of the multivariate analysis 
of variance with confidence and frustration as dependent 
variables indicated a significant three-way interaction for 
type of product, NFT, and haptic/nonhaptic written descrip- 
поп on confidence in judgment (Wilks’ lambda F(2, 190) = 
4 2, p< 05) For the univariate analysis on confidence in the 
evaluation judgment, H4 was initially supported by the 
three-way interaction of type of product, NFT, and haptic/ 
nonhaptic written description on confidence in judgment 
(Е(1, 191) = 7 64, р < 05) As expected, when high-NFT 
subjects could not touch, confidence in their evaluation was 
significantly greater when instrumental haptic information 
(weight) was provided in written form than when nonhaptic 
information (overall design) was available (M — 41 for 
instrumental haptic [cellular telephone weight] versus 2 8 
for instrumental nonhaptic [cellular telephone overall 
design], КА, 191) = 17 1, p < 05, see Figure 1, Panel A) 
Also, as expected, a compensatory written description of 
autotelic haptic information did not increase confidence for 
high-NFT subjects (M = 3 0 for autotelic haptic [sweater 
softness] versus 3 0 for nonhaptic [sweater overall design], 
p> 05) 

Inconsistent with H3, however, was the finding that a 
written description of an instrumental haptic property sig- 
nificantly increased the confidence of low-NFT subjects 
when they could not touch (M = 5 9 and 5 2 for instrumen- 
tal haptic description [cellular telephone weight] versus 
nonhaptic description [cellular telephone overall design], 
F(l, 191) = 7 0, p < 05, see Figure 1, Panel A) Consistent 
with H5, subjects low in МЕТ were not affected by a written 
description of an autotelic haptic property (M = 5 4 and 50 
for autotelic haptic description [sweater softness] versus 
nonhaptic description [sweater overall design], F(1, 191) = 
13, p» 05) 
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FIGURE 1 
No-Touch Condition: Confidence in Evaluation 
and Frustration by NFT, Type of Haptic 
Information, and Type of Written Description 


А: Confidence 
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Compensation for an inability to touch frustration with 
evaluation task Нз also predicts that when touch 15 unavail- 
able for high-NFT subjects, a written description of instru- 
mental (weight) but not autotelic (softness) material proper- 
ties will decrease their frustration with the evaluation task 
compared with when nonhaptic written information (overall 
design) is provided This was supported by the univariate 
three-way interaction (F(1, 191) = 34, p « 05, Figure 1, 
Panel B) The frustration of high-NFT subjects decreased 
from 5 7 to 4 7 when instrumental haptic versus nonhaptic 
information was provided in written form (ВО, 191) = 92, 
p « 05) However, providing autotelic written information 
did not decrease the frustration of those high in МЕТ (M = 
5 0 and 5 4 for autotelic haptic and nonhaptic written infor- 
mation, respectively, БА, 191) = 1 7, p > 05) Again, for 
high-NFT subjects, there was no substitute for the direct 
haptic exploration of autotelic attributes The open-ended 
frustration measure also supports this explanation Of the 50 
high-NFT subjects, 35 mentioned that touch would have 
helped їп their evaluation 4 


a 


4Of the 35 subjects, 21 were in the nonhaptic description condi- 
tion, and 14 were in the haptic description condition. Although not 
a significant difference, this suggests that some compensation was 
provided by the written description 


No change in frustration was expected for low-NFT sub- 
Jects, because they were not expected to be frustrated by an 
inability to touch. However, an unexpected finding (but con- 
sistent with the confidence judgment result) was that frus- 
tration for low-NFT subjects also decreased when written 
instrumental haptic information was provided (M = 1 6 and 
3 0 for instrumental haptic and nonhaptic written informa- 
tion, respectively, F(1, 191) 2 28 3, p « 05) Consistent with 
H3, written autotelic information did not affect low-NFT 
subjects' frustration (M — 2 8 and 2 2 for autotelic haptic and 
nonhaptic written information, respectively, F(1, 191) = 19, 
p> 05) 


Discussion of Study 1 


Study 1 tested hypotheses pertaining to the interaction 
between the individual-based motivation for consumers to 
obtain haptic product information and their opportunity to 
do so, while investigating a compensatory mechanism for an 
inability to touch Overall, high-NFT subjects were more 
confident and less frustrated when they could touch to eval- 
uate products, whereas low-NFT subjects' confidence in 
their attitude judgments did not change on the basis of 
whether they could touch products 

In addition, written instrumental haptic information acted 
as a compensation mechanism for high-NFT subjects’ inabil- 
ity to evaluate products through touch, but written autotelic 
haptic information did not serve this compensatory function 
An unexpected finding was that written instrumental haptic 
information increased confidence and decreased frustration 
with the evaluation task for those low in МЕТ when they 
could not touch, but a written description did not compensate 
low-NFT subjects for autotelic haptic information 

For those high in NFT, the results indicate that a written 
description is less likely to compensate for touching a prod- 
uct when these consumers assess pleasurable haptic infor- 
mation, but a written instrumental haptic description did 
increase confidence and lower frustration Similar results 
were obtained for low-NFT subjects for the compensatory 
effects of instrumental and noncompensatory effects of 
autotelic written haptic descriptions One alternative expla- 
nation for the effects of the written description is the possi- 
bility that subjects were also able to examine the products 
visually A visual assessment may provide a quick glance, 
which may result in the extraction of broad but coarse infor- 
mation about the haptic properties of an object (Klatzky, 
Lederman, and Matula 1993) Particularly for consumers 
who are less haptically motivated (low-NFT), a clear visual 
examination of the product (in the simulated retail display 
case) may have compensated for a lack of touch, thus 
increasing their confidence and lowering their frustration 
level For low-NFT subjects, a visual examination may have 
been sufficient to assess the product's haptic properties, thus 
reducing the need for direct perceptual encoding by haptic 
exploration 


Study 2 


Overview 


We conducted Study 2 to investigate whether a visual exam- 
ination of the product through a picture would compensate 


subjects low in NFT when they could not touch, as predicted 
by the visual preview model (Klatzky, Lederman, and Mat- 
ula 1993) In this study, pictures of the products and/or writ- 
ten descriptions. were used, rather than actual products 

Study 2 was а 2 (levels of МЕТ) x 2 (visual cue/yes ог no) х 
2 (type of product description, haptic/nonhaptic) x 2 (type of 
product) design in which the first factor was measured, the 
next two were between subjects, and the last factor was 
within subjects 


Procedure 


A total of 171 subjects participated individually in the study 
Subjects were informed that they were needed for a study on 
product evaluation and were provided with stimulus book- 
lets Some subjects evaluated a sweater and a cellular tele- 
phone with a visual cue (a picture) and a written description, 
but for other subjects, only written descriptions of the prod- 
ucts were provided Each product was on a separate page, 
and subjects were allowed to self-pace through the product 
descriptions The order of product presentation was counter- 
balanced with nonsignificant order effects (p > 05) When 
they finished reading the descriptions, subjects were 
Instructed to complete the dependent measures and the NFT 
scale without reviewing the stimuli 


Independent Variables 


Visual cue Black-and-white pictures were selected to 
present a full view of the product, but to be neutral with 
respect to the attributes expressed їп the product descriptions 
(for examples of the зитић, see Appendix B) The picture of 
the cellular telephone was a front view without any back- 
ground and was obtained from a manufacturer's Web site 
Similarly, the picture of the sweater was captured from a 
retailer's Web site and also provided a full view of the prod- 
uct All identifying brand information was digitally removed 


Haptic or nonhaptic product descriptions The same 
four product descriptions from the first study were used in 
Study 2 (see Appendix A) 


NFT We measured МЕТ with the 12-item scale (relia- 
bility = 88) The entire range was represented in this sam- 
ple Low and high NFT were determined by a median split 
Subjects scoring above the median (a score of 8) were clas- 
sified as high МЕТ (n = 83), and those scoring at or below 
the median were classified as low МЕТ (n = 87) 


Measures 


We measured attitude confidence (г = 98) and frustration 
with the task as in Study 1 Postexposure ratings of product 
beliefs were also included at the end of the questionnaire 
Subjects rated the cellular telephone in terms of weight (1 — 
“very heavy,” 5 = “very light") and quality (1 = “bad qual- 
ity," 5 = "good quality") For the sweater, ratings were pro- 
vided for softness (1 = “rough texture,” 5 = “soft texture") 
and quality (1 = “bad quality,” 5 = “good quality") 


Results 


Visual compensation on confidence and frustration If a 
visual preview can compensate for touch for low-NFT sub- 
Jects, we expected that those low in NFT would be signifi- 
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сапу more confident in their judgment when a picture was 
provided with an instrumental haptic description versus 
when no picture was available (H4) The four-way univariate 
interactions for confidence in the judgment task (ВА, 162) = 
22 4, p « 05) and frustration with the task (F(1, 162) = 13 9, 
р < 05) were both significant (Given the number of tests 
that we conducted, to conserve space we report the results 
only for confidence in judgment, the results for frustration 
parallel the findings reported for confidence ) 

When instrumental written haptic information was pro- 
vided (a written description of cellular telephone weight), 
there was a positive effect of visual information on confi- 
dence in the judgment task More specifically, when a pic- 
ture supplemented a written instrumental haptic description, 
confidence was increased for both low- and high-NFT sub- 
jects (low-NFT M = 6 4 and 3 8 for picture versus no pıc- 
ture, F(1, 162) = 95 3, p < 05, high-NFT M =4 5 and 37, 
Е(1, 162) = 84, p < 05, Figure 2, Panel A) In contrast, 
when a written instrumental haptic product description was 
not available (no weight information, just overall design 
information), there was an incremental picture compen- 
satory effect on confidence, but only for low-NFT and not 


FIGURE 2 
Four-Way Interaction for Confidence in Evaluation 
by NFT, Type of Haptic Information, Visual Cue, 
and Type of Written Description 





A: Cellular Telephone (Instrumental Haptic: Weight; 
Nonhaptic: Overall Design) 
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for high-NFT subjects (low-NFT M = 5 1 and 2 2 for pıc- 
ture versus no picture, F(1, 162) 2 1183, p « 05, high-NFT 
M = 32 and 33, F(1, 162) = 4, p > 05) These results for 
instrumental haptc information. provide support for the 
compensatory effects of a picture, as H4 predicts, for low- 
NFT subjects, but we find that a picture provides a compen- 
satory effect for high-NFT subjects as well (inconsistent 
with Ну) 

When autotelic written information was provided (a 
description of sweater softness), there was a positive effect 
on confidence in the judgment task when a picture was pro- 
vided for low-NFT but not (as expected) for high-NFT sub- 
Jects (low-NFT M = 62 and 2 2 for picture versus no pic- 
ture, БА, 162) = 450 1, p< 05, high-NFT M = 3 7 and 3 5, 
F(1, 162) 2 2 0, p » 05, Figure 2, Panel B) In addition, this 
effect also occurred when nonhaptic written information 
was provided (a description of overall design) Low-NFT 
but not high-NFT subjects' confidence was increased when 
a picture was added (low-NFT M = 5 9 and 2 | for picture 
versus no picture, Е(1, 162) = 204 1, p< 05, high-NFT М = 
4 | and 3 5, F(1, 162) 2 2 4, p » 05, Figure 2, Panel B) 

In summarizing results for the visual haptic compensa- 
tion mechanism, consistent with H4, if a picture was pro- 
vided with or without an instrumental haptic written 
description, we found that low-NFT subjects were more 
confident in their judgment In contrast, the picture 
increased confidence as well for high-NFT subjects, but 
only if a written instrumental haptic description accompa- 
nied the picture In addition, there was a compensatory 
effect of the picture for autotelic information as well, but 
only for low-NFT subjects A picture increased confidence 
for low-NFT subjects whether or not a written autotelic hap- 
tic description was provided These results imply that 
adding a picture of the product provides a unique contribu- 
tion to confidence, but it 15 not clear how this occurs Some 
additional results bear insight on this process and contribute 
to a better understanding of the ditferential effects observed 
between low- and high-NFT subjects 

Postexposure ratings indicated that a written haptic 
description increased confidence by increasing beliefs for 
the haptically described instrumental property When a pic- 
ture and an instrumental haptic description were provided, 
compared with when a picture and a nonhaptic description 
were provided, both low- and high-NFT subjects rated the 
cellular telephone as lighter (low-NFT M = 4 5 and 3 4 for 
instrumental haptic [weight] versus nonhaptic [overall 
design] descriptions, F(1, 162) = 14 6, p < 05, high-NFT 
M = 41 and 32, F(I, 162) = 89, p < 05, see Table 2) In 
comparison, when no picture was provided, a written haptic 
instrumental description increased beliefs only for low-NFT 
but not for high-NFT subjects (low-NFT M = 42 and 3 5 
for instrumental haptic versus nonhaptic description, F(l, 
162) 27 4, p< 05, high-NFT М = 4 3 and 44, F(1, 162) = 

01, p > 05, Table 2) That leaves the question whether the 
picture incrementally increased instrumental beliefs to 
reflect the pattern of picture effects reported for confidence 
in judgment The results do not support this explanation All 
comparison tests (as were conducted for confidence) for the 
picture versus no-picture conditions were insignificant (p > 
05) Therefore, although the addition of the picture incre- 


ТАВГЕ 2 
Product Beliefs by High and Low МЕТ 
e ENAS ___. __-_ __- ___--__- 


Picture 





Haptic (Cellular 
Telephone: Weight; 
Sweater. Softness) 


Weight of Cellular Telephone (1 = “heavy,” 5 = “light”) 
4 5a 


Low NFT 3 4a 

High NFT 4 1b 32b 
Softness of Sweater (1 = “rough,” 5 = “soft”) 

Low NFT 3 64 2 8d 

High NFT 38 36 


Nonhaptic 
(Overall Design) 


No Picture 





Haptic (Cellular 
Telephone: Weight; 
Sweater: Softness) 


Nonhaptic 
(Overall Design) 


4 2c 3 5c 
43 44 
4 0e 3 2e 
36 32 


Notes Numbers with the same superscript are significantly different at p « 05 


mentally increased confidence beyond the effect of the 
instrumental written description, the picture's effect did not 
occur through increasing beliefs about the degree to which 
the product possessed the instrumental haptic property 
Rather, the effects appear to occur through inducing addi- 
tional inferential processing about the product, but only for 
low-NFT subjects 

For low-NFT subjects and the provision of an instru- 
mental haptic description, postexposure ratings of product 
quality were increased through a picture (М = 4 6 and 3 3 
for picture versus no picture, F(1, 162) = 60 1, p< 05, Table 
3), and this effect also occurred 1Ё no instrumental haptic 
description was provided (M = 47 and 3 4 for picture ver- 
sus no picture, F(1, 162) = 57 1, p « 05, Table 3) Thus, the 
use of the picture increased inferences of product quality, 
regardless of whether there was an instrumental written hap- 
tic description, which mirrors the pattern of results obtained 
for confidence in judgment 

In comparison, for high-NFT subjects and the provision 
of an instrumental haptic description, a picture increased 
product quality beliefs only when a haptic description of an 
Instrumental property was provided (M = 37 and 27 for 
picture versus no picture with an tnstrumental haptic 
description, F(1, 162) = 31 5, p < 05, M = 38 and 39 for 
picture versus no picture without an instrumental haptic 
description, F (1, 162) = 4, p > 05, Table 3) These results 
imply that it was not the picture that generated increased 


product quality beliefs for high-NFT subjects, rather, these 
subjects inferred product quality from the written descrip- 
tion (or the pattern of effects would be the same whether a 
written instrumental haptic description was present or not, 
as was found for low-NFT subjects) However, these results 
also indicate that product quality judgments are enhanced 
for high-NFT subjects when a picture is present These con- 
clusions are further supported by the pattern of effects when 
we make the same comparisons for autotelic beliefs and 
product quality when an autotelic haptic description. was 
provided 

Postexposure ratings indicated that a written. haptic 
description increased confidence by increasing beliefs for 
the haptically described autotelic property but mirrored the 
confidence results only for low-NFT subjects When a pic- 
ture and an autotelic haptic description were provided, com- 
pared with when a picture and a nonhaptic description were 
provided, low-NFT but not high-NFT subjects rated the 
sweater as softer (low-NFT M = 36 and 28 for autotelic 
haptic [softness] versus nonhaptic [overall design] descrip- 
tions, Ра, 162) = 76, p < 05, high-NFT M = 3 8 and 3 6, 
F(1, 162) = 6, p > 05, see Table 2) Also, when no picture 
was provided, a written haptic autotelic description 
increased beliefs again only for low-NFT but not for high- 
МЕТ subjects (low-NFT M = 4 0 and 3 2 for autotelic hap- 
tic versus nonhaptic descriptions, F(1, 162) 2 82, p « 05, 
high-NFT M =4 3 and 44, F (1, 162)= 4, p> 05, Table 2) 


TABLE 3 
Quality Ratings by High and Low NFT (1 = “Bad Quality.” 5 = “Good Quality”) 


Haptic Information (instrumental, 


Cellular Telephone: Weight; 
Autotelic, Sweater: Softness) 


Picture 
Quality of Cellular Telephone 
Low NFT 46a 
High NFT З 7с 
Quality of Sweater 
Low NFT 4 6d 
High NFT 27 


Nonhaptic Information 
(Overall Design) 


No Picture Picture No Picture 
3 3a 4 7b 3 4b 
2 7c 38 39 
2 9d 4 9e 3 2e 
26 38 38 


Notes Numbers with the same superscript are significantly different at p« 05 
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We next examine the pattern of results for the product qual- 
ity ratings Low-NFT subjects were more likely to rate product 
quality higher when a picture was provided (M = 4 6 and 29 
for picture versus no picture with a written autotelic haptic 
description, F(1, 162) 293 8, p< 05, M = 4 9 and 3 2 for pıc- 
ture versus no picture without an autotelic haptic description, 
F(1, 162) = 88 1, p> 05, Table 3) In contrast, high-NFT sub- 
jects were not affected by the presence or absence of a picture 
when judging product quality for an autotelically described 
product (M = 2 7 and 2 6 for picture versus no picture with an 
autotelic haptic description, F(1, 162) = 3, p> 05, М = 3 8 
and 3 8 for picture versus no picture without an autotelic hap- 
tic description, F(1, 162) = 03, р> 05, Table 3) These results 
help explain the only compensatory increase in confidence that 
resulted for an autotelic product-based judgment As in the 
results for confidence in judgment, we found that a picture 
compensated for lack of touch by encouraging low-NFT sub- 
Jects to make inferences about product quality Consistent with 
the visual preview model (Klatzky, Lederman, and Маша 
1993), for low-NFT subjects, a visual examination of the prod- 
uct through a picture can support both the extraction of haptic 
beliefs and the inference of higher product quality 


Discussion of Studies 1 and 2 


Studies 1 and 2 revealed that when touch was unavailable, 
high-NFT subjects were less confident in their evaluations 
and more frustrated with the task than when touch was avail- 
able We also found that a written description of instrumen- 
tal haptic information compensated high-NFT subjects for 
an inability to touch, but a written description did not com- 
pensate high-NFT subjects for autotelic haptic exploration 
Also, low-NFT subjects were not necessarily less confident 
or more frustrated when touch was unavailable, but they 
required a visual cue or picture of the product If the picture 
was not present, low-NFT subjects were significantly more 
frustrated and less confident in their evaluations We con- 
clude that consistent with the premise underlying the visual 
preview model, for low-NFT consumers, visual information 
compensates for actual haptic exploration The nature of this 
visual compensation mechanism differs significantly in the 
manner ın which it ıs processed by high- versus low-NFT 
consumers For those more haptically motivated (high- 
NFT), when effective, the visual cue 1s secondary to the 
written description that emphasizes haptic instrumental 
information, but the picture incrementally reinforces the 
description For less haptically motivated consumers (low- 
NFT) and for both instrumental and autotelic haptic attrib- 
utes, the picture not only reinforces the written description 
but also becomes a primary compensation mechanism when 
no written haptic information is provided Under these con- 
ditions, the picture increases inferential processing by low- 
NFT consumers, which leads to higher overall product qual- 
ity beliefs 


Limitations 


Limitations of our research are directly related to the exper- 
imental methodology we used in conducting our studies and 
to several future research opportunities Our studies used a 
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more homogeneous set of undergraduate college students 
Although we pretested products for their appropriate use by 
this sample, differences in the degree to which a more gen- 
eral population may embrace or eschew haptic information 
are yet to be assessed Our sampling of products was also 
limited 1n that we used only products that were high in hap- 
tic attribute salience, further research should extend this by 
examining other products, particularly those more moderate 
or potentially more ambiguous ın their salience of haptic 
information This also applies to incorporating the study of 
more multisensory-oriented leisure consumption environ- 
ments—for example, museum and theme park patronage, 
where more hedonic motivations may dominate the haptic 
experience. 

The issue of extending the study of autotelic and instru- 
mental touch is also germane to our experiments In our 
studies, we manipulated this distinction between products 
and used different product attributes across these product 
categories We tested our product categories along several 
dimensions and judged them equal in the importance of hap- 
tic information for product evaluation The attributes were 
rated equivalent in importance both within and across the 
haptic and nonhaptic descriptions we used The haptic 
descriptions were also rated to be equivalent in their persua- 
siveness across these product categories However, as Lynch 
(1982) has noted, potential background variables differen- 
tially associated with haptic information across these prod- 
uct categories might have confounded our results We know 
of no alternative explanation for our findings, but further 
research should consider manipulating the presentation of 
instrumental and autotelic haptic information within product 
categories to better control for any potential background x 
treatment interactions The controlled setting we used in our 
laboratory environment was also designed to isolate the 
influence of haptic information on product evaluations more 
effectively, but further research should also extend the situ- 
ation by observing consumers in a natural setting, such as in 
a grocery store as they examine such haptically salient prod- 
ucts as fruits, vegetables, breads, and pastries 


Conclusions and Implications 


Is touch important in marketing, and if so, for which prod- 
ucts and for which consumers and under what conditions? 
This research found evidence that product characteristics, 
individual difference characteristics, and situational charac- 
teristics all affect the motivation to obtain haptic product 
information 


Situational Characteristics, NFT, and Haptic 
Behavior 


High- versus low-NFT subjects were consistently more frus- 
trated and less confident in their attitude toward a product if 
they could not touch a product during evaluation We also 
found evidence for the visual preview model A visual cue or 
picture of the product compensated low-NFT subjects for 
instrumental and, on a more limited basis, autotelic haptic 
touch when they could not touch products In contrast, high- 
МЕТ subjects were only partially compensated for actual 
touch A written description of instrumental haptic 1nforma- 


tion serves a compensatory role, but a written description 
does not compensate those high in МЕТ for autotelic touch 
information 


Theoretical Implications 


Мойуайоп to touch products and types of haptic infor- 
mation These differential effects for the provision of instru- 
mental and autotelic haptic information have implications 
for expanding the understanding of the role of inferential 
processing їп persuasion The process underlying the effect 
of the visual compensatory mechanism varies on the basis of 
the motivation of the consumer to obtain haptic information 
and the availability of a written haptic product description 
Low-NFT subjects were more likely to increase confidence 
in their judgment by using both haptic and nonhaptic infor- 
mation to infer product quality, whereas high-NFT subjects 
were more likely to form their beliefs through written hap- 
tic descriptions However, this effect was dependent on 
whether a picture of the product was available In the 
absence of a picture, low-NFT subjects increased their con- 
fidence through a written description of an instrumental 
haptic property In comparison, when a picture was present, 
low-NFT subjects were induced by the picture to engage in 
inferential processing, which led to an increased assessment 
of product quality The text in the nonhaptic description con- 
veyed information about overall product design and likely 
contributed to the product quality inference However, 
beyond this, the picture induced even greater inferential pro- 
cessing, and this extended to autotelic products, an effect not 
found for high-NFT subjects 

These findings expand our current understanding of the 
conditions ın which consumers may spontaneously make 
inferences about product quality Research has demon- 
strated (Kardes 1988, Stayman and Kardes 1992) that 
implicit implications are inferred only by high- but not by 
low-involvement consumers, and the former also hold more 
accessible brand attitudes. In contrast, low-NFT consumers, 
though less haptically motivated, spontaneously made infer- 
ences about product quality In addition to the internal moti- 
vation of a highly involved processor of information, our 
research suggests that an external compensatory aid can 
induce less motivated consumers to engage in inferential 
processing, form an implicit conclusion regarding product 
quality, and be more confident in their judgments Our 
research falls short of determining whether this more confi- 
dent judgment leads to more accessible judgments Further 
research ıs needed to assess whether the explicit versus 
implicit beliefs formed for haptic versus nonmaterial prop- 
erties vary in their accessibility In addition, further research 
should explore other conditions (e g , mental imagery, repe- 
tition) under which both highly motivated and less moti- 
vated consumers may be externally induced to engage in 
spontaneous inferences 


Compensatory mechanisms for haptic information If a 
consumer 1s aware that products in a category differ with 
respect to a haptic attribute, but there ts no opportunity for 
direct experience, it 1s possible that a meaningful extrinsic 
nonhaptic cue (Olson and Jacoby 1972) could moderate the 
motivation to obtain haptic information or touch the prod- 


uct А nonhaptic cue, such as a brand name (Erdem and 
Swait 1998), a return policy (Kirmani and Rao 2000), a war- 
ranty (Boulding and Kirmani 1993), or a low price (Dawar 
and Sarvary 1997), may also serve as a compensation mech- 
anism that lessens or eliminates a consumer's motivation to 
obtain haptic information Research on the role of these 
mechanisms would prove useful to the understanding of 
how these obstacles can be mitigated in nontouch media 


Relationship between visual and haptic processing 
When high- and low-NFT subjects examined the sweater 
under the clear retail display case, subjects low in NFT were 
less frustrated at the inability to touch The visual glance 
may have retrieved suitable information for those low in 
NFT yet revealed to those high in NFT that additional hap- 
tic information was available and desired. It 1s possible that 
for high-NFT consumers, a higher-resolution color picture 
or a three-dimensional representation, such as could be 
found on a Web site or in a catalog, would result in more 
frustration at an inability to touch the product than would a 
picture or a sketch that is not quite as clear or detailed It 
would be useful to expose high- and low-NFT subjects to 
catalog-type sketches compared with referents of products 
that vary in their resolution and subsequently determine 
their effects on subjects’ confidence in judgment, frustration 
with the task, and intention to purchase 


Managerial Implications 


Internet umplications and other nonstore retailing In the 
increasing presence of nontouch media such as the Internet 
and catalog shopping, this research suggests that sales of 
product categories that consumers perceive to not differ on 
material properties are more likely to flourish through non- 
touch media There is some evidence that this has occurred 
for sales over the Internet Amazon com, one of the most 
successful Internet retailers, offers books, music, and 
videos, which are all product categories for which haptic 
attributes are not diagnostic among choices Similarly, Busi- 
ness Week has detailed products that sell well over the Inter- 
net and estimated their expected sales (Hof, McWilliams, 
and Saveri 1998) Products selling better than others over 
the Internet include financial services, entertainment, travel, 
personal computer hardware and software, books and music, 
tickets for events, and clothing and apparel Of all the cate- 
gories, only clothing and apparel vary appreciably on mate- 
rial properties It has been predicted that clothing sales on 
the Internet would be one of the slowest growing categories 
(Hof, McWilliams, and Saver: 1998) and that current sales 
skew toward unfitted clothing items 

In addition to specific product categories in which con- 
sumers would be less willing to forgo prepurchase touch, 
our research demonstrates that certain consumers would 
also be less willing to forgo prepurchase touch High-NFT 
shoppers may be difficult to convert to users of nontouch 
media, therefore, an integrated “bricks and clicks” strategy 
may be necessary There 1s some anecdotal evidence of this, 
as direct marketer Gateway Computers has opened retail 
stores and the television-based retailer Home Shopping Net- 
work has announced the opening of a store at Mall of Amer- 
1ca (Bloomington, Minn) Both of these additions were 
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made, ostensibly, to provide consumers with the opportunity 
to experience products directly before purchasing them 


Product packaging and print advertising implications 
This research also has implications for product packaging 
and advertsing Because barriers to touch are especially 
frustrating to shoppers who are high in NFT, product pack- 
aging that enables some haptic exploration may be worth- 
while This 1s currently used in packaging for some pens 
The package for Paper Mate Dyna-Grip pens has a portion 
of the package cut out, which enables consumers to feel the 
grip of the pen This type of packaging would enable high- 
NFT shoppers to feel less frustrated and more confident 
regarding their attitude toward the product 

Insight from this research could also be applied to print 
advertisements À one-page advertisement in Fortune maga- 
zine (December 29, 1997) stated, “Со ahead tear this page 
in half” Attempting to tear the page conveys the product 
benefit of the strength of the paper (the page ıs impossible 
to tear), which may improve the consumer's attitude toward 
the product The page in the advertisement is composed of a 
material used to make overnight courier envelopes Even if 
no haptic product attribute information 15 conveyed, an 
advertisement using pleasurable haptic feedback may influ- 
ence the attitude toward the ad and the product 


Conclusion 


This research reveals insights into the nature of product 
touch 1n marketing We found that three primary factors 
interact to influence whether a consumer will be motivated 
to touch a product to obtain haptic information before pur- 
chase Specifically, products differ in the extent to which 
they possess salient material properties, consumers differ in 
their motivation to obtain haptic information (NFT), and 
elements ın the situation may affect the salience of haptic 
properties of a product With the growth of nontouch media, 
the sense of touch is especially important to investigate 
Although eventually there may be a substitute for the sense 
of touch in the nontouch world, the sense of touch may be 
the most complicated sense to replicate "Estimates are that 
it will be fifteen years before a good replication of touch is 
perfected” (CNN Moneyline 2000) In the meantime, it 15 
important to understand the effects of this sense on con- 
sumers Much is left to study, but our hope is that this 
research will provide a foundation for subsequent research 
on the role of haptic information ın marketing 


Appendix A 
Product Descriptions Used in 
Studies 1 and 2 


Logicall Cell-Phone (Haptic Version—Weight 
Attribute) 


In a downtown office, cruising down the freeway, the light- 
weight Logicall Phone gives you access to digital and ana- 
log wireless networks nationwide, so your calls, voice mail 
and text messages always make it through 

Our Titanium casing provides bulletproof damage pro- 
tection but in a phone that weighs only 6 ounces The unique 


46 / Journal of Marketing, April 2003 


battery-off optional feature reduces the size of the phone for 
slim “shirt-pocket” carrying convenience. Lithium ton tech- 
nology provides a sleek profile, while removing ounces 
compared to our competitor's bulky ni-cad batteries 

Our many features include voice-activated dialing allow- 
ing you hands-free recognition of up to 20 names Two num- 
ber dialing capability for separating business and personal 
use The illuminated semi-symbol keypad protects against 
accidental power-off and call initiating. The easy to ready 
display has auto-word wrapping and full screen cursor edit- 
ing Colors include Urban Grey, Metropolitan Blue and 
Crustacean Red Available for overnight delivery, just call 1- 
800-436-CALL or visit our web site at. www Logicall com 
today! 


Logicall Cell-Phone (Nonhaptic Version—Overall 
Design Attribute) 


In a downtown office, cruising down the freeway, the light- 
weight Logicall Phone gives you access to digital and ana- 
log wireless networks nationwide, so your calls, voice mail 
and text messages always make it through 

The phone's exterior 1s based upon the popular arched 
design and its interior contains the most up-to-date CDMA 
technology Dynamic display layout adjusts automatically 
for best viewing with full graphics for animation and web 
menus Our user interface 1s easily and quickly navigated 
and has automatic time zone updating 

Our many features include voice-activated dialing allow- 
ing you hands-free recognition of up to 20 names Two num- 
ber dialing capability for separating business and personal 
use The illuminated semi-symbol keypad protects against 
accidental power-off and call initiating The easy to ready 
display has auto-word wrapping and full screen cursor edit- 
ing Colors include Urban Grey, Metropolitan Blue and 
Crustacean Red Available for overnight delivery, just call 1- 
800-436-CALL or visit our web site at www Logicall com 
today! 


Baxter Sweater (Haptic Version—Softness 
Attribute) 


This classic sweater is a blend of the finest 82% Merino 
wool imported from Italy and 18% nylon, which adds 
strength to the blend The fabric 1s richly textured with a 
delicious multi-ply weave Our sweaters go through an extra 
combing process that aligns the fibers for a plush feel The 
lofty texture feels wonderful against your skin and prevents 
piling The collar is a 2 х 2 rib-knit that's doubled over for 
extra comfort and durability Rib knit cuffs and bottom 
include elastomer for good shape retention Colors are Sun- 
set Coral, True Blue and Silver Heather Machine washable 
Made in USA 


Baxter Sweater (Nonhaptic Version—Overall 
Design Attribute) 


This classic sweater is a blend of the finest 82% Merino 
wool imported from Italy and 18% nylon, which adds 
strength to the blend Our design 1s fully fashioned for a nat- 


urally comfortable fit The breathe-easy stitching has ary 
pores knit right into the body structure. Refined set-in arm- 
holes add to this sweater's neat profile This classic sweater 
has a collar which is a 2 x 2 rib-knit that's doubled over for 
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Logical ceu-Phone 


d pp Вт Аййй? ЛОРА, Pisco? 
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Mobile Phones 
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їп a downtown office, out on the farm, United States 
cruising down the freeway, the Logicali Phone E rp 
gives you access to digital and analog wireless Asia:Pacfic 
networks nationwide, so your calls, voice mail Athome 
and text messages always make it through С 
Corporate Solutions 
The phone's exterior is based upon the Secure Network Solutions 
popular arched design and its interior contains WAP for Mobile Business: 


the most up-to-date CDMA technology Dynamic 
display layout adjustments automatically for best 
viewing with full graphics for animation and web 
menus Our best interface is easily and quickly 
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illuminated semi-symbol keypad protects against 
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for overnight delivery, just call 1-800-436-CALL 
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Paschalina (Lilia) Ziamou & S. Ratneshwar 


Innovations in Product Functionality: 
When and Why Are Explicit 
Comparisons Effective? 


The authors investigate the effects of explicit comparisons in differentiating innovations that offer new functionali- 
ties to the consumer Although marketing communications commonly employ explicit comparisons in launching new 
product functionalities, the authors suggest that such comparisons are not always helpful The authors show that 
an explicit comparison of a new functionality with an existing functionality is effective only when the new function- 
ality is offered in a device or physical product that is atypical of the existing functionality However, when the new 
functionality is offered in a product that is typical of the existing functionality, explicit comparisons tend to backfire 
because they merely facilitate the assimilation of the new functionality to the prior functionality The results of three 
Studies provide significant support for the predictions, and a fourth study demonstrates how the backfire effect 


might be avoided The authors discuss implications for communication tactics, new product marketing, and con- 


sumer behavior theory 


hat communication strategies and tactics are most 
Мү for launching product innovations in 
the marketplace? We examine the case in which 
the innovation pertains to a new functionality By function- 
ality, we refer to the opportunity for action that 1s afforded 
by a product (Dourish 2001) Product functionalities enable 
people to engage in purposeful activities, mental and physi- 
cal, such as eating, traveling, reading, relaxing, communi- 
cating, and so forth (Huffman, Ratneshwar, and Mick 2000, 
Ratneshwar et al 1999) Innovations in functionality make a 
novel set of benefits available to the consumer, even though 
the device or physical product in which the innovation 1s 
offered may not itself be new to the market These benefits 
represent the more concrete consequences of consuming the 
functionality Consider, for example, instant messaging, a 
new functionality first introduced into the market ın 1997, 
which has contributed significantly to the popularity and 
market dominance of both America Online and Microsoft 
Network Instant messaging 1s associated with specific ben- 
efits such as enabling consumers to view a select listing of 
people with whom they frequently communicate, determin- 
ing whether these people are available online at that time, 
and exchanging text messages with them instantly while 
also having an online voice conversation 
Prior research suggests that the success of an innovative 
functionality depends on whether consumers perceive it as a 
radically differentiated offering or as a minor variation of 
existing functionalities (Carpenter and Nakamoto 1989, 
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Gatignon and Xuereb 1997, Olshavsky and Spreng 1996, 
Pechmann and Ratneshwar 1991, Sujan and Bettman 1989) 
If a marketer wishes to ensure that the innovation 15 рег- 
ceived as truly new and different, one key issue is whether 
introductory communications to the consumer should fea- 
ture explicit comparisons with existing functionalities (e g , 
a comparison of instant messaging with e-mail) Consider 
the several cases depicted in Table 1 that refer to recent print 
advertisements in popular magazines such as Good House- 
keeping, Vanity Fair, and Wired Even though the products 
in question are diverse, in every case a firm has chosen to 
launch a new functionality using comparisons with an exist- 
ing functionality It is plausible that such explicit compar- 
isons drive home the differentiation of the new functionality 
and thus facilitate the perception that it is new and unique 
After all, if the marketer’s goal is differentiation, it seems 
obvious that explicit comparisons should help set apart one 
functionality from another Nonetheless, as we demonstrate 
in this article, there are conditions in which explicit com- 
parisons can backfire 

Note that on account of technological convergence, a 
new functionality can often be introduced їп more than one 
type of device or physical product (see Bettis and Hitt 
1995) Thus, instant messaging can now be used through a 
variety of devices such as desktop computers, notebooks, 
pagers, Smart Phones (е g , wireless telephones with Inter- 
net capability such as Nokia’s Communicator) and Web 
pads (е g , Hitachi’s Eplate, Cyrix’s WebPAD, see Haskin 
1999) Consumers are likely to perceive some of these prod- 
ucts (eg, desktop computers) as typical of the existing 
functionality of e-mail, because those products are used fre- 
quently for that particular functionality and/or because their 
physical features are deemed to be ideally suited for that 
functionality (Barsalou 1985, 1991, Ratneshwar, Pechmann, 
and Shocker 1996, Ratneshwar et al 2001) Conversely, 
many other products (e g , wireless telephones) may be per- 
ceived as much less typical of the existing functionality of e- 
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TABLE 1 
Recent Examples of Marketing Communications That Explicitly Compare New Functionalities with 
Existing Functionalities 





Brand/Firm New Functionality 
visitalk com Voice and visual 
communication 
Visor/Handspring Take and store photographs 
TiVo Watch the television 
shows you want, 
when you can 
Olay/Procter & Gamble Fight signs of aging 


Huggies/Kimberly-Clark 


Abreva/GlaxoSmithKline Heal cold sores 


Bathing costume for children 


Existing Functionality Physical Product 


E-mail Personal computer 


Organize personal data Handheld device 


Record and play 
television programs 


Digital video recorder 


Clean face Cloth 
Protect against leaks Diaper 
Soothe cold sores Cream 





mail, either because they are used much less frequently in 
that context or because their features are not 1deal for that 
purpose 

Might the type of product or device that serves as the 
physical medium for a new functionality influence the effec- 
tiveness of explicit comparisons. with. existing. functionali- 
ties? Researchers previously have uncovered several vari- 
ables that moderate the effects of comparative advertising, 
but their studies have invariably investigated the impact of 
comparisons on consumer perceptions only at the brand 
level and within narrow product categories (see, e g , Grewal 
et al 1997, Pechmann and Ratneshwar 1991, Rose et al 
1993, Sujan and Dekleva 1987) ! A mere extrapolation of 
the prior findings on brand-level comparisons does not make 
it clear whether explicit comparisons at the product func- 
попашу level are necessarily beneficial or whether other 
variables need to be brought into the picture Therefore, the 
key questions addressed by our research are whether, when, 
and why explicit comparisons in marketing communications 
help or hurt the perception and evaluation of a new func- 
tionality We focus on the typicality of the product in rela- 
tion to the existing functionality as an important moderator 
of the effects of explicit comparisons We present four 
studies 


Study 1 


We first discuss assimilation/contrast and categorization 
processes in regard to а new functionality when it 1s explic- 
itly compared with an existing functionality Next, we draw 
on prior research on product innovation to link assimilation/ 
contrast effects to consumer judgments Our conceptualiza- 
tion is depicted schematically in Figure 1 


lFor research on consumer decision-making processes in situa- 
tions in which choice options are across different product cate- 
gories, see Johnson (1984, 1988) 
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Assimilation/Contrast and Categorization 
Processes 


When a new functionality (e g , instant messaging) 1s explic- 
шу compared with a preexisting functionality (e g , e-mail), 
we posit that the latter should serve as a reference standard 
or context for judgments of the former Consequently, the 
evaluation of the novel stimulus may shift either in the direc- 
tion of the context or away from it (see Buchanan, Simmons, 
and Bickart 1999, Schwarz and Bless 1992, Wanke, Bless, 
and Schwarz 1998) These two outcomes are known as 
assimilation and contrast, respectively, which of the two 
will prevail in а given situation depends on the degree of 
overlap between a person's mental representation of the con- 
text and the features of the stimulus to be evaluated (Herr 
1989, Herr, Sherman, and Fazio 1983) Assimilation is the 
expected outcome when there is high overlap between the 
salient features of the judgment context and the novel stim- 
ulus, whereas contrast effects are more likely if there 1s lit- 
tle overlap 

We further posit that the consumer's mental representa- 
tion of the context will include products that are typically 
associated with the existing functionality Specifically, 
because functionalities make ıt feasible for consumers to 
engage in goal-directed actions, we assume that explicit 
mention of an existing functionality in a marketing commu- 
nication will prompt consumers to mentally access a goal- 
derived category of products that corresponds to that partic- 
ular functionality (Barsalou 1985, 1991, Ratneshwar, 
Pechmann, and Shocker 1996, Ratneshwar et al 2001) 2 
Consumers should thereby evoke 1n working memory the 
product exemplars that are most typical of that goal-derived 
category (Barsalou 1991, Wisniewski 1995) Barsalou’s 
(1985, p 636) findings show that the highly typical exem- 





2A key assumption here 15 that subjects will spontaneously 
evoke this mental representation only tt explicit comparisons are 
made between the new functionality and the existing tunctionality, 
and not otherwise The data reported in this article are supportive 
ot this assumption, see also Olshavsky and Spreng (1996) 


FIGURE 1 
Schematic Diagram of the Theoretical Framework 
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plars of a goal-derived category are products that are fre- Thus, in the previous example, an explicit comparison of 
quently instantiated or encountered in relation to the goal or instant messaging with e-mail is likely to evoke in working 
products that have ideal characteristics for serving the goal memory typical products such as personal computers that 
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are frequently instantiated or considered 1deal in relation to 
the existing functionality of e-mail 

Given that products typical of the existing functionality 
are evoked 1n working memory, is assimilation or contrast 
more likely when a new functionality 1s explicitly compared 
with an existing functionality? The answer should depend 
on whether the new functionality itself 1s offered in a phys- 
ical product that 1s typical or atypical of the existing func- 
tionality Consider when the new functionality (e g , instant 
messaging) 1s offered in a device that 1s typical of the exist- 
ing functionality (е g , personal computer) In such a case, 
there should be high feature overlap between the new stim- 
ulus and the typical products evoked in working memory by 
the explicit comparison Consequently, assimilation of the 
new functionality to the existing functionality (1 e , standard 
of comparison) should be promoted Now suppose that the 
new functionality (е g , instant messaging) ıs offered ın a 
physical product (е g , wireless telephone) that 15 atypical of 
the existing functionality In thts situation, there should be a 
mismatch between the salient features of the new stimulus 
and the typical products evoked in working memory Conse- 
quently, the new functionality should be contrasted with the 
existing functionality 


Consumer Judgments and the Effects of 
Assimilation/Contrast 


Carpenter and Nakamoto (1989) have shown that pioneering 
products are likely to be judged positively and that con- 
sumer preferences for a “follower” product are negatively 
correlated with its degree of similarity to the pioneer. Thus, 
a follower product can neutralize the pioneer’s advantage 
only by differentiating itself to the point at which it is clas- 
sified as completely different from the pioneer, rather than 
being assimilated into the mental representation of the p1o- 
neer Gatignon and Xuereb (1997, see Table 1, p 83) find a 
highly significant negative correlation between the similar- 
ity of a new product to competitors! products and the finan- 
cial performance of the new product They also find that the 
more similar an innovation 1s to its competitors, the lesser 1s 
the product's competitive advantage їп the marketplace 
Carpenter and Nakamoto (1989) base their work on psy- 
chological theory and conduct controlled experiments on 
consumer preferences to verify their hypotheses Gatignon 
and Xuereb (1997), in contrast, approach the issue of prod- 
uct innovation from a strategic management perspective and 
test their theory regarding the financial outcomes of innova- 
tions with survey data from key informants Notwithstand- 
ing these differences in research approach and methodology, 
the results of both studies suggest that, in general, the assim- 
ilation (versus contrast) of a new functionality to an existing 
functionality should hurt (versus help) consumer evaluations 
of the innovation Considered in conjunction with the previ- 
ous theorizing regarding the effects of explicit comparisons, 
the implication is that if the typicality of the product influ- 
ences the relative likelihood of assimilation versus contrast 
of the new functionality, the typicality should also have a 
cortesponding impact on consumers’ judgments 


Н, When a new functionality 1s offered in a product that 15 
typical of an existing functionality, explicit comparisons 
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(versus no comparisons) of the new functionality with the 
existing functionality should result їп more negative judg- 
ments of the new functionality However, when a new 
functionality 1s offered in a product that 1s atypical of an 
existing functionality, explicit comparisons. (versus no 
comparisons) should result ın more positive judgments of 
the new functionality 


Method 


Study design and subjects We operationalized explicit 
comparisons through print advertisements and tested H; in a 
between-subjects experiment with a 2 (typical versus atypi- 
cal product) x 2 (comparative versus noncomparative adver- 
tisement) design Subjects were undergraduate students 
majoring in business in the United States and Hong Kong 
(М = 193), they participated їп the experiment for extra 
credit and were randomly assigned to the various 
conditions 3 


Stimulus advertisements and manipulation of advertise- 
ment format The advertisements in all four conditions were 
black-and-white, full-page, and similar in layout The name 
of a new functionality, Anytime Entertainment, was used as 
a headline, and all the advertisements described the new 
functionality 1n terms of three specific benefits for the con- 
sumer (for a sample advertisement, see Figure 2) The 
advertisements also showed a picture of the physical prod- 
uct in which the new functionality would be available In the 
comparative advertisement conditions, the advertisement’s 
headline contained an explicit claim of superiority over an 
existing functionality, cable television Furthermore, the 
sentence introducing the specific benefits of the new func- 
tionality in the comparative advertisements stated, “Unlike 
Cable Television, with Anytime Entertainment ” In the 
noncomparative advertisements, the headline did not men- 
tion an existing functionality, and the sentence introducing 
the specific benefits of the new functionality in the noncom- 
parative advertisements simply said, “With Anytime Enter- 
tainment, a superior alternative ” 


Manipulation of product typicality In the typical prod- 
uct condition, the advertisement’s text stated that “Anytime 
Entertainment ts available to subscribers on their TV sets” 
In the atypical product condition, this was altered to “Any- 
time Entertainment is available to subscribers through the 
Internet on their PCs” A manipulation check was done with 
a pretest group of 32 subjects On nine-point scales, subjects 
indicated the extent to which they agreed or disagreed with 
the following statements “A TV set (alternatively, personal 
computer) 1s a typical means of obtaining cable television” 
The results showed that respondents perceived a television 
set as more typical than a personal computer for the func- 
tionality of cable television (М = 8 28 versus 2 75, 31) = 


_ __————————-—-_——— 


3A separate analysis of the main dependent variable in Study 1 
with the country factor as an additional blocking variable produced 
a statistically nonsignificant typicality of product x type of adver- 
tisement x country three-way interaction (p > 11) Furthermore, 
inspection of the data revealed that the pattern in the means was 
essentially the same for subjects from both countries Therefore, 
tor simplifying the presentation, we dropped the country tactor 
trom the design and analysis reported in the article 


FIGURE 2 


Study 1: Comparative Advertisement for a New Functionality Offered in a Product (Personal Computer) 
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14 5, p « 0001) We then conducted another manipulation 
test with a separate group of 28 subjects and asked them to 
rate the perceived idealness of the product in terms of the 
following items “A TV set (personal computer in the sec- 
ond statement) 1s an ideal means of obtaining cable televi- 
sion " The results of this pretest confirmed that respondents 
indeed perceived a television set as more ideal than a per- 
sonal computer for the functionality of cable television (M = 
7 46 versus 3 50, (эту = 8 01, p < 0001) 


Procedure Subjects were informed that a major (anony- 
mous) manufacturer was planning to introduce a high- 
technology innovation into the market and was interested in 
consumers' reactions to thus innovation. No brand names 
were provided because we did not want subjects’ judgments 
to be based on extrinsic cues Subjects were handed book- 
lets that included the stimulus advertisement as well as the 
questionnaire with all dependent measures The first page of 
the booklet stated that on the next page they would find an 


advertisement, they were asked to “look at this ad as you 
normally look at another ad that you might see 1n a maga- 
zine or newspaper" (see Pechmann and Ratneshwar 1991) 
Subjects viewed the advertisement in a self-paced manner 
and then completed all the dependent measures 


Dependent Measures 


We measured subyects’ judgments of the new functionality 
with four nine-point scale items. “What 15 your overall opin- 
ion of Anytime Entertainment” (1 = “very negative” to 9 = 
“very positive”), “How useful 1s Anytime Entertainment” 
(1 = “not at all useful” to 9 = “very useful”), “Ном innova- 
tive is Anytime Entertainment?” (1 = “minor variation of 
existing product” to 9 = “completely new product”), and 
“How hkely are you to subscribe to Anytime Entertain- 
ment?” (1 = “very unlikely” to 9 = “very likely”) The four 
items were averaged to create an overall measure of con- 
sumer judgments (œ = 79) 
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Results 


We analyzed the data using analyses of vartance (ANOVAs) 
and used a priori comparisons of means (one-tailed t-tests) 
to follow up on the ANOVAs Means for the dependent vari- 
ables are shown by experiment condition in Table 2 As pre- 
dicted in Hj, the results revealed a significant typicality of 
product х type of advertisement interaction (Бү 189) = 
22 70, p « 0001) When the new functionality was offered 
m a product that was typical of the existing functionality, 
subjects expressed less favorable judgments when the adver- 
tisement was comparative rather than noncomparative (M = 
5 60 versus 6 43, (189) = 3 32, р < 001) In contrast, when 
the new functionality was offered in an atypical product, 
subjects produced more favorable judgments when a com- 
parative (versus noncomparative) advertisement was used 
(M = 6 46 versus 5 56, к 189) = 3 60, p < 001) None of the 
main effects were significant (p > 80) 


Study 2 


Although our key hypothesis was supported in Study 1, the 
dependent measures ın that study focused on subjects’ over- 
all judgments Therefore, we designed a new study with a 
specific focus on obtaining data for investigating the cogni- 
tive processes involved in judgment formation First, we 
expected that a comparative advertisement format in general 
should mentally prime the existing functionality and thereby 
foster the use of the existing functionality as a standard of 
comparison for evaluating the new functionality If so, sub- 
jects exposed to comparative advertisements should be more 
likely to generate thoughts that are comparative in nature 
Second, we expected that when a new functionality 15 
offered in a product that is typical of the existing function- 
ality, assimilation processes are likely In this event, sub- 
jects’ thoughts should relate the new functionality to the 
existing functionality and discount the extent to which the 
new functionality offers a novel set of benefits The com- 
parative thoughts generated by subjects thus should be neg- 
atively valenced In contrast, when the new functionality ts 
offered in a product that 1s atypical of the existing function- 
ality, contrast processes are likely As in the previous case, 
subjects are likely to evaluate the new functionality with the 
existing functionality as а standard of comparison, but in 
this case, their comparative thoughts should inflate the new- 
ness of the functionality and its benefits The comparative 


thoughts generated by subjects therefore should be posi- 
tively valenced in this case 


Н» Subjects exposed to explicit comparisons (versus no com- 
parisons) of a new functionality to an existing functional- 
ity are more likely to generate thoughts that evaluate the 
new functionality tn a comparative manner 

Нз When à new functionality 15 offered in a product that 15 
typical of an existing functionality, subjects exposed to 
explicit comparisons (versus no comparisons) of the new 
functionality to the existing functionality are more likely 
to generate negatively valenced comparative thoughts 
However, when a new functionality 1s offered in a product 
that is atypical of an existing functionality, subjects 
exposed to explicit comparisons (versus no comparisons) 
are more likely to produce positively valenced compara- 
tive thoughts 


Method 


Study design and subjects We tested the preceding 
hypotheses in a between-subjects experiment with a 2 (typ- 
ical versus atypical product) x 2 (comparative versus non- 
comparative advertisement) design The advertisements 
used as stimuli 1n this experiment were exactly the same as 
in Study 1 Subjects were undergraduate students in the 
United States majoring in business, and they participated in 
the experiment for extra credit (N = 108) They were ran- 
domly assigned to the different experimental conditions 


Procedure The procedure was similar to Study | except 
that after subjects reviewed the advertisement, they were 
asked to list all their thoughts The thoughts could be about 
the innovation, the advertisement’s claims, how the subjects 
felt about the product, or anything else that came to their 
minds when looking at the advertisement They could write 
as few or as many thoughts as they wanted, and they were 
allowed to take as much time as they wished 


Dependent Measures 


In subjects" protocols, we first identified the thoughts that 
involved explicit comparisons with the existing functional- 
ity Next, two independent judges who were blind to exper- 
imental conditions coded all such comparative thoughts as 
either positive or negative in valence They coded a compar- 
ative thought as positive when Anytime Entertainment was 
perceived as a superior innovation (e g , “More convenient 
than cable TV", “It seems like a good alternative to cable 


TABLE 2 
Study 1: Consumer Judgments of a New Functionality as a Function of Typicality of Product and Explicit 
Comparisons 





New Functionality is Offered in a Product 
That Is Typical of the Existing Functionality 


No Comparison of 
New Functionality 
with Existing 
Functionality 


Consumer judgments 6 43 


No Comparison of 
New Functionality 
with Existing 
Functionality 


New Functionality 15 Offered in a Product 
That is Atypical of the Existing Functionality 


No Comparison of 
New Functionality 


No Comparison of 
New Functionality 
with Existing with Existing 
Functionality Functionality 


556 6 46 


Notes Higher numbers indicate more positive judgments, the theoretical scale range was 1 to 9 Cell sizes ranged from 47 to 50 
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TV") The judges coded a comparative thought as negative 
when Anytime Entertainment was perceived as fairly similar 
or inferior (e g, “Cable TV is better", “It’s just like cable 
TV") Interjudge reliability was high (average г = 91), and 
all discrepancies were resolved through mutual discussion 
Two index measures were then created The first index was 
the total number of comparative thoughts listed by a subject, 
regardless of valence The second index was a valenced 
measure of comparative thoughts, which we computed by 
subtracting the number of negative comparative thoughts 
from the number of positive comparative thoughts 


Results 


As predicted in H5, subjects who were exposed to compara- 
tive (versus noncomparative) advertisements listed more 
total comparative thoughts (M = 77 versus 12, Fur, 104) = 
20 60, р < 0001) Also, 50% of the subjects exposed to 
comparative advertisements listed at least one comparative 
thought (positive or negative) versus only 1196 of their 
counterparts who were exposed to the noncomparative 
advertisements (x*(1) = 19 61, p < 001) The results for the 
valenced thought index support the hypothesized interaction 
(H3) between typicality of the product and type of adver- 
tisement (Ра, 104) = 8 28, p < 01) When the new function- 
ality was offered in a product that was typical of the existing 
functionality, the valenced thought index reflected more 
negative thoughts when the advertisement was comparative 
rather than noncomparative (M = — 57 versus — 21, поа) = 
1 89, р < 05) In contrast, when the new functionality was 
offered in an atypical product, the valenced thought index 
showed evidence of more positive thoughts when subjects 
were exposed to the comparative (versus noncomparative) 
advertisement (M = 48 versus — 04, од) = 247, p « 01) 


Study 3 


Our conceptualization specifies that the variable that moder- 
ates the effectiveness of comparative advertisements is the 
typicality of the product in relation to the existing function- 
ality Given the stimuli we used in Studies 1 and 2, however, 
it could be argued that the effects obtained for consumer 
Judgments might have been caused by the mere fact that 
television sets, compared with personal computers, repre- 
sent an older generation of technology Such an explanation 
would imply that the comparative advertisements for Any- 
time Entertainment yielded more favorable judgments when 
the product was a personal computer and not when the prod- 
uct was a television set, just because of the relative newness 
of the former Furthermore, this alternative line of explana- 
tion suggests that the perceived innovativeness of the new 
functionality was undermined when the functionality was 
offered to the consumer in a physical product (television) 
that represents a mature technology 

Therefore, a key issue left somewhat unresolved by 
Studies | and 2 is the conceptual nature of the moderating 
variable that 1s implicated in our findings Is it indeed the 
typicality of the product in relation to the existing function- 
ality as we have argued, or 15 it the perceived newness of the 
technology (i e , hardware) involved in the device? One way 


of corroborating our preferred explanation and ruling out the 
alternative explanation is to conduct a new study wherein the 
product roles are switched such that the typical product is a 
personal computer and the atypical product is a television 
set If we find situations in which comparative advertise- 
ments are more effective for a new functionality when the 
device ıs a television set (versus a personal computer), we 
would have evidence that the results of Studies 1 and 2 were 
not driven by the product's technological newness per se 

А second major objective for Study 3 was to strengthen 
the theoretical explanation by tying our work to prior 
research on comparison effects by Dhar, Nowlis, and Sher- 
man (1999), who argue that the type and direction of initial 
comparison processes have a systematc effect on con- 
sumers' preference judgments These authors hypothesize 
and demonstrate that when subjects are asked to focus on the 
similartties (versus the differences) between two product 
alternatives in an initial comparison task, the subjects will 
differ in a predictable manner in their subsequent judgments 
of the focal alternative If the processes we theorized previ- 
ously are integrated with the comparison processes that have 
been suggested by Dhar, Nowlis, and Sherman (1999), it 
would enable us to augment the network of constructs 
implicit in our theorizing and thereby enhance its nomolog- 
1cal validity 

Recall that when an explicit comparison involves a new 
functionality offered in a typical product, the consumer 
should detect considerable feature overlap between the new 
stimulus and the products evoked ın working memory (see 
Figure 1) High feature overlap should lead the consumer to 
focus on the similarities between the new functionality and 
the existing functionality In the case of an explicit compar- 
ison that highlights a new functionality offered in an atypi- 
cal product, the consumer should detect a great deal of fea- 
ture mismatch, consequently, the consumer should focus on 
dissimilarities between the new functionality and the exist- 
ing functionality 

A critical assumption here 1s that explicit comparisons 
that feature typical and atypical products should lead con- 
sumers to focus spontaneously on the similarities and dis- 
similarities, respectively, between the new functionality and 
the targeted existing functionality If it 1s true that a com- 
parative advertisement that features a typical product spon- 
taneously leads to a focus on similarities (and therefore 
assimilation), on the basis of Dhar, Nowlis, and Sherman’s 
(1999) work on comparison effects, this effect should be 
counteracted 1f subjects are asked to focus on differences 
between the new and existing functionalities Consequently, 
a task focus on differences (versus no task focus) should 
engender contrast rather than assimilation, and we should 
thereby find that the new functionality 15 judged more posi- 
tively In this particular case, however, 1f subjects are asked 
to focus on similarities rather than differences, the result 
should be the same as when no specific task focus 1s pro- 
vided, because even without a task focus, subjects are pre- 
sumed to focus spontaneously on similarities 

Conversely, if an explicit comparison that features an 
atypical product creates a spontaneous focus on dissimilari- 
tes, a task focus on similarities between the existing and 
new functionalities (versus no task focus) should lead to 
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more negative judgments of the new functionality However, 
following a parallel logic, tn this case instructing subjects to 
focus on the differences between the new and existing func- 
tionalities should lead to the same outcome as when no 
explicit task focus 1s provided 


H4 When a new functionality 1s offered їп a product that 1s 
typical of an existing functionality and. explicit compar- 
isons are made between the new functionality and the 
existing functionality, a task focus on differences between 
the new and existing functionalities (versus no task focus) 
should result in more positive judgments of the new func- 
tionality However, a task focus on similarities between the 
new and existing functionalities (versus no task focus) 
should not affect judgments of the new functionality in this 
case 

Н; When a new functionality 1s offered in a product that 15 
atypical of an existing functionality and explicit compar- 
1sons are made between the new functionality and the 
existing functionality, a task focus on differences between 
the new and existing functionalities (versus no task focus) 
should not attect judgments of the new functionality How- 
ever, a task focus on similarities between the new and 
existing tunctionalities (versus no task focus) should result 
їп more negative judgments of the new functionality in this 
case 


The third and final objective for Study 3 was to extend 
the generalizability of Study 1'5 findings to a more repre- 
sentative population It 1s possible that the student subjects 
we used in Studies 1 and 2, on average, have a different level 
of expertise or motivation than the general population in 
regard to technological products As such, it would be desir- 
able to replicate the key findings of Study 1 with nonstudent 
subjects to establish their generalizability In summary, we 
designed Study 3 such that we could (1) eliminate a plausi- 
ble alternative explanation based on the newness rather than 
the typicality of the product, (2) relate our work to prior 
research on comparison effects by testing the effects of task 
focus (H4 and Hs), and (3) extend the generalizability of our 
main findings in Study 1 to the general population 


Method 


Study design and subjects We employed a between- 
subjects factorial design with eight cells. Six of the eight 
cells involved explicit comparisons їп comparative. adver- 
tisements, and they crossed three levels of task focus (simi- 
larities-task focus, differences-task focus, no-task focus) 

- with typicality of the product (typical versus atypical prod- 
uct) The other two (control) cells involved noncomparative 
advertisements with no task focus and with either a typical 
or an atypical product Subjects were recruited at a local air- 
port, and they participated in the study їп return for a small 
monetary compensation (N = 185) Of the respondents, 48% 
were female and 52% were male, the median age of the sub- 
Jects was 31, their self-reported median income was 
between $50,000 and $74,999, 51% were college graduates, 
and 61% were employed full time 


Stimulus advertisements and manipulation of advertise- 
ment format The new functionality in this study was Infoex- 
change The advertisements were formatted similarly to the 
advertisements used in the previous studies, and they 
described the new functionality ın terms of three specific 
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benefits for the consumer (for a sample advertisement, see 
Figure 3) In the explicit comparison conditions, the new 
functionality was compared with an existing functionality, 
e-mail 


Manipulation of product typtcality Following the ratio- 
nale in the introduction to this study, we designed the stim- 
uli so as to switch the roles of the physical products used in 
Studies 1 and 2 Therefore, in Study 3 the typical product 
was a personal computer, and the atypical product was a 
television set In the typical product conditions, the text of 
the advertisement informed subjects that “Infoexchange is 
available to subscribers through the Internet on their PCs ” 
In the atypical product conditions, the text stated that 
“Infoexchange is available to subscribers on their TV sets " 
As in Study 1, we verified our manipulation of typicality of 
the product with a pretest group of 20 subjects The results 
confirmed that respondents perceived a personal computer 
as more typical than a television set for sending and receiv- 
ing e-mail (М = 8 55 versus 1 80, 0) = 23 4, p < 0001) 
Another manipulation test with a different group of 30 sub- 
jects confirmed that respondents perceived a personal com- 
puter as more ideal than a television set for sending and 
receiving e-mail (M = 8 70 versus 2 83, t29) = 13 70, p < 
0001) 

Procedure The procedure was identical to that of Study 
1 except for the task focus manipulations Immediately after 
looking at the advertisement, subjects in the similarities— 
task focus conditions were asked to write a brief reply to the 
following question “How 1s Infoexchange similar to e- 
mail?" Subjects in the differences—task focus conditions 
were asked to reply to the question, “How ts Infoexchange 
different from e-mail?" In the no—task focus conditions, sub- 
jects were simply asked to list the thoughts that came to their 
minds while they looked at the advertisement After this 
task, subjects provided judgments of the new functionality 
on the same four items as in Study 1 (а: = 80) 


Results 


We analyzed the data using ANOVAs with a priori compar- 
isons of means (one-tailed t-tests) to follow up on significant 
interactions, means are shown by experimental condition in 
Table 3 We first assessed whether we were able to replicate 
the results of Study 1 ın regard to Ну For this purpose, we 
took into account only the four no-task focus cells of our 
design, that is, 2 (comparative versus noncomparative adver- 
tisements) х 2 (typical versus atypical product) The results 
confirmed a significant typicality of product x type of adver- 
tisement interaction (Бү 91) = 12 34, р < 001) When the 
new functionality (Infoexchange) was offered in a product 
that was typical of the existing functionality (personal com- 
puter in this case), subjects expressed slightly less favorable 
judgments when the advertisement was comparative rather 
than noncomparative, however, the contrast did not achieve 
statistical significance (М = 4 80 versus 5 31, (ој = 1 41, 
p= 16) Butas anticipated, when the new functionality was 
offered in an atypical product (television set in this case), 
subjects recorded more favorable judgments when a com- 
parative (versus noncomparative) advertisement was used 
(М = 6 15 versus 4 79, tg; = 4 00, p < 0001) None of the 
main effects were significant (p > 10) 


Next, we tested H4 and Н; by considering the six cells of 
the design that involved explicit comparisons, that is, 3 
(similarities-task focus, differences-task focus, no-task 
focus) X 2 (typical versus atypical product) The results of 
this ANOVA for the comparative conditions revealed а stg- 
nificant typicality of the product x type of task interaction 
(Fo, 132) = 4 49, p = 01) In support of H4, when the new 
functionality was offered 1n a typical product, subjects in the 
differences—task focus (versus no—task focus) condition pro- 
duced more favorable judgments (M = 651 versus 4 80, 
(132) 7 4 75, p< 0001) Also in support of Hy, when the new 
functionality was offered in a typical product, subjects in the 
similarities-task focus and the no-task focus conditions did 
not differ significantly in their judgments (M = 4 96 versus 
4 80, (132) = 42, p > 60) In support of Hs, when the new 
functionality was offered in an atypical product, subjects 
exposed to comparative advertisements in the differences— 
task focus and the no-task focus conditions did not vary sig- 
nificantly in their judgments (M = 6 29 versus 6 15, 1132) = 
38, p » 70) When the new functionality was offered in an 
atypical product, subjects in the similarities—task focus (ver- 
sus no-task focus) condition were more negative in their 
Judgments (M = 4 97 versus 6 15, t132) = 327, р < 001) 


Study 4 


The results of the three previous studies provide consistent 
evidence that explicit comparisons between a new func- 
tionality and an existing functionality are counterproduc- 
tive when the former is offered to the consumer 1n a physi- 
cal product that 15 typical of the latter In these studies, 
detailed 1nformation regarding the benefits of the new func- 
tionality was provided to the consumer in the various 
advertisements Nonetheless, the comparative advertise- 
ments claimed superiority only at the relatively abstract 
functionality level (eg, Infoexchange as superior to e- 
тап) and did not engage in specific comparisons of the 
new and existing functionalities at a more concrete benefit 
level 

When the new functionality 1s offered in a product that 
ts typical of the existing functionality, might explicit com- 
parisons at a concrete benefit level overcome the backfire 
effects observed in the previous studies? It may be that 1n the 
comparative conditions of the previous studies, the differen- 
пайпр benefits of the new functionality did not have much 
impact on judgments because consumers did not mentally 
access the specific benefits associated with the existing 


FIGURE 3 
Study 3: Comparative Advertisement for a New Functionality Offered in a Product (Television) That Is 
Atypical of the Existing Functionality 
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TABLE 3 
Study 3: Consumer Judgments of a New Functionality as a Function of Typicality of Product, Explicit 
Comparisons, and Task Focus 


ФФ 


New Functionality Is Offered іп a Product That is Мем Functionality Is Offered іп a Product That 15 


Typical of the Existing Functionality Atypical of the Existing Functionality 
No No 
Com- Com- 
parison parison 
of New of New 
Func- Func- 
tionality tionality 
with Ex- with Ex- 
isting Explicit Comparison of New isting Explicit Comparison of New 
Func- Functionality with. Existing Func- Functionality with Existing 
tionality Functionality tionality Functionality 
Similarities- Differences- Similarities- Differences- 
No-Task No-Task Task Task No-Task No-Task Task Task 
Focus Focus Focus Focus Focus Focus Focus Focus 
Consumer 
judgments § 31 480 496 6.51 479 615 497 6 29 


Notes Higher numbers indicate more positive judgments, the theoretical scale range was 1 to 9 Cell sizes ranged from 21 to 26 


functionality and compare them with those of the new func- tions of the three key benefits All three advertisements 
tionality (see also Pham and Muthukrishnan 2002) This line depicted Infoexchange as available “to subscribers through 
of reasoning 15 consistent with the evidence in Study 3 that the Internet on their PCs,” with pictures of a personal com- 
when the new functionality is provided in a typical product, puter, note that the pretests in Study 3 had established that a 
subjects spontaneously focus on the similarities (and not the personal computer was a typical product for the existing 
differences) between the new functionality and the existing functionality of e-mail 

functionality It remains an empirical. question whether The advertisements used in the noncomparative (con- 
explicit comparisons at the concrete benefit level would trol) condition and in the explicit comparison at the abstract 
override the assimilation processes engendered by compar- functionality level were virtually identical to those in Study 
isons at the abstract functionality level when the product 1s 3 However, in the condition in which the comparison was at 
typical of the existing functionality a benefit-specific level, the advertisement also included an 


explicit comparison of each one of the benefits of the new 
functionality to a comparable (but presumably inferior) ben- 
efit of the existing functionality Furthermore, the advertise- 


Hg When a new functionality is offered in a product that 15 
typical of an existing functionality, explicit comparisons 
(versus no comparisons) of the new functionality to the 


existing functionality at a benefit-spectfic level should ment in this condition was formatted such that the three ben- 
result 1n more positive judgments of the new functionality efits of the new functionality were horizontally juxtaposed 
with the comparable benefits of the existing functionality so 
Method as to make the comparisons highly salient For example, one 
of the benefits of Infoexchange was described as follows: 
Study design, subjects, and procedure This study had “You can instantly send and receive pictures and video clips 
three experimental conditions. Two of them involved expo- anywhere, anytime You can personalize your pictures and 
sure to comparative advertisements one with an explicit video clips by adding handwritten notes” On the right of 
comparison at the functionality level only (just as in the pre- this benefit description, there was a comparative benefit 
vious studies) and the other with explicit comparisons at the description for e-mail as follows “You can only send and 
benefit-specific level Subjects in the third (control) condi- receive pictures and video clips anywhere, anytime You 
tion saw а noncomparative advertisement. АП three condi- cannot personalize your pictures and video clips by adding 
tions pertained to a new functionality offered in a product handwritten notes " 
that was typical of an existing functionality. Subjects were 
undergraduate students majoring in business (N = 94) They Results 
received extra credit for participating in the experiment and We analyzed the data using a one-way ANOVA We used а 
were randomly assigned to the experimental conditions The priori comparisons of means (one-tailed t-tests) to follow up 
experiment procedure was identical to the one used in Study on the ANOVA, means for the dependent variable are shown 
1, and subjects provided judgments of the new functionality by experiment condition in Table 4 The ANOVA yielded a 
on the same four items as in that study (а: = 86) reliable omnibus main effect for advertisement condition 
Stimulus advertisements and manipulation of advertise- (Fo 91, = 877, p « 001) We then verified that in accord 
ment format The advertisements were based on the stimuli with the findings of the previous studies for the typical prod- 
employed in Study 3, but with minor editing of the descrip- uct condition, subjects who saw an advertisement with an 
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ТАВГЕ 4 
Study 4: Consumer Judgments of a New Functionality Offered in a Typical Product as a Function of Type 
of Comparison 





No Comparison of New 


Functionality with Existing 


Functionality 


an Abstract Functionality 


Explicit Comparison of 
New Functionaiity with 
Existing Functionality at 


Explicit Comparison of 
New Functionality with 
Existing Functionality at a 

Level Benefit-Specific Level 





Consumer judgments 500 


416 570 


EEE 
Notes Higher numbers indicate more positive judgments, the theoretical scale range was 1 to 9 Cell sizes ranged from 31 to 32 All conditions 
їп this study involved a new functionality offered in a product that is typical of the existing functionality 


explicit comparison at the abstract functionality level (ver- 
sus the noncomparative advertisement) expressed less favor- 
able judgments (М = 4 16 versus 5 00, t91) = 2 40, p « 01) 
More important, as predicted in Hg, subjects who were 
exposed to an advertisement with explicit comparisons at 
the benefit-specific level (versus the noncomparative adver- 
tisement) produced significantly more positive judgments 
(M = 5 70 versus 5 00, t91) = 2 00, p < 05) 


Summary and Discussion 


The four studies examine the effectiveness of different com- 
munication strategies for launching 1nnovations that involve 
new functionalities We argue that when a new functionality 
1s made available in a physical product or device that ts typ- 
ical of an existing functionality, explicit comparisons 
between the new and the existing functionality cause con- 
sumers to discount the novelty of the innovation But when 
the new functionality ts launched in a product that is atypi- 
cal of an existing functionality, explicit comparisons foster 
positive thoughts, and consumers are more likely to think of 
the new functionality as something truly new and better We 
obtained empirical support for our predictions in Study 1 
and supported the cognitive process explanation. with 
thought-listing data in Study 2 We ruled out a possible alter- 
native explanation as well as replicated and generalized the 
findings to a nonstudent population in Study 3 In that study, 
we also investigated the effects of variations in the task 
focus provided to subjects so as to obtain converging evi- 
dence for our theoretical explanation. Finally, in Study 4 we 
found that when the physical product 1s typical of the exist- 
ing functionality, the backfire effects observed in the previ- 
ous studies can be counteracted by specific comparisons at 
a concrete benefit level 


Implications for Comparative Advertising 


Prior research has extensively researched and debated the 
merits of comparative advertising. versus noncomparative 
advertising, but usually in contexts m which comparisons 
are between brands within the same product category (see, 
e g , Gorn and Weinberg 1984, Pechmann and Stewart 1990, 
Shimp and Dyer 1978) Much of the recent research ın this 
area has focused on a search for moderating variables and on 
methodological and measurement issues (see, e g , Grewal 
et аї 1997, Pechmann and Ratneshwar 1991, Rose et al 
1993) Notwithstanding, as we pointed out previously, the 


real world abounds with cases in which firms launch inno- 
vations with comparisons at the product functionality level 
rather than at the brand level The effectiveness of such 
comparisons cannot be ascertained on the basis of the 
insights available from previous academic research Con- 
sider, for example, a recent advertisement in Forbes, їп 
which visitalk com introduced voice and visual communica- 
tion over the Internet as a new functionality This function- 
ality was offered in personal computers The visitalk com 
advertisement explicitly compared this new functionality 
with conventional e-mail, an existing functionality, with 
sentences such as, “Famous words were never delivered 
through e-mail" The question 15, Does the visitalk com 
comparative advertising strategy make sense? Or would the 
firm be better off not menttoning e-mail at all? 

The results of our research clearly suggest that compar- 
ative advertising at the product functionality level can be 
beneficial for the marketer, but only when the new function- 
ality 1s launched in an atypical product In other words, such 
comparative advertisements seem to be effective at product 
differentiation provided that the new functionality 15 deliv- 
ered through a device (or hardware) that 1s distinctive and 
unusual in relation to the existing functionality with which 
the new functionality ts being compared In contrast, com- 
parative advertisements that explicitly compare a new func- 
tionality with an older functionality are likely to backfire 1f 
the new functionality 1s offered in a product that ts relatively 
typical of the older functionality We speculate that the 
visitalk com advertisement fits this latter category, because 
personal computers are typical products for sending and 
receiving e-mail! Visitalkcom may have done better to 
launch its innovation with no mention of e-mail at all Note 
that the results of Study 4 suggest that the backfire effect can 
be overcome with detailed compartsons of the superior ben- 
efits of the new functionality with respect to counterpart 
benefits of the existing functionality 4 


Implications for New Product Marketing and 
Consumer Behavior Theory 


Our findings indicate implications for how consumers 
5 Р 
process information about new products For example, 





4We note that our research was limited to explicit comparisons 
in print advertisements. Further research might examine the gener- 
alizability of our findings to broadcast media, sales presentations, 
and concept-testing storyboards 
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Olshavsky and Spreng (1996) demonstrate that categoriza- 
tion of an innovation into an existing category may preclude 
a careful evaluation of the benefits of the innovation and 
thus undermine its perceived value They argue that it is 
1mportant for marketers to know the types of categories that 
a new product elicits т consumers’ minds so that the 1ппо- 
vation can be positioned as sufficiently different Olshavsky 
and Spreng further suggest that for differentiating a new 
product, the marketer’s goal in general should be to encour- 
age effortful, precemeal processing of product attribute 
information 

Consistent with Olshavsky and Spreng’s (1996) find- 
ings, our results show that assimilation of an innovative new 
functionality into an existing functionality 1s likely to under- 
mine its perceived value Furthermore, the negative effects 
of assimilation can be reversed 1f consumers focus on the 
benefits of the functionality in a detailed manner (Study 4) 
Our results also suggest that for effective differentiation, it 
1s not always necessary that consumers should process 
detailed attribute information piecemeal Consumers may 
perceive an innovation as new and different even if the mar- 
keter's communication simply prompts a contrast of the 
innovation to older alternatives Such a contrast can be 
brought about, for example, when a new functionality is 
offered 1л a product that 1s atypical of an existing function- 
ality and explicit comparisons are made between the new 
functionality and the existing functionality 

Our findings also extend theoretical understanding of 
assimilation/contrast processes Prior research in this area 
has usually examined the relative likelihood of assimilation 
versus contrast effects through direct manipulations of the 
standard of comparison or context For example, Herr 
(1989) varies the judgment context by priming subjects with 
different categories of cars (e g , moderately expensive ver- 
sus extremely expensive cars) Our results, conversely, sug- 
gest that assimilation and contrast can be obtained even 
when the Judgment context itself 15 kept constant Specifi- 
cally, these effects can be engendered when the features 
associated with the target of judgment—in the present 
research, the type of physical product associated with a new 
functionality— vary so as to have either considerable or lit- 
tle overlap with corresponding features in a person's mental 
representation of the judgment context Moreover, as we 
theorized previously, when the evoked judgment context 
relates to functionality or product purpose, the mental repre- 
sentation 1s likely to include products that are typical of the 
goal-derived category associated with that functionality 
Further research may produce more insights on the relation- 
ship between assimilation/contrast processes and the cate- 
gory members that are retrieved from memory when a par- 
ticular judgment context 1s primed 

Further research could also examine the effects of 
explicit comparisons that vary in the extent to which they 
highlight similarities or differences between a new function- 
ality and an existing functionality (cf Dhar, Nowlis, and 
Sherman 1999) 5011 another direction would be to investi- 
gate the moderating role of product typicality ın more detail 
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Research in the person perception area by Kunda and Ole- 
son (1997) suggests that people often find extremely atypi- 
cal exemplars to be implausible and that extreme deviations 
from the norm may not be accommodated easily in people's 
knowledge structures (see also Weber and Crocker 1983) 
Therefore, from a product strategy perspective, it may be 
optimal to launch new functionalities in. products that are 
moderately atypical rather than completely atypical of exist- 
1ng functionalities 

Further research might also study the manner in which a 
new functionality alters the hierarchical category structure 
of physical products and thereby affects product choices 
One limitation of our research 1s that we focused on evalua- 
tions of the functionality itself and did not inquire into prod- 
uct perceptions, categorization, or choices. À new function- 
ality can often provide additional benefits to the consumer 
such that the physical product in which the functionality ts 
offered moves into a higher-level taxonomic category For 
example, a personal data organizer that also takes and stores 
photographs might raise the product itself into the category 
of “mobile, multimedia documentation systems"5 Prior 
research by Johnson (1984, 1988) suggests that consumers 
might compare such innovations with more conventional 
products (eg, handheld devices or digital cameras) by 
evoking abstract criteria based on such higher-order taxo- 
nomic categorization Further research could empirically 
investigate this possibility as well as the more general issue 
of the product choice strategies used by consumers їп situa- 
tions in which new functionalities are launched with explicit 
comparisons 

Finally, our findings also bear on the literature. on 
*meaningless differentiation" (e g , Carpenter, Glazer, and 
Nakamoto 1994) Consumers often infer that a unique and 
salient product attribute such as the "flaked coffee crystals" 
in Folger's coffee is important and valuable even when that 
attribute 1s irrelevant to the functionality of the product (Car- 
penter, Glazer, and Nakamoto 1994) Consequently, differ- 
ences in product form may induce the perception that a 
product provides an improved functionality (eg, better- 
tasting coffee) even when that product is objectively no dif- 
ferent from others in the category But what if a product does 
provide a truly new functionality? Our findings suggest that 
product form matters even in this case Marketing commu- 
nications that attempt to contrast and differentiate а new 
functionality from an existing functionality are much more 
effective when the new functionality 15 offered to the con- 
sumer 1п a product that is atypical or unusual for the exist- 
ing functionality In other words, consumers' judgments of 
meaningfully differentiated offerings also depend on the 
nature and appearance of the physical product Conventional 
wisdom in product design holds that "form follows func- 
tionality" (see, e g , Bloch 1995), but our research indicates 
that form also influences the perception of functionality 





5We thank an anonymous reviewer for this insight 
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Eric J. Johnson, Steven Bellman, & Gerald L. Lohse 


Cognitive Lock-In and the Power Law 
of Practice 


The authors suggest that learning is an important factor in electronic environments and that efficiency resulting from 
learning can be modeled with the power law of practice They show that most Web sites can be characterized by 
decreasing visit times and that generally those sites with the fastest learning curves show the highest rates of 


purchasing 


ers and sellers is thought to increase competition by 

lowering search costs "The competition is only a 
click away" 1s a common phrase in the popular press and an 
oft-cited reason for the failure of Internet ventures to 
achieve profitability А potential result of reduced search 
costs ıs a decrease ın brand loyalty and an increase in price 
sensitivity At the extreme, there is the fear of a price-cutting 
spiral that drives out profits—labeled їп the popular press as 
“perfect competition" or “frictionless capitalism,” but more 
correctly called Bertrand competition (Bakos 1997, for a 
discussion, see Brynjolfsson and Smith 2000, for dissenting 
reviews, see Alba et al 1997, Lal and Sarvary 1999, Lynch 
and Ariely 2000) 

As a result, there has been interest 1n how to retain cus- 
tomers in electronic environments The most commonly dis- 
cussed solution is creating loyalty to Web sites, so research 
attempts to identify which sites exhibit greater loyalty or 
*stickiness" and speculates about what causes repeat visits 
The most common loyalty metric is the frequency and 
cumilative duration of visits For example, eBay is listed on 
the New York Times top ten stickiest sites because, though it 
has relatively few users, visitors spend approximately 90 
minutes a month there, according to Web rating services 
such as Media Metrix Consequently, eBay is thought to be 
highly successful Other loyalty metrics relate visiting loy- 
alty and purchasing loyalty, such as the number of visits per 
purchase, which 1s termed the “browse to buy” or “look to 
book” ratio (Schonberg et al 2000), to the percentage of 
customers who become repeat customers (Win 2001) 

In this article, we describe a mechanism and model for 
understanding the development of loyalty in electronic envi- 
ronments and an accompanying metric based on an empiri- 


T: widespread use of information technology by buy- 
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cal generalization from cognitive science, the power law of 
practice (Newell and Rosenbloom 1981) For an intuitive 
understanding of the mechanism, imagine a user visiting a 
Web site to purchase a compact disc (CD) This user must 
first learn how to use the Web site to accomplish this goal 
We believe that after the CD has been purchased, having 
learned to use this site raises its attractiveness relative to 
competing sites for the consumer, and all other things being 
equal (е g, fulfillment), the site will be more likely to be 
used in the future than a competitor Further use reinforces 
this difference because practice makes the first site more 
efficient to use and increases the difference in effort between 
using any other site and simply returning to the first site, 
where browsing and buying can be executed at the fastest 
rate This reinforcement generates an increasing advantage 
for the initial site Sites can actively encourage this learning 
by implementing a navigation scheme that can be rapidly 
apprehended by visitors and using various forms of cus- 
tomization, including personalization, recommendations, or 
easy checkout Learning how to navigate a site and cus- 
tomization together can increase the relative attractiveness 
of the site, generating a type of “cognitive loyalty program” 
that adds another, more cognitive explanation of loyalty to 
the existing rich set of definitions (Oliver 1999) 

Two analogies may reinforce this 1dea and suggest that 
our analysis of learning 1s applicable to nonelectronic envi- 
ronments as well On a first visit to a new supermarket, some 
learning takes place The aisle location of some favorite 
product classes, the shelf location of some favorite brands, 
and a preferred shopping pattern through the store may be 
acquired (Kahn and McAlister 1997) This knowledge of the 
layout of a physical store, which increases with subsequent 
visits, makes the store more attractive relative to the compe- 
tition We argue that the same process happens with virtual 
stores A similar argument has been commonly made about 
learning software such as word processors Experience with 
one system raises the cost of switching to another, which 
explains, for example, the slow conversion from WordPer- 
fect to Word (Shapiro and Varian 1999) 

In this article, we examine learning in electronic envi- 
ronments by studying the time spent visiting individual Web 
sites We focus on the cognitive costs of using a site and how 
they decrease with experience. We argue that this decrease 
can be modeled with a simple functional form that 1s used 
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often in cognitive psychology to study learning—the power 
law of practice We then investigate the relationship between 
the phenomenon of decreasing visit times and repeat visit 
loyalty and online purchasing using data from a panel of 
consumers from the World Wide Web 

The article proceeds as follows We first review the liter- 
ature that describes learning as a power law function, and dis- 
cuss its underlying causes We then discuss why this type of 
learning might apply to use of the Web Using panel data that 
capture the їп situ Web surfing of a large consumer panel, we 
examine the fit of the power law function, and alternatives, to 
the observed visit times We then attempt to determine 
whether such learning is related to purchases Finally, we dis- 
cuss the implications of these results for managers of firms 
competing in electronic environments and for further 
research ın this area 


The Two Components of Search 
Costs 


When information about sellers and their prices is not avail- 
able completely or free of cost to buyers, sellers are able to 
charge prices in excess of marginal costs (Bakos 1997, Salop 
1979, Stiglitz 1989) Such search costs have two components: 
physical search costs, which represent the time required to 
find the information needed to make a deciston, and cognitive 
costs, which represent the costs of making sense of informa- 
tion sources and thinking about the information that has been 
gathered (Payne, Bettman, and Johnson 1993, Shugan 1980) 

Electronic environments may produce a shift ın the rela- 
tive importance of cognitive and physical search costs 
Although the widespread diffusion of information technol- 
ogy markedly lowers physical search costs, it has had less 
impact on cognitive costs As West and colleagues (1999) 
observe, whereas Moore's law has reduced the cost of com- 
puting, it has not affected the cost or speed of the human 
information processor More important, because the number 
of stores and products that can be searched online has 
increased because of low entry costs, electronic commerce 
potentially increases the relative importance level of cogni- 
tive search costs 

Cognitive costs are dynamic and change with experi- 
ence With practice, the time required to accomplish a task 
decreases For example, it should be much more efficient to 
search a favorite site—following, we hypothesize, a power 
relationship with amount of use—than to learn the layout of 
a novel site This would imply that perceived switching 
costs increase the more times a favorite site 1s visited, which 
creates a cognitive “lock-in” to that site over time, just as 
firms can lock in customers with high physical switching 
costs (Klemperer 1995, Williamson 1975) 


The Power Law of Practice 


The power law of practice 15 an empirical generalization of 
the ubiquitous finding that skill at any task increases rapidly 
at first, but later, even minor improvements take consider- 
able effort (Newell and Rosenbloom 1981) Atthe beginning 
of the twentieth century, task performance was found to 


Improve exponentially with practice, for example, when 
using a typewriter (Bair 1902, Swift 1904) The exponential 
learning curve was one of the first proposed laws of human 
psychology (Thurstone 1937) Groups, organizations, and 
people can exhibit learning curves (Argote 1993, Epple, 
Argote, and Devadas 1991), and since World War II, learn- 
ing curves have been used to forecast the increasing effi- 
ciency over time of industrial manufacturing (Hirsch 1952) 
Newell and Rosenbloom (1981) review the empirical evi- 
dence and show that improvement with practice 1s not expo- 
nential but instead 15 linear in log-log space, that 15, it fol- 
lows a power function The power law of practice function 
and its equivalent log-log form 1s 


(1) T = BN, 
and 
Q) log(T) = log(B) – о log(N), 


where T ts the time required to complete the task, the most 
commonly used dependent measure of performance effi- 
ciency, though any dependent measure of efficiency can be 
used, N is the number of trials, and B 15 the baseline, an 
intercept term reflecting the performance time on the first 
trial (N = 1) The rate of improvement, ©, ıs the slope of the 
learning curve, which forms a straight line when the func- 
tton 1s graphed in log-log space ! 


Explanations for the Power Law of Practice 


Two explanations have been proposed for the form of the 
power law of practice, though in most tasks, a combination 
of both is more likely responsible for log-log improvement 
over time According to the method selection explanation 
(Crossman 1959), when a task 15 repeated, less efficient 
methods of accomplishing the task are abandoned in favor 
of more efficient methods as more efficient methods are dis- 
covered In effect, the person performing the task is learning 
by trial and error the most efficient combination of methods, 
which could be revealed more systematically by a time and 
motion analysis (e g , Niebel 1972) Over time, 1t becomes 
increasingly harder to distinguish minor differences among 
methods, and this accounts for the gradual slowing down of 





'Systematic deviations from a straight-line power law function 
have often been observed in previous studies Improvement in the 
performance of a task, such as cigar rolling, ultimately reaches an 
asymptote 1mposed by the physical limitations of the tools used to 
perform the task, such as a cigar-rolling machine (Crossman 1959), 
and the observed data curve upward from а straight line as N 
increases When the baseline time is not observed for a person, the 
empirically estimated power law curve shifts horizontally and 
appears flatter than curves estimated from subjects for whom the 
first observed trial 1s the baseline Newell and Rosenbloom (1981) 
augment the simple power function form to derive a general power 
law of practice 


T=A+B(N +E), 


where A is the asymptote, the minimum possible time in which the 
task can be performed, and E, prior experience, 1s the number of 
trials in which the person learned to perform the task before 
observation 
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improvement Card, Moran, and Newell (1983) demonstrate 
that improvement in the task of text editing could be mod- 
eled by the selection of the most efficient combination of 
task components 

The other explanation of practice law effects focuses 
on the cognitive processing of the input and output of the 
task rather than on the methods used ın its performance 
Rosenbloom and Newell (1987) explain log-log improve- 
ment as due to the “chunking” of patterns in the task envi- 
ronment, in much the same way that complex patterns can 
be memorized as a limited number of higher-order chunks 
(Miller 1958, Servan-Schreiber and Anderson 1990) 
Input-output patterns that occur often are readily learned 
in the first few trials, but rarer input patterns that occur 
maybe once in a thousand times require thousands of trials 
to chunk 


Applying the Power Law to Electronic Markets 


Although the power law of practice has been found to oper- 
ate in such diverse areas as perceptual motor skills (Snoddy 
1926), perception (Kolers 1975, Neisser, Novick, and Lazar 
1963), motor behavior (Card, English, and Burr 1978), ele- 
mentary decisions (Seibel 1963), memory retrieval (Ander- 
son 1983), and human-computer interaction (Card, Moran, 
and Newell 1983), there are many reasons to be skeptical of 
its applicability to consumer behavior on the Web and in 
other electronic environments 

First, there are theoretical reasons that the power law may 
not apply Time spent at a site 1s routinely used as a measure 
of interest in the site (Novak and Hoffman 1997), which 
would seem to predict increasing, not decreasing, visit dura- 
tion Similarly, consumers spend more time looking at stim- 
uli describing the alternatives they eventually choose (Payne 
1976) In addition, purchasing usually requires at least one 
more page view than browsing (to enter data on the purchase 
form page), so any correlation between visit time and pur- 
chasing should work against the power law 

Second, there are several pragmatic concerns If the con- 
tent of a Web site changes regularly or, as 15 the case with 
dynamically generated Web pages, is different for every visit 
or when new navigation features are introduced to the site, 
each visit will involve a mixture of old (practiced) tasks and 
new (unpracticed) tasks, which attenuates any learning 
process Thus, visits potentially consist of many aggregated 
tasks Some tasks, such as site registration, are only per- 
formed on the first visit. Similarly, many classic power law 
studies observe hundreds or thousands of repetitions of a 
task In contrast, the subjects in our Web data set have made 
many fewer visits to individual sites The time between vis- 
its, which may be seconds ın laboratory studies, is much 
greater in our data and varies significantly The median time 
between visits to the same site 1s more than four days 

Third, if there are unobserved visits to Web sites, before 
panel membership or at another location such as at work, we 
will have underestimated the number of visits, which leads 
to underestimates of both learning parameters and reduces 
our ability to observe a power law 

Fourth, our data are likely to be much noisier than those 
from a typical power law study Our data come from pan- 
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elists surfing in their living rooms, not in tightly controlled 
lab conditions. Their goals for visiting sites and the tasks 
they perform probably vary widely across visits 2 

These reasons suggest that though the power law might 
be, in theory, a useful metric for understanding real-world 
learning, it ıs not obvious that ıt 1s either applicable or 
detectable in data collected from real-life Internet users 


Modeling the Learning of Web Sites 


Data 


The data we used came from the Media Metrix panel data- 
base, which records all the Web pages seen by a sample of 
personal computer (PC)-owning households in the 48 con- 
tiguous United States (Media Metrix 1s now a division of 
comScore Networks, wwwcomscore com) During the 
period of analysis, Media Metrix maintained an average of 
10,000 households ın its panel every month During the 12 
months, from July 1997 to June 1998, examined in this 
study, the number of participants in the panel averaged 
19,466 per month, roughly 2 per household On each PC in 
the household, Media Metrix installs a software application 
that monitors all Web-browsing activity Members of the 
household must log in to this monitoring software when they 
start the computer or take over the computer from another 
member of the household, as well as at half-hour intervals 

This ensures that PC activity 15 assigned to the unique user 
who performed it Media Metrix surveys more than 150 
variables for each panelist, detailing among other things 
each person's age, sex, income, and education The URL of 
each Web page viewed by members of the household, the 
date and time at which и was accessed, and the number of 
seconds for which the Web page was the active window on 
the computer screen are routinely logged by the software 

Media Metrix records all the page views made by a house- 
hold, even if these page files have come from a cache on the 
local computer Although the Media Metrix panel contains 
participants of all ages, we restricted our analysis to a data- 
base of page views from panelists between 18 and 70 years 
of age, thus eliminating younger users who were unlikely to 
be purchasing on the Web 


—— — —— € M ——— ——— —— M 


2We could not take advantage of the general form of the power 
law function to model any systematic deviations that might be pre- 
sent in the data because of the low number of visits made by the 
majority of panelists Very tew would have made enough trials to 
hit up against their personal asymptotic performance It is unlikely 
that a constant asymptote exists for physical performance of the 
site navigation task, because of typical variance in network delays 
across Web sessions experienced by most Web visitors Because 
we have data from in-home Web surfing only, we may be missing 
many observations that occurred when the panelists visited these 
sites from other locations In addition, many of our subjects may 
have visited these sites before they Joined the panel, so the number 
of trials 1s underestimated The number of prior trials, E, can be 
estimated by means of a grid search for an E > 0 that minimizes a 
loss function (Newell and Rosenbloom 1981) However, stable 
estimates of the number of prior visits require solid estimates of the 
power law function itself based on a large number of observed vis- 
its, and that 1s precisely what we do not have for most of our 
subjects 


Site Selection 


We selected the books, music, and travel categories because 
they register the highest numbers for repeat visits and repeat 
online purchasing among online merchants (see also Bryn- 
Jolfsson and Smith 2000, Clemons, Hann, and Hitt 2002, 
Johnson et al 2002) Sites in each category were chosen 
from lists of leading online retailers from Media Metrix, 
BizRate (www bizrate com), and Netscape’s "What's 
Related" feature, a service provided by Alexa (www alexa 
com) that defines related sites by observing which sites are 
visited by users Table 1 shows the sites considered from 
each of the three categories 3 Although there are certainly 
more sites on the Web in each category, the number of users 
from the Media Metrix panel who visited other sites was too 
low for us to conduct meaningful analyses 

During the period we examined, July 1997—February 
1999, the two largest online booksellers, Amazon com and 
Barnes and Noble, also started to sell music and other cate- 
gories Although we could identify the category being 
browsed on these sites from the URL, we could not easily 
assign the time spent on the site to the different categories 
We ended our analysis of data from the books and music cat- 
egories after June 1998, when Amazon opened its music 
store (Amazon com 1998) 

For a subset of the sites ın each category, noted by an 
asterisk in Table 1, we were able to determine whether a pur- 
chase had been made from the site with а reasonably high 
degree of certainty These were sites that confirmed pur- 
chases with a “thank you” page that has the same text in the 
URL for every purchase made on the sıte We used this sub- 
set of sites to examine the relationship between the parame- 
ters of the power law and whether a purchase had been 
made Although this measure confirms a purchase, it does 
not provide the size of the purchase 


Defining Visits 


Each row of the Media Metrix data contains a URL, a house- 
hold identifier, the date and time the page became active 
(became the window on the desktop with “focus” attached to 
it), and the number of seconds it remained active 4 For our 
purposes, we defined a visit to a site as an unbroken 
sequence of URLs related to the same storefront Our goal 
was to (1) eliminate visits that were accidental (е g , typing 





3Many of these Web companies have several ditterent Web sites 
or pseudonyms that Media Metrix identifies with a single domain 
name For example, Barnes and Noble has seven Web addresses tor 
its site, six of which are hosted on America Online servers 
Because 1t ts important for our analysis that we identify all the 
related sites at which a visitor could learn a particular interface, we 
independently checked Media Metrix's roll-up definitions of 
domain names for the sites we considered We searched for sites 
that had similar words in their URLs for one month, June 1998, and 
checked whether these sites belonged to companies on our Itst and 
were pseudonyms for identical storefronts We verified the number 
of page views for our roll-up definitions with the Media Metrix 


counts for the same domain names К 
*Our data are superior to typical Web server log file data in this 
respect Web server log files record only the date and time a 


the wrong URL, clicking on the wrong link, being misdi- 
rected from a search engine), (2) identify a series of page 
views of a site that should be considered one visit, despite a 
brief side trip to another site, and (3) eliminate visits that 
were artificially lengthened because the user walked away 
from the computer, minimized the browser and did some- 
thing else on the machine, and so forth 

To define visits, we first examined the distribution of the 
time between page views for individual panelists visiting the 
same site These gap times, or interpage times, were the 
number of seconds between the time when the panelist 
stopped actively viewing one page from the site and the time 
when another page from the same site became active Most 
gaps between page views were instantaneous (0 seconds 
duration), as 15 expected if pages are viewed consecutively 
Approximately two-thirds of interpage gaps were less than a 
minute in duration, and beyond one minute, the distribution 
flattened out rapidly, with 95% of all gaps less than 15 min- 
utes long We therefore used 15 minutes between page views 
as the cut-off to distinguish one visit to the same Web site 
from a repeat visit. With this definition of a repeat visit, the 
median time between repeat visits across all three product 
classes is 4 5 days (books 6 2 days, music and travel both 
4 2 days) In addition, we eliminated any visits that had a 
total duration of less than 5 seconds (a typical page load 
time) or exceeded 3 hours (which we assumed reflected an 
unattended browser) These numbers are similar to the defi- 
nitions used by Media Metrix and other firms to define vis- 
Its, and a sensitivity analysis showed that our conclusions 
were robust to these assumptions То provide enough data 
points to allow at least one degree of freedom for testing a 
power law relationship, only the panelists who made three 
or more visits to a site in one of the three categories were 
retained in the data set (N — 7034) To provide stable esti- 
mates, we examined all sites that had at least 30 visitors 
(providing at least ten observations per parameter) 


Analysis 


From the 20-month database of page views, we extracted a 
separate data set for each site, sorting these data sets by date 
and time for each panelist The active viewing time for each 
page during a visit was summed to yield total visit duration 
in seconds After using the natural log function to transform 
visit number and visit duration, we estimated the power law 





requested file was sent to the requesting Internet provider address 
If the file was sent successtully, it can be assumed that the receiver 
at least began to read the file The time spent reading the file 15 
unobserved, but it can be assumed to equal the time between the 
first request and a second request for a page from the same site It 
no further request 15 made, it 15 typically assumed that the page was 
read for 30 minutes and then the session with that site ended There 
can be many problems with these assumptions The Media Metrix 
data show that active viewing often ceases before the next request 
15 made from a site, for example, a visitor may focus on another 
application (e g, sending an e-mail), which makes this second 
application the active window instead of the browser See Novak 
and Hottman (1997) and Dréze and Zutryden (1998) for further 
discussion of these 1ssues 
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ТАВГЕ 1 
Retail Sites Used in the Analysis 


аи 


Travel Sites (July 1997—February 1999) 


AAA com ETN nl PreviewTravel com* 
AlaskaAir com Expedia com Priceline com* 
AAcom HotelDiscount com Southwest com* 
Amtrak com 1096HOTEL com TheTnp com 
Avis com* ITN net TravelWeb com 
BestFares com LVRS com TravelZoo com 
CheapTickets com LowestFare com Travelocity com 
City Net MapBlast com TWA com 
Continental com MapQuest com UAL com 
Delta-Air com NWA com ОЅАгмауѕ com 
Book Sites (July 1997—June 1998) 
Acses com Books com Kingbooks com* 
AltBookStore com BooksaMillion com Powells сот“ 
Amazon com* BooksNow сот“ Superlibrary com 


BarnesandNoble com 
BookZone сот“ 


Music Sites (July 1997-June 1998) 


Borders com* 


Wordsworth com* 


BestBuy com* CDWorld com* MusicCentral com 
CDConnection com eMusic сот“ MusicSpot com 
CDEurope com Ktel com Newbury com* 
CDNow com* MassMusic com TowerRecords com* 
CDUniverse сот“ MusicBoulevard com Tunes com* 
CdUSA com 


“Purchases can be identified from Media Metnx data (URL) with a high level of confidence 


using two approaches The first 1s an individual-level linear 
regression, 


(3) log(T) = B + о log(N), 


where Т 15 the visit duration, № 1s the number of that visit, В 
15 the intercept (which can be interpreted as an estimate of 
the log of B, the initial visit baseline time), and а. 1s the 
learning rate This approach makes no assumptions about 
the sign of с, though the power law posits a negative esti- 
mate These individual linear regressions avoid many of the 
problems associated with the analysis of aggregate practice 
law data (Delaney et al 1998) The mean of the individual- 
level estimates of а, for each site provides an unbiased indi- 
cator of the mean power law slope for that site (Lorch and 
Myers 1990), and we conducted a series of one-tailed t-tests 
to compare the value of a with 05 

Although these individual-level estimates are unbiased, 
they are a conservative measure and limit the number of 
predictor variables, which provides limited. flexibility. in 
testing alternative models Our second estimation approach 
therefore was to use a hierarchical (random effects) linear 
model that allows heterogeneity in f) and о and provides 
empirical Bayes estimates for each panelist 


(4) Log(T), = (В, + An) + ( + Халово) + £p 





5We also examined aggregate patterns for the power law, а 
method that 1s inferior because of heterogeneity across consumers 
The power law results are qualitatively similar For example, an 
analysis of Amazon com shows an « of — 31 with an R2 of 45, a 
result that does not change much 1f we alter the number of visits 
used 1n estimation from 3 to 5 to 20 


66 / Journal of Marketing, April 2003 


where D, is the intercept for site j, and а, 1s the slope of the 
learning curve for site у In addition, we estimated Ад, and 
An which represent individual-level heterogeneity in esti- 
mates of В and æ, respectively We assumed that А; and A, 
were distributed normally and independently and that е, had 
mean 0 and was independent 


Results 


The Power Law and Repeat Visits to Web Sites 


Table 2 shows the mean individual-level estimates for B (the 
intercept) and а. (the learning rate), as well as the mean of 
the empirical Bayes estimates including heterogeneity, for 
the 36 sites The sample-weighted average learning rate for 
the individual-level estimates, 15 — 19 (95% confidence 
interval = — 21 to — 18, Hunter and Schmidt 1990) With two 
exceptions, Delta-Aircom and HotelDiscount com, the 
individual-level means are negative, so visit duration 
declines as more visits are made, as we would expect if the 
power law of practice applied to Web site visits Of the 36 
sites, 28 (78%) had significantly more negative than positive 
individual-level estimates of a, and the number of negative 
estimates was significantly more than would be expected by 
chance (50%) There were no significant positive slopes 
The empirical Bayes estimates generally agreed with the 
individual-level regression estimates All but 3 sites had neg- 
ative empirical Bayes mean slopes, and 30 of the 36 sites 
(83%) had negative slopes and a mean а, that was signifi- 
cantly negative, p < 05 The empirical Bayes model enabled 
us to test the estimates for the fixed components of the slope 


TABLE 2 
Estimated Power Law Functions 


eee 
Individual-Level 
Ordinary Least Squares 
Power Law Estimates 


Empirical Bayes 
Power Law Estimates 


Empirical Bayes 
Linear Model Estimates 


Site N В а В а В a 


SSS 56. 

Travel Sites 6146 
Map Quest com 1482 537 — 118*** 5 39 —.053** 531 — 007* 
Travelocity com 1394 552 — 176*** 559 — 081*** 545 — 009*** 
Expedia com 1227 541 — 102*** 542 — 032* 537 — 003 
PreviewTravel com 1167 513 — 164*** 5 13 -—053** 504 — 002 
City net 1005 487 —215*** 500 — 149*** 4 81 — 029*** 
Southwest com 620 5 56 — 279*** 5 69 — 138*** 5 46 – 015*** 
AA com 595 534 — 167*** 5 36 —073** 522 — 002 
Delta—Air com 425 503 009 5 06 010 505 005 
NWA com 402 567 – 321*** 578 —228"* 537 — 020"** 
Continental com 331 527 – 236*** 5 36 — 143*** 5 12 — 016"* 
UAL com 326 5 19 —141* 532 — 127“ 514 – 022" 
ITN net 326 5 03 — 298'** 5 58 — 090** 542 — 007 
Priceline com 292 535 —230** 5 89 — 844*** 5 53 — 098"** 
USAirways com 284 505 — 423*** 533 ~ 335*** 483 — 049*** 
TravelWeb com 261 5 14 — 359*** 5 16 — 035 5 12 — 009 
TheTrip com 213 521 – 287*** 5 30 — 116** 5 08 — 006 
BestFares com 203 553 —379*** 555 — 158*** 527 — 014** 
Amtrak com 198 538 — 602*** 568 —414*** 504 — 048*** 
MapBlast com 181 535 – 083 535 – 023 532 — 004 
TWA com 151 543 – 388*** 5 39 — 098* 522 — 008 
TravelZoo com 150 5 12 -301*** 527 — 197** 497 — 025* 
AAA com 104 513 — 159 553 — 302*** 507 — 039** 
LowestFare com 99 4 26 — 082 4 77 042 4 79 019 
CheapTickets com 95 529 — 509*** 5 81 — b13*** 521 ~ 122"** 
Avis com 79 544 — 167 550 — 076 5 36 002 
1096HOTEL com 77 5 06 — 243* 530 —210* 496 — 021 
AlaskaAir com 49 5 13 — 286* 5 30 — 175" 502 – 022 
ЕТМ п! 43 5 03 — 534“ 541 ~ 427** 501 — 142* 
LVRS com 43 514 — 329 542 — 242* 4 99 – 015 
HotelDiscount com 39 4 56 028 4 96 — 031 4 88 009 

BIC 257,471 257,708 

Book Sites 1282 
Amazon com 1044 5 17 — 175*** 527 —077*** 513 — 006* 
BarnesandNoble com 370 4 78 — 044 4 76 013 4 76 007 

BIC 30,796 30,816 

Music Sites 534 
CDNow com 256 529 — 169** 524 — 022 5 18 004 
MusicBoulevard com 206 5 11 — 189* 5 15 — 078* 500 – 003 
BestBuy com 75 4 92 — 286* 5 15 — 230** 4 76 — 019* 
CDUniverse com 42 4 89 — 343* 5 00 — 197* 4 70 — 027 

BIC 11,706 11,730 


*p « 05 (one-tailed) 

**p < 01 (one-tailed) 

***p < 001 (one-tailed) 

Notes All В significantly > 0, p< 001 BIC = Bayesian information critenon 


and the intercept across all the sites in a product category In 
all three categories, the negative slope (0) and positive inter- 
cept (B) were significant, p « 001, and the majority (77 896) 
of the learning coefficients (0) for specific sites were both 
significant and negative 

Figure | illustrates the estimated learning functions for 
both book sites, the four music sites, and some of the most 
frequently visited travel sites As can be seen in Figure 1, 
there are significant differences in the learning rates across 


the sites in all three categories In the case of books, the 
learning rate for Amazon 1s much faster that that for Barnes 
and Noble These learning curves conform to the conven- 
tional wisdom that, initially at least, Barnes and Noble’s 
online store lagged Amazon in the quality of its interface 
design Nielsen (1999), for example, said “the best major 
site was probably amazon com as of late 1998,” and many 
commentators accused Barnes and Noble of playing “catch- 
up” in its approach to online design 
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FIGURE 1 
Power Law Learning Curves for Sites from the 
Travel, Music, and Books Categories 
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We should note, however, that there are several reasons 
that differences 1n slopes and intercepts must be interpreted 
with some caution Across categories, the nature of the task 
may change Finding books may involve different decisions 
than finding an appropriate airline ticket Across sites, the 
set of users attracted to the site, their online experience, net- 
work connection speed, and other vanables may also differ 
The major point to be drawn from Figure 1 and Table 2, 
therefore, 15 that for most sites, the power law of practice 
provides a good account of visit times. The dynamic nature 
of Web content makes it difficult to relate specific charac- 
teristics of these particular Web sites to their power law 
parameters Without an archive of server images for these 
Web sites collected at regular intervals, it 1s practically 
1mpossible to ascertain all the changes in content and design 
made on these sites during the time of observation How- 
ever, such research 1s possible to conduct prospectively, as 
are studies that explore these issues in experimental 
contexts 


Alternative Models and Tests 


Although theory and evidence from other studies of practice 
suggest that a decrease in task duration 1s best modeled by a 
power law, we compared the results from the power law 
regression analysis with a likely alternative, a simple linear 
model, similar to the one used in Equation 3 but with a sım- 
ple linear representation of the number of visits The natural 
log of visit time T remains the dependent variable, because 
this transformation normalizes the distribution. ОЁ visit 
times 6 To compare models, we used the Bayesian nforma- 
tion criterion (BIC) All models had the same number of 
parameters As can be seen in Table 2, the power law model 
was a superior model to the linear model of learning in all 
three product classes ? 

In addition to comparing the two functional forms, we 
can construct an ordinal test of the differences in visit dura- 
tion (untransformed) for the first three visits made by each 
panelist If the data follow an exponential trend, the differ- 
ence in duration between Trial 1 (tj) and Trial 2 (t5) will be 
greater than the difference in duration between Trial 2 (t;) 
and Trial 3 (5) That is, 


(5) (t; — t2) > (t; - ty) 


If, however, these differences follow a linear trend, the prob- 
ability of observing a first difference greater than the second 
difference will not differ from chance (p = 5) In other 
words, with a linear slope, only approximately 50% of sub- 
Jects will have a first difference (t, — (2) greater than the sec- 
ond difference (t; — t3), whereas for an exponentially 
decreasing slope, this number should exceed 50% ‘Table 3 
shows the results of a series of binomial tests for each site 


6Similar analyses with an untransformed dependent measure 
show a weaker pattern of results than the log-transformed visit 
times 

7We performed similar tests using individual-level regressions 
with similar results The fit of the linear model is worse, overall, 
than the fit of the power law model, and only five sites (13 9%) 
have more significant estimates of & trom the linear model than 
from the power law model 


with more than 30 visitors. At each of these sites, more than 
50% of users had a first difference (t, — t5) greater than the 
second (t; — t3), and for 30 of the sites (83 3%), this differ- 
ence was significant We also examined the differences in 
duration of the second, third, and fourth visits, though fewer 
panelists recorded this many visits Again, for the majority 
of the sites (63 9%), the percentage of visitors with a second 
difference (t; — tz) greater than the third (t4 — t4) was signif- 
icantly greater than 50% If the signs of these differences are 
considered independent trials, the overall percentage for 
(ti — ty) > (0 — t3) 1s 57 7% and for (t; — t3) > (t4 — t4) is 
56 8% Both are significantly different from the 50% that 
would result if a linear model was the best description of the 


data These results strengthen our claim that the decline 1n 
visit duration with successive visits 1s exponential and better 
modeled with a power function than a simple linear 
function 

A major difference between laboratory applications of 
the power law and the real-world task that we observe is the 
variability in the periods between trials. In laboratory stud- 
ies, one task occurs right after another with little intervening 
time However, in our naturalistic application, trials may 
occur on the same day or months apart.8 We examined 





8We thank an anonymous reviewer for this insightful suggestion 


TABLE 3 


Binomial Test of Differences in Visit Duration 
eee es 


Site N,a 9e(t = to) > (t2 = t3) Nb %(to = t3) > (t5 = t4) 
Travel Sites 
MapQuest com 1482 55.7*** 970 57 5*** 
Travelocity com 1354 55 8*** 932 53 2* 
Expedia com 1204 56 0*** 837 58 1*** 
PreviewTravel com 1156 56 1*** 712 55 8*** 
City net 1003 55 9*** 602 58 3*** 
AAcom 583 56 1** 371 58 0*** 
Southwest com 575 536* 394 57.4** 
Delta-Air com 417 60 4*** 272 59 2*** 
NWA com 337 58 5*** 237 62 9*** 
Continental com 331 58 9*** 225 556* 
UAL com 325 62 2*** 190 532 
USAirways сот 284 60 9*** 175 59 4** 
Pnceline com 255 57 6** 128 59 4* 
BestFares com 201 62.7*** 143 62 2" 
Amtrak com 198 57.6* 109 66 1*** 
TravelWeb com 190 61 1*** 107 570 
MapBlast com 181 58 0" 107 59 8* 
TheTrip com 166 60 2" 127 62 2** 
ITN net 153 66 0*** 91 58 2* 
TWA com 150 64 0*** 94 489 
TravelZoo com 150 67 3*** 89 58 4* 
AAA com 101 60 4* 53 566 
CheapTickets com 95 64 2** 61 557 
1096HOTEL com 73 534 35 57.1 
Avis com 65 61 5* 35 45 7 
AlaskaAir com 46 587 28 500 
ETN nl 43 58 1 24 708* 
LVRS com 35 62.9* 21 333 
LowestFare com 33 758'** 17 529 
HotelDiscount com 25 80 0*** 12 583 
Book Sites 
Amazon com 962 61 0*** 603 53 9* 
BarnesandNoble com 360 56 9** 204 50.0 
Music Sites 
CDNow com 250 58 8** 152 57 2* 
MusicBoulevard com 176 534 99 61 6** 
BestBuy com 75 560 50 52.0 
CDUniverse com 42 524 23 652* 
Overall 13076 57.7*** 8329 56 8*** 


*p « 05 (one-tailed) 

**p « 01 (one-tailed) 

***p « 001 (one-tailed) 

aNumber of visitors with three valid trials 
bNumber of visitors with four valid trials 
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whether we could improve the fit of the power law by 
including the interval between repeat visits as a covariate in 
the following empirical Bayes estimation 


(6) Log(T),, = (В, + Ад) + (о, + Aa )log(N,) 
+ (у + A3)log(Gyn) + Ey 


where Сум 15 the interval time (or gap) preceding the Nth 
visit (N > 1) by user 1 to site ] (log transformed to normalize 
the distribution of С), ү 1s the fixed effect of the gap in tıme 
between visits to site J, and Аз 1s a normally distributed ran- 
dom variable accounting for individual-level heterogeneity 
in y These intervals were significant and positive (travel = 
045, р < 0001, books = 056, p < 0001, music = 031, p< 
001), and the inclusion of a gap parameter improved the fit 
of the model, which indicates that the longer the time 
between visits, the longer the visit takes Yet the power law 
still described the data, о; remained significantly negative in 
two of the three categories (travel p « 0001, books p= 273, 
not significant [n s ], music p= 006) This alternative model 
represents an important modification of the power law when 
applied to nonexperimental Web data Whereas traditional 
applications of the power law emphasize the amount of 
practice and ignore its timing, this modified power law sug- 
gests that the density of practice matters in these data 


Alternative Explanations 


An alternative explanation for this power law function is that it 
does not reflect learning on the part of the user but rather adap- 
tation on the part of the network to the user's needs Specifi- 
cally, many Internet service providers and browsers cache 
copies of popular pages, that 15, keep local copies of Web 
pages so they can be retrieved faster after the initial access 

To control for caching, we reran the power law model 
and added a variable that distinguished the first (and pre- 
sumably uncached) visit to the site from all subsequent vis- 
its If the decrease in visit times we observed was due to 
caching, we would expect this variable to be significant and 
the power law relationship to disappear or be greatly dimin- 
ished Although the inclusion of this control variable dimin- 
ished the size of the slope coefficient, с, most remained 
negative and significant The first trial dummy variable was 
significant for travel sites (F(1, 65000) = 61 69, p « 0001) 
and book sites (F(1, 7504) = 4 32, p = 038) but not for 
music sites (F(1, 2962) = 1 29, ns) However, for all three 
categories—travel (F(30, 65000) = 7 40, p « 0001), books 
(F(2, 7504) = 2 97, p = 026), and music (F(4, 2962) = 2 42, 
p = 023)—a remained significantly negative Similar 
results were found at the individual-site level For example, 
16 (53 3%) of the 30 travel sites possessed a significant, 
negative slope coefficient, and 23 (76 7%) of 30 remained 
negative In addition, we compared the power law and linear 
models with the cache term included in both models This 
enabled us to test whether the apparent increase in fit of the 
power law compared with a linear learning function was due 
to lengthy first visits followed by subsequent caching How- 
ever, for all three categories, the power law model had a 
lower BIC than the linear model 

We also examined the possibility that the slope coeffi- 
cient, ©, might reflect not learning, but rather a decrease in 


70 / Journal of Marketing, April 2003 


interest 1n the site We examined the correlation between a 
panelist's individual-level & for a site and the number of 
Observations (visits) used to estimate that о. These correla- 
tions showed no systematic pattern across product classes 
(т = —07, —002, and 04 for books, music, and travel, 
respectively) but are statistically significant given the large 
sample sizes This analysis, along with our subsequent 
demonstration that faster learning leads to increased proba- 
bility of buying, suggests that a decrease in interest does not 
account for our observed results 

Another reasonable alternative explanation for the 
observed decrease 1n visit duration 1s that people allocated a 
certain amount of time to Web surfing per session, but with 
the number of Web sites increasing over the period spanned 
by our data set from 646,000 in January 1997 to 4 06 mil- 
lion 1n January 1999 (www iconocast com), less time could 
be devoted to any one site If this hypothesis 1s correct, the 
number of sites in any product class visited per month by a 
household should constantly increase, and each should 
receive a decreasing share of session trme However, the 
number of sites visited per month appears to be constant 
within a product class over time (Johnson et al 2002) 

Although our results and the power law model were con- 
sistent with a learning account, our results also parallel sur- 
vey evidence that new Internet users navigate the Web 1n a 
more exploratory, experiential mode compared with ехреп- 
enced users (Novak, Hoffman, and Yung 2000) This transi- 
tion from initial exploration to more efficient, goal-directed 
navigation may be another factor in diminishing visit times 
at specific sites, may apply to overall Web surfing behavior, 
and may explain connections with purchasing, but 1t does 
not rule out the underlying operation of the power law of 
practice 


Does Learning Lead to Buying? 


Although we have found strong evidence at the individual 
level for the power law of practice in Web browsing behav- 
ior, 18 the power law consistently related to the buying 
behavior of Web site visitors? Are visitors more likely to buy 
from the sites they know best and can navigate more effi- 
ciently? If this 1s true, we should find a relationship between 
the two learning parameters, о and D, and the probability of 
making a purchase on any particular visit We expect a neg- 
ative relationship with purchasing for both parameters, in 
that faster initial visits (lower B) and faster slopes (lower ox) 
may produce a greater likelihood of buying To test this, we 
included the individual empirical Bayes estimates of & and 
В as predictors, as well as a variable N — 1, where № 15 the 
number of visits to the product category Prior analysis sug- 
gests that buying probability increases as more visits to a 
category are made (Moe and Fader 2001) In addition, 
although we had no a priori theory of how the effect of the 
power law parameters might change over time, we included 
the interactions between N and the power law coefficients 
We use N — | rather than N because this enables meaningful 
interpretations of these interaction terms (Irwin and McClel- 
land 2001) When N - 1 = 0, the model predicts purchase 
probability for the first visit (N — 1) using only the intercept 
and the two learning parameters 


We estimated the following logit model for each product 
class 


(7) Виум = Yo + о + В + ¥3(N — 1) + үш (ЇЧ – 1) 
+ ВМ — 1) + &y 


where Buyy 15 1 if category visit number М by a visitor to a 
site results ın a purchase, 0 otherwise, а. ıs that visitor’s 
learning rate for this site; B 1s the visitor’s power law func- 
tion intercept (1 e., the estimated log of first visit time), and 
М 1s the category visit number In addition, о(№ — 1) ıs the 
interaction of © and the category visit number №, similarly, 
ВОМ — 1) is the corresponding interaction, and Y, the inter- 
cept, and үү, ү», Үз, Үд, and Ys are all parameters to be esti- 
mated The results are shown in Table 4 The logit model 
explained a significant amount of variance in buying (versus 
not buying) during specific visits 

For all three product classes, the main effect of а, was 
negative and significant, as we predicted The effect of B for 
two of the three product classes, music and travel, was sig- 
nificant in the predicted direction As we expected, there 
was a significant tendency in both product classes for the 
probability of a purchase to increase with an increase in cat- 
egory visits 

The next two columns of Table 4 show that the number 
of visits to the site moderated some of these effects For 
music, both interactions suggest that the effect of learning, 
©, decreases over time, whereas for travel, the effect of В 
seems to increase over time However, they are very small 
effects compared with the simple effect of о and, within the 
range of learning we observed, slightly attenuate but do not 
reverse the beneficial effects of learning 

To illustrate the entire pattern, Figure 2 plots the varia- 
tion in purchase probability for music sites over a range of 
a and N that is observed in the data we used to estimate the 
model In Figure 2, а, ranges +1 5 standard deviations from 
its mean (Jaccard, Turrisi, and Wan 1990), and the number 
of visits to the category N increases from one to ten, when В 
1s held constant at the sample mean Visitors with the fastest 
learning rates (0) had the highest probability of purchase at 
all trials For example, changing the learning rate from — 1 
to – 2 doubles the probability of purchase from 01 to 02 on 


FIGURE 2 
Probability of Purchase: Variation Over the 
Observed Range for Learning Rate (x) and Num- 
ber of Visits to the Product Category (N) for Music 
Sites 
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the fourth visit The effect of N can be seen as the entire 
plane tilts upward, but this effect 15 small compared with the 
Increase due to the learning rate Finally, the interaction 
between ® and N produces a slight flattening of the slope of 
the effect of learning as N increases, but this effect 15 
obscured by the effect of the logit transform and only notice- 
able outside the range of visits we typically observed 

The plots for the significant interaction effects of first 
visit duration, B, and N for the music and travel sites were 
similar to Figure 2 Visitors with faster first visit times had a 
higher probability of purchasing at all trials, though there 


TABLE 4 
Logistic Regression Predicting Buying on Visit N from Learning Rate (o), Baseline Time (B), and Category 
Visit Number (N) 
eee 
Predictors 
Likelihood 
na Intercept a N-1 ax(N-1) Bx(N-1) (5 Degrees 
of 
Parameter Yo nN % % T5 Freedom) 
$A COC COM) 
Books 2824 -3 42*** —5 54* 035 — 004 192 005 14 23* 
Music 1526 —2 50*** —552** – 80*** 010*** 068* 009*** 13 02* 
Travel 57639 -3 03*** –2 19*** — 45*** 001*** 000 — 002*** 516 08*** 


*p < 05 (one-tailed) 
**p < 01 (one-tailed) 
***p « 001 (one-tailed) 


aNumber of observations (visits) Number of valid visits per individual ranges from 3 to 678 
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was a slight tendency in travel for this effect to decrease 
with more visits 


Limitations 


The data from the time period we examined are rather 
sparse, because the frequency of online buying was rela- 
tively limited compared with subsequent periods Similarly, 
the number of stores visited 1s limited, which makes the 
analysis of visit patterns difficult Analysis of more recent 
data may not only replicate our current results but also be 
able to test new hypotheses in data sets that observe more 
frequent purchase visits Another significant limitation. 15 
that these data lack several covariates that would increase 
our ability to predict visit штез We lack information about 
connection speed, details about the contents of each Web 
page and product offering, and details about caching, net- 
work delays, and so forth Finally, unobserved prior visits 
not only flatten the learning curve, making it harder to detect 
learning improvement, but also introduce selection effects 
that may be alternative explanations for the relationships we 
observe For example, the increasing number of visits may 
їп reality have no effect on purchase probability but appears 
to do so because our data omit early visit purchases made 
before panel membership Such information is becoming 
increasingly available, especially in controlled lab studies, 
and we believe our current work is a first step toward more 
sophisticated models that will provide excellent accounts of 
viewing time and purchase behavior 


Discussion 


Implications for Web Competition 


We have shown that visit duration declines the more often a 
site 1s visited This decrease in visit time follows the same 
power law that describes learning rates in other domains of 
individual, group, and organizational behavior Just as prac- 
tice improves proficiency with other tasks, visitors to a Web 
site appear to learn to be more efficient at using that Web site 
the more often they use и This 1s consistent with the small 
amount of competitive search observed in similar analyses 
of the Media Metrix data set, їп which most panelists are 
loyal to just one store tn the books, music, and travel cate- 
gortes (Johnson et al 2002) 9 Consistent with this view, we 
find a relationship between the ease of learning a Web site 
and the probability of purchasing 

The major implication of the power law of practice 1s 
that a navigation design that can be learned rapidly is one of 
a Web site's strongest assets Although it 1s inconceivable 
that a Web site would be designed to be difficult to use, our 
results show considerable variation in ease of learning 
across sites and, perhaps most important, indicate that easier 
learning of a Web site leads to an increased probability of 


9A possible explanation for the low level of comparison shop- 
ping 1s that people use one site to comparison shop, that 15, a price- 
bot We found little usage of pricebots (e g , Acses) in the Media 
Metrix data 
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purchase This suggests that the layout of a site can be an 
1mportant strategic tool for online stores Our advice for 
managers of Web sites with rapid learning rates 1s to main- 
tain the current navigation design if possible Altering the 
navigation design of a site reduces the cognitive. lock-in 
effect of practiced efficiency and reduces an important com- 
petitive strength If customers must learn a site design all 
over again, they might decide to learn someone else's 
instead Customers come back on repeat visits to find new 
content, and the more varied the content, the more they will 
be encouraged to return Whereas content should be 
refreshed often, changes in site design should be reviewed 
carefully 

Interface design can be exploited by both incumbents 
and competitors An existing firm with a large customer 
base can extend to new product categories by using its 
familiar navigation design to encourage purchasing This 
seems to be the heart of what might be termed Amazon’s 
“tabbing” strategy, which introduces additional product 
classes (e g , CDs) using the same navigational structure as 
previous categories (e g, books) use and adds these new 
product classes as tabs along the top of a page Such tech- 
niques lower the cost of using the site for new categories, 
some tasks will be new, but others are already completed 
(such as registering) or more easily accomplished Site 
designers can take advantage of the power law to sequen- 
tially space the introduction of new features, allowing suffi- 
cient time between changes for the previous feature to be 
fully mastered so that cognitive resources can be devoted to 
mastering the new feature !0 

Within legal limits, competitors can copy many design 
features of a familiar user interface Most Web sites have 
already recognized the value of intuitive navigation design, 
and sites that have made successful innovations in site 
design have had many imitators Some elements of site nav- 
1gation, such as the ubiquitous use of tabs, quick search 
boxes, cookie-set preferences, and sometimes the whole 
look and feel of a competitor, are easily copied Other navi- 
gation elements are harder to reproduce, for example, Ama- 
zon com applied for a process patent for its 1-Click feature 
and, since an out-of-court settlement with major rival 
Barnes and Noble (Cox 2002), has licensed its use Ап addi- 
tional competitive advantage can be elements that customize 
the site in ways that make it easier to изе For example, the 
accuracy of purchase recommendations based on previous 
purchases at one store cannot easily be duplicated by that 
store’s competitors, so it represents a difficult-to-1mitate 
source of learning 

Another example from the short history of Web retail 
competition. of how information сап provide lock-in is 
eBay's seller ratings, which lock sellers into the service and 
diminish the risk for buyers This feature enabled eBay to 
maintain an 80% market share when well-known competi- 
tors such as Yahoo! were offering similar auction services 


10We thank an anonymous reviewer for this recommendation 


Managers of Web sites with customers locked in by the 
ease of using the site may be able to take advantage of cog- 
nitive switching costs and charge price premiums. Smith and 
Brynjolfsson (2001) provide evidence that Amazon and 
Barnes and Noble charge a price premium over less well- 
known and, therefore, more risky sites. Sites that have easy- 
to-learn but difficult-to-imitate interfaces may also realize 
premiums їп valuation. In the absence of other switching 
costs or loyalty schemes, cognitive lock-in implies an 
installed base of loyal customers whose lifetime value will 
provide a steady stream of earnings in the future (Shapiro 
and Varian 1999) 


Further Research and Extensions 


We used the analogy of the familiarity of a supermarket’s 
layout as a form of cognitive lock-in, and we believe our 
results may be applicable far beyond the Web For a broad 
range of products, ranging from video cassette recorders and 
personal digital assistants to services such as electronic 
organizers or voice mail menus, ease of learning relative to 
the competition 1s a relevant competitive attribute, not just 
because ease of use is itself good but also because it 
increases switching costs Although this observation 1s not 
new, our work proposes a framework for modeling and met- 
rics for assessing ease of learning that might be helpful This 
framework could be used to study learning and loyalty in 
many environments in which cognitive costs are a newly 
important factor because technological advances have mini- 
mized physical costs 

Focusing on the Web, many new metrics have been pro- 
posed for measuring the attractiveness of Web sites, such as 
stickiness and interactivity (Novak and Hoffman 1997) 
Many of these measures assume a positive correlation 
between a visitor's involvement with the site and the dura- 
tion of his or her visit or the number of pages viewed We 
suggest that this relationship between visit length and inter- 
est is typical of a visitor's initial online behavior after adop- 
tion of the Web, but it is important, especially with regard to 
experienced Web surfers, to distinguish between utilitarian 
transactional and informational sites and hedonic media and 
entertainment sites (for a similar classification, see Hoffman 
and Novak 1996, Zeff and Aronson 1999) When a site's pri- 
mary purpose ts to encourage transactions, a decreasing pat- 
tern of visit times may be a good outcome However, for а 
media site likely supported by advertising revenues, we 
expect the opposite pattern, or perhaps a constant mean 
duration, to characterize a successful site !! 





‘The drop in visit times we observe and model as exponential 
learning could represent the fatlure of Web shopping sites to gen- 
erate a “compelling online experience” (Novak, Hoffman, and 
Yung 2000, p 23) that keeps visitors browsing for long periods on 
successive visits Instead, visitors are returning only to buy, which 
takes much less time than browsing The more rapidly visitors 
switch trom an experiential, exploratory mode of visiting to a goal- 
directed purchasing mode, the more purchasing occurs Again, we 
thank an anonymous reviewer for these observations 


An area of further research of much interest for online 
retailers ts identifying what makes a site easy to learn What 
are the determinants of low initial visit times? What fea- 
tures of a Web site determine subsequent learning? Addi- 
tional research could characterize the attributes of various 
Web sites, in terms of both infrastructure (servers, caching) 
and page design (limited graphics, useful search capabili- 
ties), and relate them to observed visit times Such empiri- 
cal research would help the development of a better cogni- 
tive science of online shopping (Nielsen 2000) 
Experimental work ın this direction recently has been 
reported by Zauberman (2002) and Murray and Haubl 
(2002) 

Economic theory suggests that the low physical costs of 
information search on the Web should encourage extensive 
search (eg, Bakos 1997) However, when the data are 
examined, Web information search is fairly limited (Johnson 
et al 2002), and this, coupled with our finding about cogni- 
tive switching costs, argues for the development of a behav- 
1oral search theory that extends economic theory beyond its 
concentration on physical costs Cognitive switching costs 
are difficult to value in monetary terms, at least for the con- 
sumer evaluating the decision to search multiple sites versus 
staying with one familiar site. It would be worthwhile to 
examine whether this observed loyalty is a rational adapta- 
tion to search costs or 1f there are systematic deviations that 
can be predicted from an alternative theoretical framework 

The reaction of markets to cognitive lock-in 1s another 
interesting topic for additional research Just as they con- 
sider other sources of switching costs, customers who antic- 
ipate that adopting a site as a favorite will lock them in 
should adopt the standard strategies for minimizing the 
effects of lock-in (Shapiro and Varian 1999) First, they 
should sell their loyalty dearly, choosing the site that pays 
the most for their lifetime value or offers the most support 
for relearning another site’s navigation Second, they should 
always have an escape strategy For example, consumers 
should choose sites or tools that minimize switching costs 
One example that has not been widely adopted 15 a попрго- 
prietary shopping wallet that can be used for quick buying 
from multiple sites 


Conclusion 


We suggest that the power law of practice, an empirical gen- 
eralization from cognitive science, applies to visits to Web 
sites. Our results show that visits to Web sites are best char- 
acterized by decreasing visit times and that this rate of learn- 
ing 1s related to the probability of purchasing 

We suggest that cognitive rather than physical costs are 
important 1n online competition and that this has several 
implications for Web site managers Cognitive lock-in also 
has welfare implications for consumers, and we suggest 
some strategies they can adopt to reduce its effects The phe- 
nomenon of cognitive lock-in due to the power law of prac- 
исе is an important area for further research Although we 
have empirically examined the applicability of this idea 
using Web sites, we believe such cognitive lock-in 15 an 
increasingly important factor for a broad range of products 
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С.В. Bhattacharya & Sankar Sen 


Consumer-Company Identification: 
A Framework for Understanding 
Consumers' Relationships with 

Companies 


In this article, the authors try to determine why and under what conditions consumers enter into strong, committed, 
and meaningful relationships with certain companies, becoming champions of these companies and their products 
Drawing on theories of social identity and organizational identification, the authors propose that strong 
consumer-company relationships often result from consumers' identification with those companies, which helps 
them satisfy one or more important self-definitional needs The authors elaborate on the nature of consumer-com- 
pany identification, including the company identity, апа articulate а consumer-level conceptual framework that 
offers propositions regarding the key determinants and consequences of such identification in the marketplace 


relationship management (CRM) are the marketing 
mantras of today In their quest for sustained success 
1n a marketplace characterized by product proliferation, 
communication clutter, and buyer disenchantment, more and 
more companies are attempting to build deep, meaningful, 
long-term relationships with their customers! Yet tf the 
business press 15 any indication, only a few companies (e g , 
Harley-Davidson, The Body Shop, Patagonia, Southwest 
Airlines) seem to have realized the ultimate promise of such 
relationship-building efforts the consumer champion or 
advocate, who not only ıs utterly loyal but also enthusiasti- 
cally promotes the company and its products to others 
What distinguishes the companies that have struck 
telationship-gold from the rest? What ıs the nature of the 
relationships they have with their customers? When and why 
are such relationships likely to occur? A large body of 
research, in domains ranging from customer satisfaction 
(е g , Fournier and Mick 1999), relationship marketing (e g, 
De Wulf, Odekerken-Schroder, and Iacobucci 2001), and 
loyalty (e g , Reichheld 1996) to, more recently, CRM (e g, 
Winer 2001), has tried to understand and delineate how 
firms, or the “people behind the brands" (McAlexander, 
Schouten, and Koenig 2002, р 50), can build deeper, more 


C intimacy, customer equity, and customer 





I We use the term company їп its broadest sense to refer to any 
organization (both for-profit and nonprofit) that operates in the 
marketplace and makes product offerings (e g , goods, services, 
experiences, information, ideas) to satisfy consumers’ needs and 
wants 
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committed relationships with customers and turn them into 
champions However, as Fournier, Dobscha, and Mick 
(1998) point out, such relationships are likely to remain elu- 
sive for most marketers without a more precise understand- 
ing of when and why consumers respond favorably and 
strongly to compantes’ relationship-building efforts, enter- 
ing volitronally into the kinds of consumer-company rela- 
tionships that transform them into fervent supporters of the 
companies and their products (see Malaviya and Spargo, in 
press) 

This article contributes to the growing research on 
consumer—company relationships by proffering the notion of 
consumer-company identification (C-C identification) as 
the primary psychological substrate for the kind of deep, 
committed, and meaningful relationships that marketers are 
increasingly seeking to build with their customers More- 
over, И draws on theories of social identity (Brewer 1991, 
Tajfel and Turner 1985) and organizational identification 
(Bergami and Bagozzi 2000, Dutton, Dukerich, and Harquail 
1994, Mael and Ashforth 1992, Whetten and Godfrey 1998) 
to provide a coherent, comprehensive articulation of both the 
conditions in which consumers are likely to identify, or feel 
a sense of belonging (Mael and Ashforth 1992), with a com- 
pany and the bases and consequences of such identification 

To date, identification research has focused primarily on 
elucidating employees’ relationships with their employer 
(e g , Dutton, Dukerich, and Harquail 1994) and members’ 
relationships with nonprofit organizations, such as muse- 
ums, theaters, and universities (e g , Bhattacharya, Rao, and 
Glynn 1995, Mael and Ashforth 1992) Central to this arti- 
cle 15 the notion that identification with organizations can 
also occur in the absence of formal membership (Pratt 1998, 
Scott and Lane 2000), as with the case of consumers and 
companies, both for- and nonprofit More specifically, on 
the basis of the well-documented, strong, positive conse- 
quences of identification (e g , Bergami and Bagozzi 2000, 
Mael and Ashforth 1992), we assert that consumers become 
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champions of the companies with whom they identify (е g , 
Apple, Greenpeace) 

We draw on prior research (Dutton, Dukerich, and Har- 
quail 1994, Pratt 1998) to conceptualize consumers’ 1йепи- 
fication with a company as an active, selective, and voli- 
tional act motivated by the satisfaction of one or more 
self-definitional (1.e , "Who ат 17") needs In doing so, we 
bring a consumercentric perspective to CRM rhetoric and 
suggest that identification-based consumer-company rela- 
tionships cannot be unilaterally imposed by companies, they 
must be sought out by consumers in their quest for self- 
definitional need fulfillment In other words, 1n addition to 
the array of typically utilitarian values (e g, high product 
value, consistency, convenience) that accrue to consumers 
from their relationship with a company (Malaviya and 
Spargo, in press), we propose a higher-order and thus far 
unarticulated source of company-based value that con- 
sumers receive when they identify with the company This 
value enhances the importance of the relationship and 
results ın certain company-directed behaviors that are qual- 
itatively distinct from those typically obtained ın the 
marketplace 

In the following sections, we draw on extant research in 
both tndividual and organizational psychology to elaborate on 
the nature of C-C identification and articulate our consumer- 
level conceptual framework, which offers propositions regard- 
ing the key determinants and consequences of such identifica- 
tion in the marketplace We then offer possible approaches to 
test these propositions. We conclude with a discussion of the 
theoretical significance of C-C identification and its implica- 
tions for companies seeking consumer champions 


C-C Identification 


Our central assertion 15 that some of the strongest 
consumer—company relationships are based on consumers’ 
identification with the companies that help them satisfy one 
or more key self-definitional needs Such C-C identification 
15 active, selective, and volitional on consumers’ part and 
causes them to engage in favorable as well as potentially 
unfavorable company-related behaviors Support for this 
assertion comes from research implicating organizations as 
key components of people’s social identity Social identity 
theory (Brewer 1991, Tajfel and Turner 1985) posits that in 
articulating their sense of self, people typically go beyond 
their personal tdentity to develop a social identity They do 
so by identifying with or categorizing themselves tn a con- 
textual manner (Kramer 1991) as members of various social 
categories (е g , gender, ethnicity, occupation, sports teams 
as well as other, more short-lived and transient groups) 
Ashforth and Mael (1989, p 23) were the first to exam- 
ine explicitly the role of organizations in people’s social 
identities, conceptualizing the person—organization relation- 
ship as organizational identification, or a person’s percep- 
tion of “oneness or belongingness” with an organization 
Drawing on social identity theory, they argue that organiza- 
tional identification occurs when a person’s beliefs about a 
relevant organization becomes self-referential or self- 
defining (Pratt 1998) More recently, Bergami and Bagozzi 
(2000, p 557) review extant research on organizational 


identification to 1solate 1t from not only its evaluative and 
emotional consequences but also the processes underlying it 
as "a cognitive state of self-categorization,” the definition 
we adopt here. Such self-categonzation into organization- 
ally defined categories 1s thought to be fundamental to the 
process of identity construction (1e, “Who am 17") and 
occurs through consumers’ comparison—ranging from an 
atomistic attribute-by-attribute process to a holistic, gestalt 
match—of their own defining characteristics (е g , personal- 
ity traits, values, demographics) with those that define the 
category (Ashforth and Mael 1989, Dutton, Dukerich, and 
Harquail 1994) 

Most research has examined such self-categorization in 
formal membership contexts. Yet according to social identity 
theory (Brewer 1991), people need not interact or even feel 
strong interpersonal ties to perceive themselves as members of 
a group Recent organizational identification research (Pratt 
1998, Scott and Lane 2000) suggests that in line with social 
identity theory, people seek out organizations for identification 
purposes even when they are not formal organizational mem- 
bers We argue that in today's era of unprecedented corporate 
influence and consumerism, certam companies represent and 
offer attractive, meaningful social identities to consumers that 
help them satisfy important self-definitional needs As a result, 
such companies constitute valid targets for identification 
among relevant consumers, even though they are not formal 
organizational members Notably, the notion of C-C лдепић- 
cation 15 conceptually distinct from consumers’ identification 
with acompany’s brands (e g , Aaker 1997), its target markets, 
or, more specifically, its prototypical consumer For example, 
whereas brands are often emblematic of their producing orga- 
nizations, a brand’s identity (e g , Marlboro cigarettes) 1s often 
distinct from that of the company (е g , Philip Morris) 


Constituents of Company Identity 


What constitutes a company’s identity?? Consumers’ knowl- 
edge structures about a company, conceptualized alterna- 
tively as corporate image, corporate reputation, or, more 
broadly, corporate associations (Brown and Dacin 1997, 
Fombrun and Shanley 1990), include consumers' percep- 
tions and beliefs about relevant company characteristics 
(e g , culture, climate, skills, values, competitive. position, 
product offerings), as well as their reactions to the company, 
including company-related moods, emotions, and evalua- 
tions (e g , Dowling 1986) Not all of these associations con- 
stitute the informational bases for consumers’ identification 
with a company Research suggests that people's identifica- 
tion with an organization ts based on their perceptions of its 
core or defining characteristics, that is, 1ts perceived identity 


?Hatch and Schultz (1997) make a conceptual distinction 
between organizational identity, which 1s the internal stakeholders’ 
perceptions of the company (1 e , the company's view of itself), and 
corporate identity, company image, or reputation, which is the 
external stakeholders’ perceptions of ıt However, the pertinence of 
this distinction, borne largely of vanations in the communication 
of company actions to these two sets of stakeholders, 1s likely to 
diminish with increasing levels of interaction between “insiders” 
and “outsiders” and the media-driven transparency of company 
behavior Given our focus on consumers’ perceptions, we only use 
the term “company identity" for the sake of consistency 
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(Dutton, Dukerich, апа Harquail 1994) This Identity 15 
shaped by the organization's mission, structure, processes, 
and climate and, as do individual identities, represents pos- 
sibly hierarchical constellations of characteristics or traits 
(Kunda 1999, Scott and Lane 2000) that are central to the 
organization, distinctive from other organizations, and rela- 
tively enduring over time (Albert and Whetten 1985) 

We propose that consumers identify with the subset of 
company associations that constitutes the company's iden- 
tity This identity ts likely to comprise traits that reflect 
(Figure 1) the company's (1) core values, as embodied in its 
operating principles, organizational mission, and leadership 
(Whetten and Godfrey 1998), and (2) demographic charac- 
teristics (Pelled, Cummings, and Kizilos 2000, Pfeffer 
1983), such as industry, size, age, market position, country 
of origin, geographic location, and the prototypical profile 
of its leadership and/or employees 


Communicators of Company Identity 


Prior research suggests that a company's identity 15 con- 
veyed to consumers through a variety of communicators 
(Whetten and Godfrey 1998) For example, Albert and 
Whetten (1985) note that though identity 1s often dissemi- 
nated through official documents, such as annual reports and 
press releases, it 1s also conveyed through signs and symbols 


(e g , logos, appearance of corporate headquarters) A coun- 
terpoint to such company-controlled internal communica- 
tors of identity (e g , product offerings, corporate communi- 
cations, corporate social initiatives, company-sponsored 
forums) 1s the large and perhaps Increasing numbers of 
external communicators of identity (e g , media, customers, 
monitoring groups, channel members) that are not entirely 
controlled by the company For example, a company can 
control the portrayal of its identity through its own corporate 
communication efforts (е g , Microsoft as a champion of 
Innovation), but it usually has little control over how its 
identity 1s communicated in the media (e g, Microsoft as 
predatory) Similarly, a company can exert greater control 
over the identity communicated by members of tts value 
chain (ер, employees, channel members) than by those 
who are not part of the value chain (ер, shareholders, cus- 
tomers) In summary, there are many communicators of 
company identity, which are likely to vary in the extent to 
which they are controllable by the company (Figure 1) 

Next, we examine the specific conditions under which 
C-C identification is likely to occur A key premise under- 
lying our consumer-level model of C-C identification is that 
though identification can be relatively pervasive and direct 
in the formal membership domain, in consumer contexts it 
will occur only under a specific set of contingencies 


FIGURE 1 
The Constituents and Communicators of Company Identity 
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Conceptual Framework 


Overview 


This framework articulates the individual-level dynamics of 
C-C identification in terms of two sequential relationships 
(Figure 2) 3 The first focuses on the link between perceived 
company identity and identity attractiveness, the key 
antecedent of С-С identification We suggest that in the 
marketplace, as in other contexts, consumers’ evaluations of 
a company’s identity attractiveness are based on their per- 
ceptions of that identity More important, we suggest that 
consumers are likely to be attracted to a company identity 
that helps satisfy at least one of their three basic self- 
definitional needs self-continuity, self-distinctiveness, and 
self-enhancement A company's identity attractiveness 15 
likely to depend on how similar it ts to consumers’ own 
identity (1 e , identity similarity), its distinctiveness in traits 
consumers value (1e , identity distinctiveness), and its pres- 
tige (те, identity prestige) 

We also propose that the link between consumers' per- 
ceptions of a company identity and their reactions to it 
depends on the extent to which they know and trust the iden- 
tity Specifically, consumers are more likely to use their per- 
ceptions of company identity to make similarity, distinctive- 
ness, and prestige judgments when they believe they know 
the company's identity well (1e, identity knowledge and 


3Although we expect feedback loops from several of the down- 
Stream constructs (e g , consequences of identification) to certain 
upstream ones (e g , identity trustworthiness), we leave an explicit 
articulation of such second-order effects to further research 


identity coherence are key moderators) Similarly, we sug- 
gest that consumers are more likely to make tdentity attrac- 
tiveness evaluations on the basis of their identity-related 
judgments when they perceive the identity to be trustworthy 
(1 е , identity trustworthiness 1s a key moderator) 

The second relationship focuses on the link between 
identity attractiveness and С-С identification, including its 
key consequences Although this link 1s likely to be direct 
and strong among formal members (е 2 , employees) of a 
company (Dutton, Dukerich, and Harquail 1994), we expect 
consumers to identify with an attractive identity only when 
their interactions with the company embed them in its orga- 
nizational folds (1 e , embeddedness) Such interactions not 
only draw consumers into the center of vital company- 
related networks (Rao, Davis, and Ward 2000) but also 
increase the salience of the company identity (16 , identity 
salience) in their minds, increasing the likelihood of identi- 
fication (Pratt 1998) Finally, we offer several positive con- 
sequences of C-C identification (eg, company loyalty, 
company promotion, customer recruitment, resilience to 
negative information) and one that can potentially hurt the 
company (te, greater claim on the company) 


Company Identity — Identity Attractiveness 


Consumers’ attractiveness evaluations of a company's 1йеп- 
tity are based on their perceptions of that identity as derived 
through the various communicators discussed previously In 
other words, a company's perceived identity 15 the primary 
antecedent of consumers' identity attractiveness evaluations 
Moreover, in consumers' efforts to satisfy their fundamental 
needs for self-continuity, self-distinctiveness, and self- 
enhancement, the attractiveness of a company's identity will 


FIGURE 2 
Conceptual Framework 
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depend, cumulatively, on the extent to which consumers per- 
ceive 1t to be similar to their own, distinctive on dimensions 
they value, and prestigious 


Identity similarity In their efforts to understand them- 
selves and their social worlds, consumers are motivated to 
maintain a stable and consistent sense of self, both over time 
and across situations (for a review, see Kunda 1999) Prior 
organizational research (Pratt 1998) suggests that this need 
for self-continuity 15 a key driver of people's choice of orga- 
nizations to identify with as they attempt to construct viable, 
cognitively consistent social identities (Heider 1958) In 
other words, consumers are likely to find a company’s iden- 
tity more attractive when 1t matches their own sense of who 
they are The link between identity similarity and perceived 
identity attractiveness ts likely to occur (Dutton, Dukerich, 
and Harquail 1994) not only because consumers find the 
selt-relevant information inherent to company identities that 
are similar to their own easier to focus on, process, and 
retrieve (Markus and Wurf 1987) but also because such 
identities enable them to maintain and express more fully 
and authentically (Pratt 1998) their sense of who they are 
(1 e , their traits and values) For example, a consumer who 
cares about animal rights will be more attracted to a com- 
pany that has distinguished itself 1n this regard (e g , a com- 
pany that does not engage in animal testing or the nonprofit 
organization People for the Ethical Treatment of Animals) 
than to another that focuses, say, on the arts 


P, The more similar consumers perceive a company identity 
to be to their own, the more attractive that identity 1s to 
them In other words, the relationship between consumers’ 
perceptions of a company 1dentity and their evaluation of 
its attractiveness 1s mediated by the 1dentity's perceived 
similarity to their own 


Identity distinctiveness Social identity research con- 
tends that people need to distinguish themselves from others 
in social contexts (Tajfel and Turner 1985) Specifically, 
Brewer's (1991) theory of optimal distinctiveness suggests 
that people attempt to resolve the fundamental tension 
between their need to be similar to others and their need to 
be unique by identifying with groups that satisfy both needs 
Therefore, distinctiveness 1s an important organizational 
characteristic from an identity attractiveness perspective 
Thus, while consumers’ need for distinctiveness 1s likely to 
vary with cultural norms, individual socialization, and 
recent experience (Brewer 1991), it ts likely to make the 
(self-relevant) distinctiveness of a company’s identity a key 
determinant of attractiveness Because distinctiveness 1s 
likely to be articulated relative to other companies, it in turn 
will depend not only on the company’s own identity but also 
on its competitive landscape (e g , the number of competi- 
tors, their identities, particularly the similarities among 
them, the company's perceived positioning. relative. to 
competition) 


Р The more distinctive consumers perceive a company's 
identity to be on dimensions they value, the more attractive 
that identity 15 to them In other words, the relationship 
between consumers' perceptions of a company tdentity and 
their evaluation of its attractiveness 1s mediated by the iden- 
tity's perceived distinctiveness on dimensions they value 


80 / Journal of Marketing, April 2003 


Identity prestige People also like to perceive themselves 
in a positive light, self-concept research (Kunda 1999) sug- 
gests that people's need for self-continuity goes hand in hand 
with their need for self-enhancement, or the maintenance 
and affirmation of positive self-views that result in greater 
self-esteem Moreover, as with. self-continuity, organiza- 
tional identification research (Ashforth and Mael 1989, Dut- 
ton, Dukerich, and Harquail 1994) suggests that a key way 
consumers seek to satisfy their self-enhancement need is by 
identifying with organizations that have prestigious 1denti- 
ties Prestige here refers to organizational stakeholders’ per- 
ceptions that other people, whose opinions they value, 
believe that the organization is well regarded (Bergami and 
Bagozzi 2000) That ıs, consumers’ identification with a 
company that has a prestigious identity enables them to view 
themselves in the reflected glory of the company, which 
enhances their sense of self-worth Thus, the attractiveness 
of a company's identity is likely to be determined in part by 
its perceived prestige (Cheney 1983, Pratt 1998) 


P, The more prestigious consumers perceive a company's 
identity to be, the more attractive that identity 15 to them In 
other words, the relationship between consumers’ percep- 
tions of a company identity and their evaluation of its attrac- 
tiveness 1s mediated by the identity's perceived prestige 


When people are formal members of an organization and 
Interact with it on a frequent, intimate basis (e g , employ- 
ees), their levels of understanding and trust of the organiza- 
tional identity are likely to be high Thus, 1f they perceive 
their company's identity to be distinctive, prestigious, and/ 
or similar to their own, its attractiveness to them 1s virtually 
ensured In contrast, consumers perceive a company's tden- 
tty through cognitive and evaluative filters that often distort, 
fragment, or obscure its identity (Figure 1) Therefore, con- 
sumers' knowledge of a company's identity, as well as their 
more specific appraisals of its clarity and veracity, 1s likely 
to be more dispersed than 1s that of their formal counter- 
parts, resulting in reduced veridicality in both their identity- 
related judgments and their attractiveness evaluations 
Specifically, consumers’ similarity, distinctiveness, and 
prestige judgments are likely to vary with two related but 
conceptually distinct factors their perceptions of how much 
they know about the company's identity (identity knowl- 
edge) and, more specifically, the extent to which they per- 
ceive what they do know as a consistent, coherent whole 
(identity coherence) Similarly, consumers! perceptions of 
the identity’s trustworthiness are likely to moderate their 
willingness to use these judgments as viable input into their 
identity attractiveness evaluations 


Identity knowledge Compared with that among formal 
members, the level of company identity knowledge among 
consumers 1s likely to be more varied and lower Research 
on the effects of knowledge on information use and decision 
making (Alba and Hutchinson 2000, Raju, Lonial, and Man- 
gold 1995) suggests that consumers’ use of their identity 
perceptions as input into their familiarity, prestige, and dis- 
tinctiveness judgments varies with their sense of how 
knowledgeable they are about the identity Specifically, 
lower subjective knowledge (1e, people's perceptions ot 
how knowledgeable they are) about a company identity is 


likely to decrease consumers' confidence їп their ability to 
make identity-based judgments, weakening the link between 
their identity perceptions and such judgments This moder- 
ating effect 15 underscored by the positive. correlation 
between subjective knowledge and objective or actual 
knowledge (Raju, Lontal, and Mangold 1995), which dimin- 
ishes consumers’ ability to make meaningful identity-related 
judgments Consumers’ knowledge, in turn, 1s determined 
by the extent to which they learn about a company’s identity 
through the communicators depicted in Figure 1 For exam- 
ple, they are more likely to be familiar with the identities of 
companies that actively engage in identity communication 
(е g , corporate advertising) or are the subject of identity- 
revealing media coverage or word of mouth 


Ра Consumers’ perceived knowledge about a company iden- 
tity moderates the extent to which they use their identity 
perceptions to make identity-related (те, similanty, pres- 
tige, and distinctiveness) judgments 


Identity coherence Coherence, or “the organization and 
patterning of attributes of personality within an individual” 
(Beisanz and West 2000, p 425), 1s believed to be the stable 
behavioral signature of personality, conveying the gestalt 
that is commonly understood as personality by laypersons 
According to recent personality research (see Shoda and 
Mischel 2000), coherence emerges from the distinct and sta- 
ble patterns of behavior variability that people display over 
time and plays a key role 1n how they perceive and under- 
stand others Similarly, the coherence of a company identity, 
or how constituent traits relate to one another, 15 likely to 
play a key role in consumers’ comprehension of that лдеп- 
tity, given that it 1s likely to be large, complex, and unwieldy 
(Albert and Whetten 1985) Specifically, consumers’ under- 
standing of a company's identity, including their ability to 
make identity-related judgments, is likely to be greater when 
the company's actions in disparate domains coalesce into 
stable, distinctive, and meaningful connections among its 
defining characteristics than when no such underlying 
coherence is apparent (1 e , the actions seem inconsistent) In 
other words, when consumers comprehend a company's 
identity to be an internally consistent, coherent whole, they 
are better able to discern its distinctiveness, prestige, and 
similarity to their own identity (see Kristof 1996, р 86) 

Several factors determine an identity's perceived coher- 
ence Some identities are inherently more coherent than oth- 
ers, such as those achieved through distinctive corporate 
positioning strategies that are consistent over time (eg, 
Wainwright Bank's support of an array of related social 
Issues) or for companies that have spent considerable effort 
articulating their own identities (e g , Ben & Jerry's) Coher- 
ence 15 also likely to be affected by a range of marketplace 
activities, such as mergers and acquisitions (e g , Hewlett 
Packard and Compaq) Finally, the greater the number of 
identity communicators and the lower a company’s ability to 
control them, the more likely it 1s that people will receive 
incoherent, even contradictory identity information 


Р; The perceived coherence of a company identity moderates 
the extent to which consumers use their identity percep- 
tions to make identity-related (1 е , similarity, prestige, and 
distinctiveness) judgments 


Identity trustworthiness Much research (e g , Chaudhan 
and Holbrook 2001, Gottleib and Sarel 1992) suggests that 
consumers’ trustworthiness perceptions of company com- 
munications and actions moderate the extent to which their 
product perceptions lead to positive product evaluations 
Similarly, organizational research (ер, Kramer 1999) 
points to organizational trustworthiness as a key determinant 
of various positive organizational citizenship behaviors 
Drawing on this, we suggest that the perceived trustworthi- 
ness of a company identity is likely to moderate the effect of 
consumers’ identity-related judgments on their identity 
attractiveness evaluations ^ Specifically, the relationship 
between an identity's distinctiveness, prestige, and similar- 
ity judgments and its attractiveness to consumers 15 likely to 
depend on the extent to which consumers trust their identity- 
related judgments (1e, the identity), including the com- 
pany's motives in defining itself thus In other words, if con- 
sumers trust the company's identity, they are likely to 
perceive lower risk (Grewal, Gottleib, and Marmorstein 
1994) 1n using their identity-related judgments to gauge 
identity attractiveness 

Consumers' perceptions of identity trustworthiness are 
likely to vary across companies and depend, in general, on 
their historical experience with that company, its reputation, 
the type or category of company (e g , tobacco), and, in par- 
ticular, the attributions they make about the company's 
Intentions and actions from available data In turn, the nature 
of these attributions is likely to depend, at least in part, on 
the sources of information, consumers are less likely to trust 
identity information from company-controlled sources, such 
as corporate advertising 


Pg The perceived trustworthiness of a company identity mod- 
erates the relationship between consumers' identity-related 
Judgments and their evaluation of its overall attractiveness 


Identity Attractiveness — C-C Identification 


Most organizational identification research has focused pri- 
marily on membership contexts, in which membership in the 
relevant organization is not only formal but also central (1 е, 
plays an encompassing, defining role) to the lives of the 
identifying individuals (eg, employees with employer 
organizations, students with colleges) Thus, it 1s not sur- 
prising that this research has drawn a strong, direct connec- 
tion between identity attractiveness and organizational iden- 
tification “(T]he greater the attractiveness of the perceived 
identity of an organization, the stronger [1s] a person's iden- 
tification with ıt” (Dutton, Dukerich, and Harquail 1994, р 
244) However, companies do not typically play such central 
roles ın consumers’ lives As a result, identity attractiveness 
in the consumer-company context is likely to be a necessary 
but not sufficient condition for identification. In particular, 





^We expect identity trustworthiness, unlike identity knowledge 
and coherence, to be a moderator of consumers' evaluative 
responses to a company's identity (1 e , attractiveness evaluations) 
rather than of their purely cognitive ones (1e, tdentity-related 
Judgments) For example, consumers’ ability to make identity- 
related judgments, particularly those of similarity and distinctive- 
ness, is unlikely to be affected by identity trustworthiness 
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we suggest that consumers will identify with an attractive 
company identity only when their interactions with that 
company are significant, sustained, and meaningful enough 
to embed them ın the organizational network Such embed- 
dedness5 (Rao, Davis, and Ward 2000) not only establishes 
the company as a viable social category in consumers’ 
minds but also, more specifically, makes this category 
salient relative to those borne of other organizational 
affiliations 


Embeddedness In recent years, consumers’ interactions 
with companies have evolved from impersonal economic 
exchanges to participation in long-term relationships with 
both key internal stakeholders (е g, senior management) 
and other consumers These interactions vary in the extent to 
which they embed the consumer in the organizational net- 
work (Scott and Lane 2000) Research on embeddedness, or 
the ongoing contextualization of economic exchange activ- 
ity in social structures (Granovetter 1985, Rao, Davis, and 
Ward 2000, for a review, see Dacin, Ventresca, and Beal 
1999), suggests that 1n contrast to arm's-length relation- 
ships, consumers’ embedded relationships with companies 
are likely to be strong, intricate, and trusting, resulting in 
consumers feeling more like insiders than outsiders 

Embeddedness places consumers closer to the center of 
the social network embodied by the company, making them 
feel more integrated 1n the network (O'Hara, Beehr, and 
Colarelli 1994) Embedded consumers are active in the orga- 
nization, have easy access to other organizational members, 
can mediate the flow of resources or information in the 
organization, and have connections to central organizational 
members (Faust 1997) Consumers’ embeddedness in a 
company-derived social network is therefore likely to be key 
to their designation of it as a viable social category capable 
of shaping their social identity (Rao, Davis, and Ward 2000) 
In other words, consumers will not identify with every com- 
pany whose identity they find attractive, identification 1s 
likely to occur only when their embeddedness makes it both 
easier and more important for them to categorize themselves 
socially in terms of the company 

Embedded relationships arise when consumers engage 
т company-related rites, rituals, and routines (16 , a vari- 
ety of institutionalized socialization tactics) that cast them 
in legitimate membership roles (Kristof 1996, Pratt 2000) 
Such behaviors are often enacted in a “local, tribal con- 
text" (Ashforth 1998, р 219), including “member confer- 
ences" (eg, Holiday Inn, Cross 1992) and other such 
company-sponsored forums (eg, Camp Jeep, Harley- 
Davidson Brandfest, McAlexander, Schouten, and Koenig 
2002), 1n which consumers meet company insiders (e g , 
management) Embeddedness also increases when con- 
sumers network with other company stakeholders through 
on- and offline communities (e g , the discussion forums 
hosted by American Cancer Society) or get involved in 
company decision. making (eg, Southwest Airlines 





5Embeddedness may also influence consumers’ perceptions of 
identity knowledge, coherence, and trustworthiness However, as 
with feedback loops, we leave an articulation ot these second-order 
effects to further research 
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invites frequent fliers to interview prospective flight atten- 
dants, Heskett et al 1994) Finally, embedded relation- 
ships are more likely to occur when the company and its 
products contribute to the satisfaction of idiosyncratic, 
important interests (е g , hobbies) and provide opportuni- 
ties for self-expression than when they satisfy less impor- 
tant needs 


Ру The embeddedness of consumers’ relationship with a 
company moderates the relationship between identity 
attractiveness and C-C identification Consumers are more 
Itkely to identify with an attractive company identity when 
they are embedded in the company-defined social 
network 


Identity salience The organizational identification lit- 
erature (Hogg and Terry 2000, Pratt 2000, Scott and Lane 
2000) implicates identity salience, or the extent to which 
specific identity information dominates a person’s work- 
ing memory, as a key determinant of identification In par- 
ticular, research suggests that when an organizational 
identity is salient, ıt ıs likely to be evoked across a wider 
range of situations and increase consumers’ propensity to 
focus and elaborate on its implications for their social 
identity over other, possibly competing identities When 
consumers can easily access attractive, self-relevant iden- 
tity information from memory, the likelihood of their iden- 
ufying with it ıs higher In the employee-employer con- 
text, the salience of the employer’s identity 1s likely to be 
uniformly high, driven by daily interaction, continual fol- 
lowing of organizational routines, and a myriad of other 
socialization tactics (Scott and Lane 2000) In the 
consumer—company context, however, there is likely to be 
significant variation among consumers їп the extent to 
which the company identity is salient, thereby making it a 
key moderator of the identity attractiveness — C-C iden- 
tification relationship 

Although embeddedness is likely to increase identity 
salience, it 1s not the only determinant, salience 1s also 
heightened by factors such as the intensity of the company’s 
corporate image communication efforts Specifically, initia- 
tives such as corporate advertising and public relations not 
only educate consumers about the company’s identity but 
also make it more salient relative to other competing orga- 
nizational identities Moreover, salience is likely to be par- 
ticularly high when in-group/out-group differences are 
heightened (Pratt 1998), such as in Apple’s “Computers for 
Everyone Else” and “Think Different” campaigns In gen- 
eral, corporate branding is likely to increase identity 
salience, because some of the strongest associations of cor- 
porate brands (Keller 1998) are intangible and identity 
related (eg, innovative, market leader, environmentally 
conscious) Also, some identities are likely to be inherently 
more salient, particularly if they are more distinctive or 
novel than their competition's (Pratt 1998) Over time, these 
factors increase an identity’s share of mind and help con- 
sumers internalize its relevance to their social identity 
(Scott and Lane 2000), making it more salient and 
accessible 


Pg Identity salience moderates the relationship between 1деп- 
tity attractiveness and C-C identification Consumers are 


more likely to identify with an attractive company identity 
when it 15 more salient 


C-C Identification: Consequences 


A central question guiding our perspective on consumer— 
company relationships 1s What benefits accrue to a com- 
pany when consumers identify with it? Virtually all organi- 
zational identification research points to the multitude of 
positive consequences that stem from people’s self- 
categorization into organization-based social categories 
(Bagozzi and Вегвапи 2002, Mael and Ashforth 1992, Scott 
and Lane 2000) Identification causes people to become psy- 
chologically attached to and care about the organization, 
which motivates them to commit to the achievement of its 
goals, expend more voluntary effort on its behalf, and inter- 
act positively and cooperatively with organizational mem- 
bers We discuss the implications of these consequences for 
the consumer-company domain next 


Company loyalty Researchers (eg, Bagozzi and 
Bergamt 2002) have established a strong link between iden- 
tification and identifier commitment in terms of reduced 
turnover in the employer-employee context and greater 
financial and membership-related support in the context of 
educational and cultural institutions (Bhattacharya, Rao, and 
Glynn 1995, Wan-Huggins, Riordan, and Griffeth 1998) In 
addition, research (e g , Bergami and Bagozzi 2000, Dutton, 
Dukerich, and Harquail 1994) has suggested that among 
organizational members, identification leads to increased 
competition with and even derogation of nonmembers 
Because consumption is the primary currency of consumer— 
company relationships, such identification-based commit- 
ment is likely to be expressed through a sustained, long-term 
preference for the identified-with company’s products over 
those of its competitors In other words, company loyalty is 
a key consequence of C-C identification Because the con- 
sumer identifies with the company rather than its products, 
this loyalty 15 likely to be somewhat immune to minor vari- 
ations in product formulation and extend, ceteris paribus, to 
all the products produced by the company Moreover, con- 
sumers’ commitment and desire to increase the welfare of 
the company (e g, Dutton, Dukerich, and Harquail 1994) 
are likely to manifest їп their more specific efforts to support 
the company tn its inherently risky endeavor of new product 
introduction The consumption of new products gives iden- 
tified consumers yet another opportunity to support the 
company and enables them to feel like they are bearing 
some of its risk 


Po The higher the level of C-C identification, the more likely 
consumers are to be loyal to the company’s existing prod- 
ucts and try its new products 


Company promotion Research (Ashforth and Mael 
1989, Dutton and Dukerich 1991) suggests that identifiers 
have a vested interest in the success of the company and, 
because of their self-distinctiveness and enhancement dri- 
ves, want to ensure that their affiliation with it is communi- 
cated to relevant audiences in the most positive light possi- 
ble Such communication also helps consumers socially 
validate their identity claims so that they can be internalized 


(Ashforth 1998) Thus, consumers’ support of the company 
is likely to be expressed through avenues other than just 
consumption (Scott and Lane 2000) In other words, con- 
sumers are likely to promote the company to significant oth- 
ers Conversely, in their efforts to manage “outsider” 
impressions of the company (Dutton, Dukerich, and Har- 
quail 1994), they are likely to defend the company and its 
actions, should either come under adverse scrutiny in the 
media or among relevant publics 

Such promotion can be both social and physical In the 
social domain, consumers are likely to initiate positive word 
of mouth about the company and its products (ер, First 
Direct, ће О К retail bank, 1s recommended by из cus- 
tomers every four seconds, gaining more than one-third of 
its new business from referrals, Smith 2001) They will also 
defend the company when it ts attacked by others, particu- 
larly nonmembers When identification is especially strong, 
consumers may adopt visible, more chronic proxies or 
"markers" of their internal psychological state (Schlenker 
1986) Such physical promotion takes the form of con- 
sumers bearing markers of the company identity (e g , logo, 
name) through the collection of memorabilia, apparel 
choices, and even tattoos (Katz 1994) It 1s not surprising, 
then, that companies such as Ben & Jerry's and Harley- 
Davidson have a variety of collectibles that consumers can 
purchase (Allen 1993) Such physical promotion is most 
likely when identification 15 driven by the needs of self- 
enhancement or distinctiveness, for which need fulfillment 
is particularly contingent on the social validation of 
identification 


+ 


Pio The higher the level of C-C identification, the more likely 
consumers are to promote the company, both socially (1 е, 
talk positively about it and its products) and physically 
(1 е, adopt company markers) 


Customer recruitment Identified consumers have a clear 
stake in the company's success (Ashforth and Mael 1989) 
From the identifier's perspective, an effective path to long- 
term success, beyond consumption of the company's prod- 
uct, lies in recruiting new consumers for the company Thus, 
customer recruitment ts likely to be a key manifestation of 
identified consumers’ voluntary efforts (O’Reilly and Chat- 
man 1986) to contribute to the company’s long-term wel- 
fare Such recruitment efforts are also likely to be informed 
by the heightened in-group/out-group distinctions that result 
from identification (Scott and Lane 2000, Tajfel and Turner 
1985), driving consumers to strengthen the in-group with 
more like-minded people (e g , friends, family, coworkers), 
as in the case of Virgin Atlantic (Smith 2001) In addition to 
helping the company, a large in-group helps legitimize and 
reaffirm each member's company-based social identity 
while bringing the recruiter closer to the center of the orga- 
nizational network Finally, because identified consumers 
are motivated to engage in helpful and supportive behaviors 
toward in-group members (Scott and Lane 2000), which 
results in intragroup cohesion, cooperation, and altruism 
(Ashforth and Mael 1989), recruiting people they like or 
care about to be part of the company-based in-group enables 
consumers to maintain an overall coherence among the dif- 
ferent social domains in which they operate In summary, we 
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expect consumers to be actively involved in recruiting cus- 
tomers for the company they identify with, but such recruit- 
ment is likely to be enacted primarily among extant social 
networks of family, friends, and colleagues 


Ру; The higher the level of C-C identification, the more likely 
consumers are to recruit people from their extant social 
networks to be new customers of the company 


Resilience to negative information We expect 1denti- 
fied consumers to overlook and downplay any negative 
information they may receive about a company (or its 
products) they identify with, particularly when the magni- 
tude of such information is relatively minor (Alsop 2002) 
For example, focus groups of Tom’s of Maine customers 
(Chappell 1993) suggest that when customers share a 
company’s values, their relationship with it 1s not tarnished 
by their disappointment over the performance of a single 
product The likelihood of such resilience to negative 
information ıs underscored by Bergami and Bagozzi's 
(2000) finding that identification with an organization 
causes people’s interactions with it to be characterized by 
courtesy, altruism, and sportsmanship In the consumer 
context, these characteristics are likely to cause consumers 
to make more charitable attributions regarding the com- 
pany’s intentions and responsibility when things go wrong 
and to be more forgiving of the company's mistakes if its 
culpability 1s established In other words, just as con- 
sumers are likely to forgive themselves for minor mistakes, 
they will forgive the companies they identify with, partic- 
ularly because identification leads them to trust the com- 
pany and its intentions (Hibbard et al 2001, Kramer 
1991) 


Pi? Within a zone of tolerance, the higher the level of C-C 
identification, the greater 15 consumers’ resilience to neg- 
ative information about the company 


However, such resilience ts likely to be nonlinear When 
the negative information ts of a relatively major magnitude 
and is identity related (е g , a socially responsible company 
1s exposed for using sweatshops), identified consumers are 
likely to react more strongly and more permanently than 
nonidentified consumers (Bagozzi and Bergami 2002), per- 
haps by boycotting the company's products and engaging in 
negative word of mouth Such a heightened response is par- 
ticularly likely in the face of a perceived betrayal of identity 
authenticity and trust, as when the domain of the company's 
“failure” is perceived to be controllable by the company and 
is the central basis for identification (e g , an environmen- 
tally conscious consumer's reaction to Ford's alleged failure 
to live up to its own "green" principles, Hakim 2002) 


Руз Beyond a zone of tolerance, the higher the level of C-C 
identification, the stronger and more permanent are con- 
sumers' reactions to negative information about the com- 
pany, particularly when such information 1s identity 
related 


Stronger claum on company Although identification is 
likely to benefit companies in many ways, prior research 
(Dukerich, Kramer, and Parks 1998, Hibbard et al 2001, 
Kristof 1996) suggests that trom the company’s perspective, 
there 1s a potential risk to identification as well When con- 
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sumers identify with a company, their company-borne social 
identity becomes more important to them (Boldero and 
Francis 2000) With this importance, consumers perceive 
their claim on the organization as more legitimate and 
urgent (Mitchell, Agle, and Wood 1997), and they are likely 
to press this claim more actively and consistently This 1s 
particularly key when a company’s efforts at long-term suc- 
cess result ın identity-related changes Dutton and Dukerich 
(1991) suggest that when such changes threaten identified 
consumers’ sense of self, they are likely to resist them and 
lobby the company to be consistent with its original, less 
viable identity More generally, ın trying to induce identifi- 
cation, companies may unwittingly boost consumers' power 
by embedding them too deeply into the organization In 
other cases, consumers may identify more with one another 
than with the organization and act collectively to further 
their own agendas Overall, these actions may result in con- 
sumers having greater power over the company, which 
reduces its autonomy їп relevant spheres of endeavor 


Ру The higher the level of C-C identification, the stronger are 
consumers’ claims on the company 


Model Testing 


Empirical testing is the logical next step in establishing the 
validity of our model and its propositions Such testing must 
be based on multiple companies, with methods ranging from 
laboratory experiments to field surveys Because of the 
number of constructs ın the model and the complex rela- 
tionships among them, it ıs best to test ıt ın two or more 
parts before testing the entire model Moreover, regardless 
of the method employed, extensive qualitative research (е g , 
focus groups, depth interviews) 1s a key first step Such 
research would not only help generate a list of companies 
with which consumers are likely to identify but also help 
develop new or refine existing measures of the model's key 
constructs Examples of such measures are presented in 
Table 1 Some measures (e g , C-C identification, identity 
coherence) can be obtained or adapted from prior work in 
the domain Of those that must be developed, several (e р, 
identity knowledge, trustworthiness) are subjective in nature 
and сап be measured by means of multi-item Likert scales 
(for examples, see Table 1) Others (е g , the consequences 
of C-C identification) can be operationalized by means of 
either subjective or objective measures or a combination 
thereot 

After the measures are finalized, we propose separate 
tests of the two submodels that constitute our conceptual 
framework (1 e , company identity — identity attractiveness 
and identity attractiveness —> C-C identification, including 
the consequences of the latter) Because of the relatively 
time-independent nature of the company identity — identity 
attractiveness submodel, it 15 particularly amenable to 
experimental tests involving the manipulation of company 
identity information and the measurement of the dependent 
variable, the mediators, and the moderators The two sub- 
models can also be tested by means of surveys administered 
to relevant populations regarding their relationships with 
one or more focal companies from first the same, but even- 
tually different, industries Possible approaches to estimat- 


ТАВГЕ 1 
Potential Measures of Model Constructs 
eee 


Construct Measure Type 
Company Identity — Identity Attractiveness 
Company identity Trait adjective ratings (see O'Reilly, Chatman, and Caldwell 1991, Sen and Bhattacharya 
2001) 
Identity attractiveness Likert-type multi-item scale 
(eg, “I like what Company X stands for", "Company X has an attractive identity") 
Identity similarity Likert-type multi-item scale 
(е9, “I recognize myself in Company X", “My sense of who | am matches my sense of 
Company X") 
Identity distinctiveness Likert-type multi-item scale 
(e g , "Company X has a distinctive identity", "Company X stands out from its competitors") 
Identity prestige Likert-type multi-item scale 
(e g , "Company X is a first-class, high-quality company”) 
Identity knowledge Likert-type multi-item scale 


(ед, “I feel like | know very well what this company stands for") 

Objective knowledge test about company traits 
Identity coherence Likert-type multi-item scale 

(eg, "It's difficult to get a clear sense of what this company stands for from its actions") 

Objective coherence measure 

(e 9, tdiographic analysis of company identity, see Shoda, Mischel, and Wright 1994) 
Identity trustworthiness Likert-type multi-item scale 

(eg, “I don't trust this company") 


Identity Attractiveness — C-C Identification 


C-C identification Two-item identification measure (Bergami and Bagozzi 2000) 
Implicit association measures (see Brunel et al 2002) 
Salience Likert-type multi-item scale 


(e g , “I think about company X often") 
Objective salience measures 
(e g , free recall, recognition and recall reaction times) 
Embeddedness Likert-type multi-item scale 
(e g , "My interactions with Company X make me an important player in the organization") 
Objective centrality measure 
(e 9, degree centrality or eigenvector centrality, see Faust 1997) 


Product loyalty Likert-type multi-item scale 
Existing products (е9, “I am loyal to the products Company X makes”) 
New products (е9, “I like to try every new product Company X introduces") 
Product purchase behavior 
Existing products (e g , number of Company X product purchases in a specified time period) 
New products (e g , number of new product purchases from Company X in a specified time period) 
Company promotion Likert-type multi-item scale 
Social (eg, “I often talk favorably about Company X and its products to my friends and 
colleagues") 
Physical (e g , "I often wear clothing with the Company X logo") 
Promotion behavior 
Social (e g , number of times in a specific time period respondent generated positive word of mouth 
about Company X) 
Physical (e 9, number of Company X souvenirs, memorabilia, tattoos) 
Customer recruitment Likert-type multi-item scale 


(ед, “I try to get my friends and family to buy Company X's products") 
Recruitment behavior 
(e g , number of people recruited by respondent to buy Company X's products) 
Resilience to negative Likert-type multi-item scale 
information (ед, “I forgive Company X when it makes mistakes", “I will forgive company X for [specific 
negative information]") 
Resiltence behavior 
(e g , reaction to specific unfavorable media coverage) 
Stronger claim Likert-type multi-item scale 
on company (eg, “I feel | have a right to tell Company X what it should do") 
Claim behavior 
(e g , number of demands made on Company X in a specified time period) 
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ing these submodels include path analysis or structural 
equation modeling (Mullen 1995) 


Discussion 


This article contributes to several different research streams 
By implicating consumer-company similarity perceptions as a 
key driver of identification, this research complements that on 
consumer-brand congruity (Aaker 1997, Fournier 1998, 
Kleine, Kleine, and Allen 1995) Specifically, we argue that 
akin to consumers’ brand congruity perceptions on self- 
relevant dimensions, their perceptions of congruence between 
their own identity and that of relevant companies can be a 
source of self-definition Of course, consumers' relationships 
with a company are also likely to be influenced by their rela- 
tionships with its brands However, a theoretical contribution 
of this research lies in highlighting the role of the nonproduct 
aspects of a company (Brown and Dacin 1997), such as its val- 
ues and demographics, its social responsibility efforts, and the 
networking opportunities it provides in building the consumer— 
company bond In general, by positing that consumers can 
express themselves vicariously through their identification 
with select companies, this research also adds to the notion of 
the extended self (Belk 1988) The extended-self literature has 
thus far focused primarily on the role of material possessions 
1n identity formation. We suggest that consumers' identifica- 
tion with companies can also contribute to such self-extension 

By contrasting the dynamics of identification in the 
consumer-company realm to that in formal membership 
contexts (е g , employees), this research adds to the organi- 
zational identification literature Whereas organizational 
identification research has focused on the antecedents, 
mediators, and moderators of identification within formal 
membership, our framework underscores the likelihood of 
identification in non- or pseudomembership situations and 
pinpoints the roles of several individual-specific factors in 
driving such identification An understanding of these 
dynamics may be particularly important for organizational 
researchers in an era of flexible location and work sched- 
ules, in which the lines between organizational insiders and 
outsiders are increasingly blurred More important, we sug- 
gest that, differences apart, encouraging identification may 
be not only a good employee retention strategy but also, 
under certain conditions, a good customer retention one 

By clarifying the consumer-based contingencies under 
which advocacy or championing behavior is likely to occur, 
our research adds an important new dimension to managers’ 
understanding of the possibilities and limits of their customer 
relationship—building strategies In particular, our framework 
suggests that in harnessing the power of identification in their 
own company-consumer contexts, managers must ask them- 
selves the following questions (1) Do we want consumers to 
identify with our company? and (2) If so, how can we get 
consumers to identify with our company? Specifically, what 
do managers need to do in terms of identity articulation, iden- 
шу communication, and identification management? 

Before formulating and implementing an identification- 
building strategy, managers must ascertain whether they 
actually want their consumers to identify with their com- 
pany As Malaviya and Spargo (in press) point out, not all 
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companies will benefit from going beyond satisfying con- 
sumers' basic utilitarian needs to fulfilling their higher-order 
self-definitional needs, the rewards are likely to depend, 
among other things, on a company’s industry, 15 customer 
base, its competitive positioning, and its overall strategy For 
example, for companies with a broad consumer base, iden- 
tification among one consumer segment might lead to 
disidentification among others (Elsbach and Bhattacharya 
2001) In general, facilitating identification 1s not only 
costly in terms of resources but also potentially risky ın 
terms of limiting a company's strategic degrees of freedom 
with regard to future business decisions, which makes a 
clear cost-benefit analysis an essential precursor to the pur- 
suit of C-C identification 

What types of companies are likely to benefit from iden- 
tification? Compared with business-to-business companies, 
business-to-consumer companies may benefit more because 
they are better known to the general public and provide 
opportunities for direct consumption, with concomitant 
opportunities for self-expression Also, because company 
attributes are likely to play a greater role in contexts of low 
product differentiation, companies in such product cate- 
gories may benefit more from identification. In light of the 
role played by consumer-company interactions in facilitat- 
ing embeddedness and thus identification, service compa- 
nies are perhaps more likely to benefit from tdentification 
than are those that sell products Finally, because identifica- 
tion 1s expected to engender loyalty to the company rather 
than to a specific brand, providers of multiple products tar- 
geted to the same segment are likely to benefit to a greater 
extent 

If C-C identification 1s deemed desirable, companies 
must articulate and communicate their identities clearly, 
coherently, and in a persuasive manner A thoughtfully 
designed and executed communications strategy 1s essential 
Marketers must communicate clearly, through controllable 
channels, the identity dimensions that their consumers are 
likely to perceive as distinctive, prestigious, and similar to 
their own, as well as continually monitor identity informa- 
tion that is disseminated through uncontrollable channels, to 
address discrepancies in a prompt and persuasive manner 

Finally, companies must devote significant resources to 
identification management This task is likely to be easier 
for companies with small, relatively homogeneous target 
markets (eg, niche markets) or those that have targeted 
specific consumer subgroups for tdentification In either 
case, companies must devise strategies for sustained, deep, 
and meaningful consumer-company interactions that embed 
consumers in the organization and make them feel like 
insiders Notably, such interactions should not necessarily 
be mediated through the product (e g , brand communities), 
because such efforts might highlight the instrumentality that 
characterizes most consumer-company relationships 
Instead, these interactions should focus on bringing con- 
sumers face to face with the organizational identity, while 
drawing them closer to the center of the organization 
through co-creation activities (Malaviya and Spargo, in 
press, Sheth and Parvatiyar 1995) that are focused on the 
organization (е g , company policies, personnel recruitment) 
rather than on its output (e g , product design, advertising) 


Further Research 


Of the many research issues that can be pursued in this area, the 
most pressing 15 the need for empirical testing It ıs important 
to articulate the longitudinal, higher-order effects, including 
feedback loops, that are likely to occur in our proposed model 

For example, embeddedness 1s likely to facilitate the identity 
attractiveness — C-C identification link and lead to greater 
identity knowledge In other words, the mechanisms underly- 
ing identity attractiveness and identification are likely to be 
iterative, and over time, identification itself may affect some of 


the independent variables in our model For example, identifi- 
cation may alter consumers' perceptions of identity similarity 
and prestige, as well as their desire for greater embeddedness 
Similarly, consumers engaging in company promotion may 
intensify their identification over time Relatedly, it ıs impor- 
tant to delineate the interactions among the independent and 
mediator vanables in the model For example, the three 
identity-related judgments and the three moderators (identity 
knowledge, coherence, and trustworthiness) may interact pos- 
itively in their cumulative effect on identity attractiveness 
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The Identity Salience Model of 
Relationship Marketing Success: 
The Case of Nonprofit Marketing 


Researchers suggest that developing long-term relationships with key stakeholders 15 an important strategy in^ 


today's intensely competitive business environment Many organizations have embraced this concept, which is 
referred to as relationship marketing Much of the research on relationship marketing success has examined rela- 
tionships that (1) are primarily economic in nature, (2) involve business-to-business marketing, and (3) involve for- 
profit firms However, the authors argue that relationship marketing is a viable strategy in such contexts as those 
involving high levels of social exchange, business-to-consumer marketing, and nonprofit marketing In these con- 
texts, relationship marketing success may require different relationship characteristics from those identified in pre- 
vious research The authors develop "the identity salience model of relationship marketing success," which they 
posit is useful for explaining relationship marketing success їп exchange relationships that (1) involve individuals 
and (2) are based primarily on social exchange The authors further develop and test the model in the context of 


nonprofit higher education marketing The results provide support for the model 


My car makes me feel free, yet secure 
—Saab Owner 


I needed to feel like I was doing my part It makes me feel 
good It’s a great feeling 
—Red Cross Blood Donor 


onsumers often receive benefits from marketing 
exchanges that go beyond basic economic benefits 


For example, consider the two epigraphs Although 
the motivation for buying a car 1s transportation, consumers 
often derive noneconomic benefits (e g , prestige, security) 
Similarly, donors to nonprofit organizations also can derive 
considerable noneconomic benefits from their exchanges 
with nonprofits (e g , feeling good, pride) As a result, com- 
petition among firms is often based considerably on com- 
municating the noneconomic benefits from exchange rela- 
tionships, and firms seek strategies that will enable them to 
communicate both economic and noneconomic benefits bet- 
ter One strategic option that has received significant atten- 
tion 1s relationship marketing In this option, organizations 
should view (1) stakeholders as partners, (2) the process of 
dealing with stakeholders as a means of creating value, and 
(3) the resulting partnerships as tools for increasing the 
firm's ability to compete (Sheth and Parvatiyar 1995a, b) 
Relationship marketing 1s based on the premise that market- 
ing exchanges are not of the discrete, “transactional” variety, 
but rather are long in duration and reflect an ongoing 
relationship-development process (Dwyer, Schurr, and Oh 
1987) These relational exchanges, it 15 argued, are becom- 
ing so important that they can constitute firm resources that 
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can lead to competitive advantage (Hunt 1997, 2000, Hunt 
and Morgan 1995) ! 

Much of the research on relationship marketing success 
has focused on relationships that (1) are primarily economic 
in nature, (2) involve business-to-business marketing, and 
(3) involve for-profit firms However, we argue that rela- 
tionship marketing 1s a viable strategy in such contexts as 
those involving high levels of social exchange, business-to- 
consumer marketing, and nonprofit marketing In these con- 
texts, relationship marketing success may require different 
relationship characteristics from those identified in previous 
research That 1s, the importance of particular relationship 
characteristics in producing relationship marketing success 
may be more context specific than heretofore thought We 
suggest that “identity salience,” a construct not previously 
investigated in relationship marketing, may be an important 
characteristic of successful relationship marketing 1n partic- 
ular contexts 

Identity salience 1s grounded in identity theory (Burke 
1980, Laverie, Kleine, and Kleine 2002, McCall and Sim- 
mons 1978, Stryker 1968, 1980, 1987a, b, Turner 1978), 
which posits that people have several “identities,” that 19, 
self-conceptions or self-definitions in their lives Identity 
theory posits that identities are arranged hierarchically and 
that salient identities are more likely to affect behavior than 
those that are less important We propose that identity 
salience may play an important role in relationships that are 


lForms of relationship marketing include selling alliances 
(Smith 1997), manufacturer-supplier relationships (Kalwani and 
Narayandas 1995), co-marketing alliances (Venkatesh, Mahajan, 
and Muller 2000), working partnerships (Anderson and Narus 
1990), strategic alliances (Day 1995), interimistic alliances 
(Lambe, Spekman, and Hunt 2000), buyer partnerships (Berry 
1983), and internal marketing partnerships (Arndt 1983) 
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distinguished by a minimum of two characteristics First, 
though most theoretical and empirical research 1п relation- 
ship marketing focuses on characteristics of successful 
business-to-business relationships, such as trust and com- 
mitment (Morgan and Hunt 1994), many exchange relation- 
ships involve individuals It is not unusual for organizations 
to attempt to develop long-term relationships with con- 
sumers on an individual basis We argue that in contexts in 
which one partner 1s an individual, for example, business-to- 
consumer marketing, identity salience may be an important 
construct that mediates relationship-inducing factors, such 
as reciprocity and satisfaction, and relationship marketing 
success 

Second, though relationship marketing has long recog- 
nized the importance of social benefits in relational 
exchange, most empirical research (eg, Anderson and 
Narus 1990, Dwyer, Schurr, and Oh 1987, Lusch and Brown 
1996, Morgan and Hunt 1994, Smith and Barclay 1997) has 
been conducted in contexts in which the benefits to both 
partners are primarily economic We argue that identity 
salience may play a crucial role in contexts ın which опе of 
the partners to the exchange receives substantial social ben- 
efits For example, in the clothing industry many consumers 
use strong brand names as social symbols, which can affect 
the formation and maintenance of identities (Laverie, 
Kleine, and Kleine 2002, Solomon 1983) Therefore, the 
underlying thesis of this article 1s that identity salience ts an 
important characteristic of relationship marketing success in 
contexts in which (1) one party to the exchange is an indi- 
vidual and (2) the individual receives significant social ben- 
efits from the relationship Although many of the relation- 
ships in the for-profit sector involve individuals and 
extensive social benefits, we suggest that these characteris- 
tics may be more prominent їп nonprofit relationships For 
example, many nonprofit organizations are using relation- 
ship marketing as a strategy to develop and maintain rela- 
tionships with individual donors (Block 1998, Remley 
1996, ЅеПайига: 1998, Squires 1997) Therefore, we pro- 
pose that identity salience may be associated with nonprofit 
relationship marketing success 

In summary, (1) many exchanges involve both economic 
and noneconomic (1 е , social) benefits, (2) firms are turning 
to relationship marketing strategies to communicate 
exchange benefits, but (3) most research in relationship mar- 
keting has not focused on the factors key to success in con- 
texts in which 


*benefits received are substantially social, 
*the exchanges are business-to-consumer, and 
*the firm 1s a nonprofit organization 


То fill this gap in the literature, we develop and test what we 
label the "identity salience model of relationship marketing 
success" Our article 15 structured as follows First, we 
examine the nature of exchange relationships ın which 
social benefits to individual consumers play a primary role 
Second, drawing on identity theory, we develop the identity 
salience model of relationship marketing success (see Fig- 
ure 1) Third, we further develop our model in the specific 
nonprofit context of higher education marketing (see Figure 
2) Fourth, we test and refine our model using self-reported 
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FIGURE 1 
The Identity Salience Model of Relationship 
Marketing Success 
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data from more than 950 donors to a large southwestern 
university and objective donation data from their alma 
mater 


The Nature of Social Exchange 


A transaction 1s typically considered an exchange of money 
for a product or service However, in some exchanges one or 
both partners may receive benefits that are not economic in 
nature For example, when donors give money to a nonprofit 
they do not receive any product or service in return Simi- 
larly, when they donate products or services they do not 
receive monetary compensation This type of transaction 15 
better represented by Kotler's (1972) broader concept of 
transaction, which he defines as an exchange of values 
between two parties By stipulating value as the criterion for 
exchange, Kotler allows a transaction to include exchanges 
that are not primarily economic in nature 

Consumers often derive benefits from products that go 
beyond the basic economic ones Їп a for-profit exchange, 
for example, though Mercedes-Benz automobiles provide 
their owners with basic transportation, they may also sym- 
bolize personal success and worth Such transactions have 
characteristics that are consistent with social exchange (e g , 
Blau 1964) Unlike pure economic exchange, in which 
rewards from the exchange manifest themselves as money, 
products, or services, rewards from social exchange may be 
either economic or social (or both) In the case of nonprofit 
organizations, economic rewards may include such items as 
tax breaks and gifts, and social rewards include emotional 
satisfaction, spiritual values, and the sharing of humanitar- 
1an ideals Cermak, File, and Prince (1994) find that donors 
tend to fall into one of four market categories (1) affiliators 
people who are motivated to donate by a combination of 
social ties and humanitarian factors, (2) pragmatists people 
who are motivated by tax advantages, (3) dynasts people 
who donate out of a sense of family tradition, and (4) repay- 
ers people who are motivated by having benefited person- 
ally from the charity or know someone who has 

As Blau (1968, р 455) points out, the “most important 
benefits involved in social exchange do not have any mater- 
1al value on which an exact price can be put at all, as exem- 
plified by social approval and respect" That is, social 
rewards are often valued more than economic rewards For 


FIGURE 2 
The Identity Salience Model of Nonprofit Relationship Marketing Success 
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this reason, many for-profit organizations focus on social 
rewards in their promotional campaigns An example of this 
15 Jaguar's print advertisement for its XK series of automo- 
biles, which features the slogan, "It's why people stop and 
look before crossing the road," which suggests the social 
benefits of owning one Social exchange theory is often used 
as a theoretical foundation for commitment and trust in rela- 
tionship marketing (e g , Anderson and Narus 1990, Dwyer, 
Schurr, and Oh 1987, Lusch and Brown 1996, Morgan and 
Hunt 1994, Smith and Barclay 1997) As Dwyer, Schurr, 
and Oh (1987, р 12) note, “relational exchange participants 
can be expected to derive complex, personal, noneconomic 
satisfactions " The rewards that partners receive from engag- 
ing їп social exchange over time aid in developing coopera- 
поп, a key relationship characteristic (Blau 1964, Dwyer, 
Schurr, and Oh 1987, Homans 1958) 

Because organizations often rely heavily on the promise 
of social benefits from their products, it is important that 
they acquire a better understanding of the factors that affect 
relationships that involve primarily social exchange Draw- 
ing on identity theory, we posit that identity salience is an 
important factor that influences relationships that are pri- 
marily based on social exchange 


Identity Salience and Relationship 
Marketing Success 


Identity theory focuses on the connections among the self, 
personalized roles, society, and role performance Identity 
theory is a microsociological theory that examines people's 
identity-related behaviors (Hogg, Terry, and White 1995) It 
views the relationship between the self and social structure 
as central to furthering the understanding of social behavior 
(Serpe 1987) Research suggests that identity theory can be 
used to provide a better understanding of exchange 
processes For example, Burke (1997) finds that computer 
simulations of network exchanges based on a model of iden- 
Шу processes, as suggested by identity theory, match closely 
the results from prior experiments Furthermore, Burke 
(2000) рози, identity theory can provide insights into why 
people buy certain goods and services 

Research suggests that the structure of the self is rela- 
tively stable over time, and changes in the self are related 
directly to changes in the social structure surrounding the 
person (Serpe 1987, Wells and Stryker 1988) "Thus, the 
theory presumes both relative constancy in the structure of 
the self, given the absence of movement within the social 
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structure, and relative change in the structure of the self, 
given such movement” (Serpe 1987, p 44) Identity theory 
posits that the self should be regarded as a multifaceted, 
organized construct That 1s, the self 1s a structure of multi- 
ple identities that reflect roles in differentiated networks of 
interaction (Stryker 1980, 1987a, b) People have an identity 
for each distinct network of relationships in which they 
occupy positions and play roles (Burke 2000) As self- 
conceptions or self-definitions that people apply to them- 
selves, identities provide meaning for the self For example, 
a person may, at the same time, think of himself or herself 
as a parent, a golfer, an American, a blood donor, a Dallas 
Cowboy fan, and a Southwest Airline employee 

Identity theory acknowledges that some of a person’s 
identities have more self-relevance or salience As a result, 
identities are organized hierarchically Identities that are 
placed high in the hierarchy (1 e , are more salient) provide 
more meaning for the self and, as a result, are more likely to 
evoke identity-related behaviors (Burke 2000, Laverie and 
Arnett 2000, McCall and Simmons 1978, Stryker 1968) In 
addition, these identities often compete against one another 
As Bhattacharya, Rao, and Glynn (1995, p 54) suggest, 
“identification 1s not simply a bilateral relationship between 
a person and an organization, isolated from other organiza- 
tions, but a process in a competitive arena” Identity theory 
seeks to understand how and why people select among role 
performances given the various possible alternatives (Stryker 
1987b) For example, why do some people choose to stay 
and work late and others choose to go home to their children? 
Identity theory suggests that one factor that influences the 
decision 1s the salience of the person’s work-related tdentity 
That 15, people whose work-related identities are stronger ın 
salience than their parent identities would be more likely to 
choose to stay at work longer, whereas people whose parent 
identities are stronger would choose to go home 

The successful enactment of identity-related behaviors 
validates and confirms a person’s status as a member of an 
identity group (е g , fathers) and reflects positively on self- 
evaluation (Callero 1985) A person’s perception that he or 
she 1s performing behaviors consistent with an identity can 
enhance his or her self-esteem Conversely, poor performance 
can lead to poor self-esteem and even psychological distress 
(Thoits 1991) Therefore, people who have strong salience for 
a particular identity will try to perform successfully the 
behaviors that are associated with that identity Therefore, 
identity theory captures the social nature of an exchange rela- 
tionship That 1s, it explicitly incorporates many of the social 
benefits that are derived from relationships (e g , self-esteem) 

Research suggests that identity salience mediates the tre 
between relationship-inducing factors and identity-related 
behaviors (Welbourne and Cable 1995) Laverie and Arnett 
(2000) find that identity salience (related to a specific bas- 
ketball team) 15 a key mediating construct between three 
relationship-inducing factors (situational involvement, 
attachment, and enduring involvement) and game atten- 
dance In addition, research on the antecedents (Kleine, 
Kleine, and Kernan 1993, Laverie et al 2002) and conse- 
quences (Callero 1985, Callero, Howard, and Piliavin 1987, 
Charng, Piliavin, and Callero 1988, Lee, Piliavin, and Call 
1999) of idenuty salience assume implicitly the mediating 
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role of identity salience Therefore, we posit that identity 
salience will be a key mediating construct in exchange rela- 
tions that (1) are based primarily on social exchange and (2) 
have an individual as one of the partners (see Figure 1) 

Morgan and Hunt (1994) define success in channel rela- 
tionships as an organization encouraging certain behaviors in 
its partner. Note that identity salience is posited to lead to 
appropriate identity-related behaviors In the case of for- 
profits, desired behaviors include cooperation, acquiescence, 
a reduced propensity to leave the relationship, and increased 
functional conflict (Morgan and Hunt 1994) For nonprofit 
marketing, success can be defined as a nonprofit organization 
generating supportive behaviors from key stakeholders (e g , 
donations from large corporations, adequate volunteerism, 
stakeholders providing positive word of mouth for the non- 
profit) (Mael and Ashforth 1992) We posit that organizations 
will be more successful in their relationship marketing strate- 
gies when individual consumers involved in the exchange 
have salient identities related to the exchange relationship 
(Figure 1, Path B) For example, people who consider them- 
selves “racquetball players” (1 e , they have a salient identity 
related to racquetball) are more likely to buy products (e g , 
the newest state-of-the-art racquet or branded clothing) from 
the kind of manufacturers they perceive as important for their 
racquetball identity (e g , Ektelon and Penn) 

People seek out opportunities to enhance salient identi- 
ties (Serpe and Stryker 1987) When they succeed in doing 
so, the related identity 1s reinforced However, when such 
opportunities are not available, changes in the salience of the 
identity occur (Burke 2000) For example, Serpe and Stryker 
(1987) find that when students first enter a university, they 
try to join organizations that are consistent with prior salient 
identities Sen and Bhattacharya (2001) suggest that organi- 
zations can be an important factor in developing the network 
of social relations Therefore, identity salience is affected by 
the number and quality of social interactions related to the 
identity, which we label relationship-inducing factors (Fig- 
ure l, Path A) The identity will be reinforced when 
relationship-inducing factors support or confirm the identity 
Figure 1, Path С, recognizes that there are other, non- 
relationship-inducing factors that may affect relationship 
marketing success For example, though people may be 
loyal Ford customers, they may not have any strong identity 
related to Ford automobiles Instead, their purchase behav- 
ior may be more strongly related to a desire not to go against 
a family tradition of buying Fords Therefore, specific mod- 
els and empirical works should include both kinds of fac- 
tors To test the general model represented in Figure 1, we 
examine it in the specific context of nonprofit higher educa- 
tion marketing 


The Identity Salience Model of 
Nonprofit Relationship Marketing 
Success 


Nonprofit higher education marketing provides an appropri- 
ate context in which to further develop and test the general 
model shown in Figure 1 The context-specific model shown 
in Figure 2 focuses on the exchange relationship between a 
university and its alumni donors because (1) individual con- 


sumers constitute one party in the exchange and (2) it ts prt- 
marily based on social exchange 


The majority of nonprofits raise funds through charitable 
donations or foundation grants These mught be called 
quasi-economic transactions їп that there 1s money 
exchanged but the "other side" of the transaction does not 
involve goods or services This ts not to say that there are 
not important returns to donors or funders in psychic and 
social satisfaction (Andreasen 2001, р 87) 


That 1s, nonprofit-donor relationships involve pnmarily 
social exchanges 

Figure 2, our proposed identity salience model of non- 
profit relationship marketing success, stresses the impor- 
tance of identity salience in explaining success Successful 
relationships are ones in which organizations encourage cer- 
tain cooperative behaviors in their. partners (Morgan and 
Hunt 1994) Within the context of higher education, we 
define “success” as a university generating cooperative, sup- 
portive behaviors from such stakeholders as alumni Impor- 
tant supportive behaviors tnclude making financial contribu- 
tions and promoting the university to others (1 е , providing 
positive word of mouth) (Mael and Ashforth 1992) These 
activities are crucial for the success of both private and pub- 
lic universities. Indeed, public funds are often scarce, and as 
a result, public institutions—not just private universities— 
must rely on voluntary support from businesses, founda- 
tions, and individuals (Bruggink and Siddiqui 1995) 

'To be successful, a university must find ways to promote 
supportive behaviors among its alumni We argue that non- 
profit success results from four major relationship-inducing 
factors participation, reciprocity, prestige, and satisfaction 
However, these factors do not promote relationship market- 
ing success directly Rather, we model these relationship- 
inducing factors as influencing success through a key medi- 
ating construct—identity salience Figure | and empirical 
research suggest that certain non—relationship-inducing fac- 
tors can also influence a person’s donating behavior There- 
fore, for our context, we include income and perceived 
need—constructs commonly found to be associated with 
donating—as control factors in our study (Harrison 1995, 
Nichols 1994, Warren and Walker 1991) 


University Identity Salience 


Research suggests that people form identities. related to 
being a donor (Callero 1985, Callero, Howard, and Piliavin 
1987, Lee, Piliavin, and Call 1999) For example, Lee, Pili- 
avin, and Cail (1999) find that the salience of a donation- 
related identity predicts the donation of time, money, and 
blood Many people form a strong tdentity related to their 
former university For these people, being a "Trojan" or a 
“Gator,” for example, ts an important part of their lives 
Heckman and Guskey (1998) suggest that relational bonds 
with a university are among the strongest predictors of sup- 
portive behaviors People are more likely to enact behaviors 
that they believe are consistent with a salient identity (Burke 
2000, Гамепе and Arnett 2000) Laverie and Arnett (2000) 
examine women’s basketball fans and find that fans whose 
team-related identities are more salient attend university 
basketball games more frequently than other fans We sug- 


gest that the stronger a person's salience for a particular um- 
versity identity (е g , a “fighting Insh” identity), the more 
likely they will be to enact certam supportive behaviors 
(eg, donating money to and providing positive word of 
mouth for the university) Therefore, we posit that 


Ну University identity salience 1s related positively to donat- 
ing to the university 


H2 University identity salience 1s related positively to promot- 
ing the university 


Relationship-Inducing Factors 


As shown in Figure 2, we distinguish between factors that are 
likely to induce a relationship between donors and nonprofit 
organizations and factors that (though influencing donor 
behaviors) do not foster the relationship Using identity theory 
research, we identify four mayor factors that influence identity 
salience participation, reciprocity, prestige, and satisfaction 


Participation in university activities Research suggests 
that participation in university activities (е g , student gov- 
ernment, sports, Greek orders) increases the likelihood of 
future donations (Bruggink and Siddiqui 1995, Harrison, 
Mitchell, and Peterson 1995) As Mael and Ashforth (1992) 
suggest, people who are actively involved in an organization 
tend to identify more with the organization Students tend to 
engage in activities that are consistent with their. salient 
identities (Serpe and Stryker 1987) Identity theory posits 
that participation in identity-related activities encourages 
the formation and maintenance of an identity (Stryker 1968, 
1980) As people participate in university activities, they 
develop a more salient identity related to the university That 
15, their untversity-related identities are confirmed through 
participation in the university activities, and as a result, the 
salience for that identity ts reinforced (Burke 2000) As 
Cailero (1985, p 205) emphasizes, “it 1s through action that 
role identities are realized and validated” Identities require 
self-expression and positive feelings that affirm the identity 
(McCall and Simmons 1978) Students who are involved in 
university activities provide themselves with many positive 
experiences related to their university-related identities For 
example, to promote membership, most student organiza- 
tions schedule social events that are designed to be епјоу- 
able Although the proximate purpose of these events is to 
increase the likelihood that students will join and become 
involved in the student organization, because these organi- 
zations are part of the university experience, the events also 
reaffirm and strengthen participants’ university-related iden- 
tities Therefore, we posit that 


Нз Participation in university activities 1s related positively to 
university identity salience 


Reciprocity The term “reciprocity” implies that a non- 
profit organization not only takes but also gives something 
in return (eg, expressions of gratitude or recognition) 
(Eisenberger, Fasolo, and Davis-LaMastro 1990) Farmer 
and Fedor (1999) find that perceived reciprocity 1s associ- 
ated with increased volunteerism and lower donor turnover 
rates because perceived reciprocity by donors 1s ап штрог- 
tant part of the "psychological contract" that nonprofits have 
with their donors In general, donors believe that the rela- 
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tionship they have with the nonprofit creates a promissory 
contract (Rousseau and Parks 1993) In donors’ minds, each 
party 1s bound by a set of beliefs regarding what each 15 
obliged to provide Because reciprocity tends to be perva- 
sive in society, people expect, seek, and create psychologi- 
cal contracts to define relationships (Farmer and Fedor 
1999) Bagozzi (1995, р 275) maintains that reciprocity 1s 
“at the core of marketing relationships” and regards it as “a 
fundamental virtue” that goes beyond behavioral norms 

When nonprofit organizations fulfill their end of the psy- 
chological contract (e g , by acknowledging that the donor’s 
contribution 1s contributing to the success of the nonprofit), 
donors form a general perception that the organization val- 
ues their contributions In turn, such acknowledgment 
induces positive feelings in the donor (Eisenberger, Fasolo, 
and Davis-LaMastro 1990) These feelings reflect positively 
on self-evaluation, which in turn provides a reaffirmation of 
the identity related to the nonprofit (Callero 1985, Hoetler 
1983) Therefore, we posit that 


Н, Perceived reciprocity 1s related positively to university 
identity salience 


Prestige of university Because prestigious organizations 
are assumed to be successful, the prestige of an organization 
often serves as an indicator of organizational success. Bhat- 
tacharya, Rao, and Glynn (1995, р 48) suggest that “the 
more prestigious the organization, the better the opportunity 
to enhance self-esteem through identification" They find 
that perceived organizational prestige 15 associated posi- 
tively with organizational identification, which they define 
as a sense of oneness with or belongingness to an organiza- 
tion They suggest that nonprofits might enhance the pres- 
tige of their organizations by eliciting the support of 
celebrities 

Cıaldını and colleagues (1976) find that people attempt 
to associate themselves with a successful group to bolster 
their self-esteem in a process reterred to as “basking in 
reflected glory” (BIRGing) In contrast, people may also try 
to maintain their self-esteem by disassociating themselves 
from an unsuccessful group, which is referred to as “cutting 
ott reflected failure" (CORFing) Wann and Branscombe 
(1990), in the area of sports marketing, demonstrate that 
higher identification with an organization can lead to an 
increase in the likelihood of BIRGing and a decrease in the 
likelihood of CORFing On the one hand, BIRGing 
increases the salience of the related identity by providing 
positive reinforcement On the other hand, CORFing 
reduces the identity salience because the person believes 
that the behavior related to the identity should be hidden 

People who associate themselves with prestigious orga- 
nizations can therefore increase their self-esteem by BIRG- 
ing For example, donors may display prominently plaques 
and other paraphernalia associated with donating. Shenkar 
and Yuchtman- Yaar (1997) submit that organizational mem- 
bers and prospective members are more affected by organi- 
zational prestige than other stakeholders because they are in 
constant contact with the organization Mael and Ashforth 
(1992) find that organizational prestige 1s related positively 
to organizational identification, and many educational insti- 
tutions use this to their advantage For example, Lively 
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(1997) finds that some colleges are elevating themselves to 
universities to communicate more prestige to potential 
donors and, in turn, improve their fundraising efforts There- 
fore, we posit that 


Н; Perceived prestige 1s related positively to university tden- 
tity salience 


Satisfaction Satisfaction has become a central construct 
ın marketing research For example, studies have examined 
satisfaction's antecedents (Bitner, Booms, and Mohr 1994, 
Voss, Parasuraman, and Grewal 1998) and its effects on 
intentions (Cronin and Taylor 1992, Garbarino and Johnson 
1999), economic returns (Andersen, Fornell, and Lehmann 
1994), and strategic orientation (Oliva, Oliver, and MacMil- 
lan 1992) Many organizations focus on satisfaction as a 
means to retain current consumers and attract new ones Sat- 
isfaction 1s often used as a referent by which organizations 
measure their performance (Fornell et al 1996) Satisfaction 
is considered crucial for organizations that strive for long- 
term relationships with customers *[S]atisfaction ın 
exchange is necessary if ongoing relationships are to be 
maintained and future relationships are to be facilitated" 
(Oliver and Swan 1989, p 21) 

Satisfaction 15 an important factor that leads to organiza- 
tional identification (Covin et al 1996, Мае! and Ashforth 
1992) Welborne and Cable (1995) find that pay satisfaction 
influences the enactment of work-related behaviors They 
suggest that the positive affect derived from satisfaction 
with an event results in people reevaluating the salience of 
different identities The satisfaction the person feels reaf- 
firms his or her identity, which in turn increases the salience 
of the identity As McCall and Simmons (1978) maintain, 
positive feelings that affirm the identity are important for the 
development and maintenance of identities. We suggest that 
satisfaction influences supportive behaviors indirectly by 
increasing the salience of the related identity That is, alumni 
who are satisfied with their university experiences are more 
likely to place a university identity higher in their hierarchy 
of identities Therefore, we posit that 


Hg Satisfaction with the university experience 15 related posi- 
tively to university identity salience 


Non-Relationship-Inducing Factors 


We include two non-relationship-inducing factors as con- 
trols in our study the donors’ income and the perception of 
the organization's financial need Research suggests that 
people with higher levels of income are more likely to 
donate to nonprofit organizations (Harrison 1995) Bruggink 
and Siddiqui (1995) argue that income is an important fac- 
tor because people with higher levels of income have excess 
resources available for donating Indeed, households “earn- 
апа more than $80,000 have more than $11,000 a year to 
spend on leisure, charitable and other nonessential pur- 
chases" (Nichols 1994, p 14) In an effort to boost dona- 
tions, some nonprofits appeal to potential donors on the 
grounds that their organization, 115 “customers,” or its pro- 
grams have special needs that require additional donations 
Warren and Walker (1991) find that this strategy 1s more 
successful if the organization identifies the need as short- 


term and focuses оп a single case (е g , showing how the 
donation will help a specific person) Universities. often 
stress financial need when soliciting funds for new con- 
struction or for specific scholarships The conventional wis- 
dom 1s that people enjoy contributing to “needy” causes 
because they empathize with them House (1987) finds that 
alumni who perceive that an institution 15 in great need of 
financial support are more likely to donate Therefore, we 
expect that both higher levels of income and perceived 
financial need will be related positively to donating 
Because these are control factors in our study, we do not 
include them among our formal hypotheses 


A Rival Model 


Following Bollen and Long (1992), we compare our model 
with a rival model (see Figure 3), which we label the satis- 
faction model of nonprofit relationship marketing success 
Based on the extensive research on satisfaction in the mar- 
keting literature, a potential alternative model would be one 
that provides a more central role for satisfaction A mediat- 
ing role for satisfaction ıs implicit ın works that examine the 


antecedents or outcomes of satisfaction (eg, Bitner, 
Booms, and Mohr 1994, Voss, Parasuraman, and Grewal 
1998) Indeed, Garbarino and Johnson (1999, р 74), refer- 
ring to their model that hypothesizes satisfaction as a medi- 
ator, emphasize that “our satisfaction as a mediator model 
represents the basic model that long has guided consumer 
researchers " Therefore, we test a model in which satisfac- 
tion 1s the key mediating construct between the relationship- 
inducing factors included in our study (participation, reci- 
procity, prestige, and identity salience) and nonprofit 
relationship marketing success (donating and promoting) 
Overall satisfaction with an organization 1s a cumulative 
evaluation that 1s composed of satisfaction with specific 
components of an exchange relationship (e g, the people 
and the market offerings) (Garbarino and Johnson 1999, 
Westbrook 1981) In the rival model (Figure 3), four factors 
are modeled as antecedents of satisfaction (participation, 
reciprocity, prestige, and identity salience) Because these 
constructs represent different components of the relation- 
ship that donors have with their alma maters, each factor can 
affect a donor’s overall satisfaction with the university For 
example, the positive affect associated with participating ın 


FIGURE 3 
The Satisfaction Model of Relationship Marketing Success 
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extracurricular activities could increase a person's overall 
satisfaction with the university Research suggests that satis- 
faction may indeed play a central role in some nonprofit 
marketing relationships For example, Garbarino and John- 
son (1999) find that, for occasional customers of a nonprofit 
repertory theater company, satisfaction mediates the rela- 
tionships between attitudes toward the theater company and 
future intentions Therefore, the rival model in Figure 3 rep- 
resents a realistic, theory-based alternative to our hypothe- 
sized model 


Research Method 


Sample 


Alumni were sampled from a large southwestern state uni- 
versity Questionnaires were sent to graduates from three 
classes (1954, 1974, and 1994) (Note that the sample frame 
consisted of all alumni in the university's database for these 
years ) A total of 4481 questionnaires were mailed, of which 
953 completed questionnaires were returned, yielding a 
response rate of 21 3% The sample consisted of slightly 
more men (n = 520) than women (n = 433) Most of the 
respondents provided their year of graduation (772 of 953) 
For those who responded to this question, 90 are from the 
class of 1954, 362 are from the class of 1974, and 320 are 
from the class of 1994 Approximately 12% of the respon- 
dents have incomes less than $25,000 Slightly more than 
half of the respondents (~53%) have incomes between 
$25,000 and $75,000, and the remaining respondents 
(~35%) have incomes over $75,000 In addition, the modal 
(and median) donation amount per year 1s modest (in the 
$1—$49 category) Of the respondents, 274 (29 5%) did not 
donate money to the university However, 362 respondents 
(3896) donated more than the modal amount 


Measures 


The study uses a combination of single indicant (for donat- 
ing and income) and multi-item scales (for promoting, iden- 
tity salience, perceived need, reciprocity, prestige, satisfac- 
tion, and participation) from two sources To minimize 
problems associated with “same source" bias (1e , the infla- 
tion and/or deflation of the strengths of the observed rela- 
tionships due to common method variance), we measured 
donation behavior using objective donation data that come 
from university records (for a discussion of the effects of 
same source bias, see Cote and Buckley 1987, 1988, Pod- 
sakott and Organ 1986) Data to measure the other con- 
structs come from the self-reports of respondents (The mea- 
sures are included in the Appendix ) 


Donating We were able to elicit the support of the uni- 
versity whose alumni constituted our sample The university 
supplied us with a list of alumni donors and their contact 
information In addition, the university supplied the donors’ 
donation histories, which enabled us to use the respondents’ 
actual donation amounts Members of the sampling frame 
were assigned to a level of donating based on their average 
donation amount per year since graduation (total amount 
donated since graduation — number of years since gradua- 
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tion) To preserve the anonymity of respondents yet still 
identify their level of donating, we coded each questionnaire 
before mailing, using various colors and headings that indi- 
cated each respondent's level of donating 


Promoting А scale was developed that reflects behav- 
1ors that promote the university to others Three items were 
developed through exploratory interviews with alumni, col- 
leagues, and nonprofit marketers The three items capture 
the concept of providing positive word of mouth for or “talk- 
ing up" the university The items concentrate on positive 
information communicated in social situations (e g , in con- 
versations with friends and acquaintances) Research sug- 
gests that word of mouth is extremely effective in these sit- 
uations because the recipient perceives the information as 
more credible (Berry and Parasuraman 1991, File, Judd, and 
Prince 1992) 

We measured identity salience using a scale developed 
by Callero (1985) The scale consists of four items, each 
measured on a seven-point scale ("strongly disagree" to 
“strongly agree") The original items. measure identity 
salience as it relates to blood donating Therefore, 1 was 
necessary to change the items to reflect the context of the 
present study To measure participation, we asked respon- 
dents to list the extracurricular activities they participated 1n 
while attending the university and to rate their level of par- 
ticipation ın each activity оп a seven-point scale (“not active 
at all” to “very active”) Because we are interested in the 
level of participation (1 e , how actively they participated in 
the activities), not the number of activities they participated 
1n, we use the average of the ratings to measure participa- 
tion We suggest that the level of participation (16, how 
actively they participated ın the activities) ıs a better indica- 
tor of the social connections the person had when he or she 
attended the institution. For example, some students join 
many organizations on campus to improve their resumes 
However, they may not be very involved in any of the orga- 
nizations Conversely, some students may participate in only 
one activity, such as an intercollegiate sport, but be highly 
involved in it, and thus the participation may promote iden- 
tity salience ? 

We measured the perceived prestige of the university 
using a scale developed by Mael and Ashforth (1992) The 
scale consists of four items, each measured on a seven-point 
scale ("strongly disagree" to "strongly agree") We mea- 
sured reciprocity using a scale adapted from Eisenberger 
and colleagues (1986), whose study examined reciprocity 
between private high school teachers and their schools 
Therefore, 1! was necessary to adapt the items to the present 
context The scale consists of six items and is measured on 
a seven-point scale ("strongly disagree" to "strongly 
agree") 

We use an adapted version of a scale tested by West- 
brook and Oliver (1981) to measure satisfaction. Westbrook 
and Oliver's study examined consumer satisfaction. with 
products or services Therefore, it was necessary to alter the 
items to the present context The scale consists of four items, 





2Other operationalizations of participation are possible For 
example, we could examine academic versus nonacademic activi- 
ties or measure the intensity, frequency, or variety of activities 


each measured оп a seven-point scale (“strongly disagree" 
to "strongly agree") We measured perceived need using 
three questions developed for the study The items are the 
result of exploratory interviews with university officials and 
nonprofit marketers We measured income using a single- 
1tem scale 


Results 


Analysis 

We analyze the data using structural equation modeling 
(LISREL 8 30, Joreskog and Sorbom 1999) First, we use 
the entire sample (n = 953) to refine the measures and test 
their convergent and discriminant validity (see Table 1) 


Second, we test the hypothesized structural model As Hair 
and colleagues (1998) and Schumacker and Lomax (1996) 
suggest, 1f modifications of a structural model are made, the 
model should be cross-validated with a separate set of data 
Therefore, to allow for model improvement and cross- 
validation, we randomly divide the sample into two subsam- 
ples (Group A consists of 477 respondents, and Group B 
consists of 476 respondents) The correlation matrix for 
each subsample is shown їп Table 2. Following Bollen and 
Long's (1992) recommendations, we compare our model to 
a theory-based, rival model (see Figure 3) 


Measurement model АП internal consistency measures 
are greater than 80, which 1s above the level set by Nunnally 
(1978) of 70, so the scales demonstrate internal reliability 


TABLE 1 
Properties of Measurement Model 


Constructs/Indicators 


Donating 

DON 100 
Promoting 

PRO1 87 

PRO2 86 

PRO3 87 
Identity Salience 

ID1 82 

ID2 75 

ID3 78 

104 ‚ 79 
Participation 

PAR 90 
Reciprocity 

REC1 —b 

REC2 79 

REC3 77 

REC4 73 

RECS 90 

REC6 87 
Prestige 

PRE1 73 

PRE2 82 

PRE3 —b 

PRE4 74 
Satisfaction 

SAT1 82 

SAT2 —b 

SAT3 75 

SAT4 83 
Income 

INC 90 
Perceived Need 

PFN1 76 

PFN2 76 

PFN3 92 


aAll loadings are significant at p < 01 


bThese items were deleted during the measurement refinement Process 


Standardized Loading (А)а 


Reliability Variance Extracted (Estimate) 
90 75 
86 62 
91 66 
81 59 
84 64 
86 67 


Notes Descriptive fit statistics Х2(219) = 599 31 (p < 01), RMSEA = 044, CFI = 97 
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ТАВГЕ 2 
Means, Standard Deviations, and Correlation Matrices 


Standard 
Construct Mean? Deviation? 1 2 
1 Donating — — 100 19** 
2 Promoting 572 111 14** 100 
3 Identity salience 526 140 19** 78** 100 
4 Income — — 18"  -10* – 13" 
5 Perceived need 536 117 36** 24** 
6 Participation 3 81 1 54 09 23** 
7 Reciprocity 415 128 16** 40** 
8 Prestige 526 105 17“ 58“ 
9 Satisfaction 5 60 1 13 12“ 43“ 


3 4 5 6 7 8 9 


07 25** 07 13** 19** 12** 
– 21“ 36“ 14“ 48“ .84** 56** 
– 19“ 33“ 197 43“ 74“ 48“ 


100 – 03 00 —14*  — 25“ —06 
05 100 20** 36** 42** 19** 
-02 18"* 100 14** 13** 04 
– 04 34“ 18** 100 .57** 58** 
– 18“ 36“ 17“ 53** 100 67** 
— 08 23" 16** 56** 53“ 100 


aThese statistics are based on the entire sample (n = 953) and are calculated from the average of each person’s responses for each construct 
Donating and income are categoncal in nature, and therefore their means and standard deviations are not reported (for descriptive statistics 


regarding these two constructs, see the “Sample” section) 
*p < 05 
“p< 01 


Notes Group A (n = 477) correlations are below the diagonal, Group B (n = 476) correlations are above 


During the measurement purification process, three items 
(RECI, PRE3, and SAT2) from three different constructs 
(reciprocity, prestige, and satisfaction, respectively) were 
dropped from the analysis because of high cross-loadings 
with other constructs The final measurement model 
includes 24 items across nine constructs (see Table 1) The 
fit indices for the model are as follows 22219) = 599 31, p < 
01, root mean square error of approximation (RMSEA) = 
044, comparative fit index (CFI) = .97 Given the size of the 
sample and the number of constructs, it 1s not surprising that 
the X? statistic is significant (p < 01) Therefore, the more 
robust RMSEA and CFI indices are used to assess model fit 
Browne and Cudeck (1993) suggest that RMSEA values 
between 00 and 05 imply good approximate overall fit 
Although the prior rule of thumb for CFI values has been 90 
or above, recent evidence suggests that CFI values of 95 or 
above should be used to indicate adequate overall fit (Rig- 
don 1998) According to these guidelines, there 1s evidence 
that our measurement model fits the data 

The path estimates for all the latent constructs are statis- 
tically significant (р < 01), with parameter estimates rang- 
ing from 24 to 30 times as large as the standard errors, this 
pattern combined with the high variance extracted (2 59 for 
all reflective constructs) for each scale provides evidence of 
convergent validity (Cannon and Perreault 1999) We assess 
the discriminant validity of the constructs using a procedure 
suggested by Bagozzi and Phillips (1982) The technique 
entails analyzing a series of two-factor models—two for 
each pair of reflectively measured constructs We analyze 
each two-factor model twice First, we constrain the corre- 
lation between the two constructs to unity, and then it is 
allowed to be estimated We compare the X? statistic for each 
model using а x2-difference test Evidence for discriminant 
validity exists when the x2 statistic for the unconstrained 
model 1s significantly lower than that of the constrained 
model All of the reflective scales passed this test Therefore, 
all of the reflective constructs exhibit discriminant validity 


Hypothesized model We test the hypothesized model 
(Figure 2) using the respondents from Group A The results 


98 / Journal of Marketing, April 2003 


indicate that seven of the eight hypothesized paths (~88%) 
are supported (see Table 3) The model explains 17% of the 
variance in donating and 60% of the variance in promoting 
Identity salience 1s related significantly to both donating 
and promoting (B = 11, p < .01, and B = 78, p « 01, 
respectively) Thus, Н, and Н» аге supported Three of the 
four hypotheses involving the relationship-inducing factors 
are supported Specifically, participation ıs related signifi- 
cantly to identity salience (y = 15, p « .01) Hs is sup- 
ported However, reciprocity 15 not related significantly to 
idenüty salience Thus, H4 1s not supported Prestige 15 
related significantly to identity salience (у = 59, p < 01), 
which supports Hs Satisfaction ıs related significantly to 
identity salience (y = 18, p « 01), which supports Hg 
Finally, both of the non-relationship-inducing control fac- 
tors (income and perceived need) are related significantly to 
donating (ү = 18, p < Ol, and y = 32, p « 01, 
respectively) 

The fit indices indicate that the model fit could be 
improved (Х20232) = 58617, p < 01, ЕМЗЕА = 056, 
CFI = 94) Specifically, the RMSEA value is slightly 
above the 05 value suggested by Browne and Cudeck 
(1993), and the CFI value is slightly below the 95 value 
discussed by Rigdon (1998) An examination of the mod- 
ification indices indicates that the model would be 
improved considerably if prestige were allowed to influ- 
ence promoting directly (16 , 1f үз; was freed, the dotted 
path in Figure 2) 


Respecified model In the respecified model, we allow a 
path from prestige to promoting (733) We test the respeci- 
fied model on the holdout sample (Group B) The results are 
consistent with the initial test of the model The analysis 
reveals that seven of the nine paths (78%) are supported, 
including the new path from prestige to promoting (y — 63, 
p « 01) (see Table 3) In addition, the model explains 10% 
of the variance 1n donating and 7546 of the variance 1n pro- 
moting The fit indexes indicate that the model fits the data 
(Xosi = 485 53, p < 01, RMSEA = 049, CFI = 96) In 
summary, the analysis supports Hj, Нз, H5, and Н; 


TABLE 3 
Results: Hypothesized and Respecified Models 


Participation — identity salience (у) 
Reciprocity — identity salience (yi2) 
Prestige — identity salience (y;4) 
Satisfaction — identity salience (үд) 


Income — donating (755) 
Perceived need — donating (уз) 
Identity salience — donating (B24) 


Identity salience — promoting (Ва) 
Prestige — promoting (узз) 


R2 (identity salience) 
R? (donating) 
R2 (promoting) 


Hypothesized Model 


Respecified Model 


Group A Group B 
(n = 477) (n = 476) 
15 09" 
07 01 
59° 73° 
18° – 03 
18° 11" 
32° 19 
11° 19° 
78° 29° 
— 63° 
62 55 
17 10 
60 75 


X?(a 6) 586 17(232) 485 53231) 
RMSEA 056 049 
CFI 94 96 


л. 


*р< 01 


The rival model We follow a similar testing procedure 
for the rival model It suggests, as does the hypothesized 
model, that a path from prestige to promoting 1s warranted 
Therefore, we include this path in the rival model (see Fig- 
ure 3) The results for the analysis using data from Group B 
for the rival model are shown tn Table 4 We compare the 
respecified model with its rival on the following criteria (1) 
overall fit of the model, as measured by the RMSEA, the 
CFI, and the Akaike information criterion (AIC), (2) per- 
centage of the model’s significant structural paths, (3) abil- 
ity to explain variance in the outcomes of interest, as mea- 
sured by squared multiple correlations (SMCs) of the 
outcome constructs, and (4) overall performance of the key 
mediating construct, as measured by significant paths lead- 
ing to and from the key mediating construct (see Table 5) 

The RMSEA for the rival model is slightly higher than 
that of the respecified model (052 versus 049), indicating 
that the rival model does not fit the data as well as the respec- 
ified model The two models have the same value for CFI 
(96) However, the rival model has a higher AIC value than 
does the respecified model (665 27 versus 637 25) The AIC 
value is used to compare two or more models estimated from 
the same data (smaller values indicate a better fit) Therefore, 
the AIC indicates that the respecified model fits the data bet- 
ter than the rival model In the rival model, only four of the 
nine structural paths (44%) are supported at the p « OI level 
(at the p « 05 level, five of the nine paths are supported, 56%) 
In contrast, seven of the nine structural paths (78%) in the 
respecified model are supported at the p « 01 level Ехапи- 
nations of the SMCs indicate that the rival model has a slightly 
lower SMC for donating ( 08 versus 10) However, the rival 
has a slightly higher SMC for promoting ( 77 versus 75) 








TABLE 4 
Resuits: Rival Model 
Rival Model 
Group B 
(n = 476) 
Participation — satisfaction (ү) — 08** 
Reciprocity — satisfaction (112) 28* 
Prestige — satisfaction (y;3) 60" 
Identity salience — satisfaction (y44) — 09 
Income — donating (735) 06 
Perceived need — donating (узе) 23* 
Satisfaction — donating (B2;) 07 
Satisfaction — promoting (831) —02 
Prestige — promoting (узз) 89* 
R2 (satisfaction) 52 
R2 (donating) 08 
R? (promoting) 77 
at) 535 68,231)" 
RMSEA 052 
CFI 96 
“p< 01 
"p< 05 


A comparison of the performance of the two proposed 
key mediating constructs (satisfaction and identity salience) 
Indicates an important difference between the two models 
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ТАВГЕ 5 
Model Comparison 


_—————————-—————-—+-+— 


Loa o o o — 


RMSEA 

CFI 

AIC 

Percentage of significant paths (p < 01) 
Percentage of significant paths (p < 05) 
R? (donating) 

R? (promoting) 

Significant paths to mediator (p « 01) 
Significant paths from mediator (p « 01) 


Respecified Model Rival Model 
Group B Group B 
(n = 476) (n = 476) 

049 052 
96 96 
637.25 665 27 
78% (7 of 9) 44% (4 of 9) 
78% (7 of 9) 56% (5 of 9) 
10 08 
75 77 
2 2* 
2 0 


ae een __- _ - ____ OO 


*Three paths аге significant at the p « 05 level 


Each model has two antecedents that are related signifi- 
cantly to the key mediating construct at the p < 01 level In 
the rival model, reciprocity апа prestige are related posi- 
tively to satisfaction. In contrast, in the respecified model, 
participation and prestige are related positively to 1dentity 
salience However, 1n the rival model, satisfaction 15 not 
related significantly to donating, nor is it related. signifi- 
cantly to promoting In comparison, in the respecified 
model, identity salience is related significantly to both 
donating and promoting (p « 01) 


Discussion 


When organizations engage in exchange relationships with 
individuals that are based primarily on social exchange, 
what 1s the role of identity salience? Does identity salience 
influence relationship marketing success? If so, what is the 
nature of this effect? To answer these questions, we examine 
relationship marketing in the context of nonprofit higher 
education marketing Our results provide evidence that iden- 
tity salience indeed plays a key role in nonprofit relationship 
marketing by mediating the relationships between 
relationship-inducing factors (participation and prestige) 
and supportive behaviors (donating and promoting) 

To provide a better test of our model, we compare 1t with 
a theory-based rival model Although both models explain a 
significant amount of variance in donating and promoting, 
goodness-of-fit measures indicate that the respecified model 
fits the data slightly better than the rival model In addition, 
the respecified model has a much higher percentage of sig- 
nificant paths (78% versus 44% at the р < 01 level), which 
indicates that it provides a better explanation of the relation- 
ships among the constructs investigated More important, 
the analysis reveals that satisfaction does not perform a 
mediating role In the rival model, neither of the paths from 
satisfaction to the terminal constructs 1s significant 

The analyses suggest that satisfaction plays a different 
role from the one hypothesized in our study The results 
from the rival model (Table 4) indicate that both the prestige 
of the university and reciprocity are related positively to 
respondents’ level of satisfaction However, satisfaction 15 
not related to higher levels of donating or promoting The 
results trom the respecified model (Table 3) indicate that 
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satisfaction 1s not antecedent to identity salience Neverthe- 
less, the results should not be interpreted as showing that 
satisfaction has no role in social exchanges Perhaps satis- 
faction plays a different role from the one specified here For 
example, satisfaction may be related to other important con- 
structs (e g , relationship commitment) that are not included 
in our study 

Our study provides managers with a basis for marketing 
strategies When organizations strive for long-term relation- 
ships with individuals (e g , consumers, donors), they must 
take into account the effect of social structures Our results 
suggest that organizations can improve relationship market- 
ing success by strengthening the ties between their organi- 
zations and the identities people find important Under- 
standing the role of identity salience enables marketers to 
have a better understanding of underlying mechanisms at 
work As Morgan and Hunt (1994, pp 31-32) emphasize, 
“to the manager, understanding the process of making rela- 
tionships work is superior to developing simply a ‘laundry 
list’ of antecedents of important outcomes” Such an under- 
standing can aid managers їп the development of marketing 
plans by suggesting potential strategies 

Our study suggests that managers who are trying to 
encourage supportive behaviors from donors should do so by 
encouraging them to develop salient identities related to the 
nonprofit organization Lavere and Arnett (2000) maintain 
that activities that increase involvement and attachment, such 
as providing the opportunity for customers to get to know the 
employees on a more personal level, increase identity salience 
In the case of nonprofits, marketers could provide more oppor- 
tunities for contact with the organization (e g , through social 
functions or speaking engagements), which would allow 
donors (or potential donors) the opportunity to create social 
ties with the organization Our results suggest that for higher 
education marketers, encouraging students to be actively 
involved in school activities and 1mproving or maintaining a 
level of university prestige will encourage the formation and 
strength of a university identity, which in turn will encourage 
students to engage in supportive behaviors in the future 

The importance of university prestige is also highlighted 
by our results Our findings suggest that prestige alfects 
alumni behavior in two ways First, ıt increases the salience 
of a person's university identity, which in turn positively 


affects supportive behaviors (promoting and donating) Sec- 
ond, it has a direct and positive effect on the likelihood that 
a person will promote the university to others Many univer- 
sities attempt to improve their institutions’ prestige (е g , by 
improving academic programs and supporting faculty 
research efforts) and believe that such efforts will help them 
recruit students and faculty members and increase dona- 
tions Our study provides preliminary evidence as to the 
underlying process at work 

Our results do not provide support for a central role for 
satisfaction ın nonprofit relationship marketing Although 
preliminary results using the data from Group А provide 
support for the hypothesis that satisfaction positively affects 
identity salience, the data from Group B do not support this 
view (see Table 3) These results may be an indication that 
the relationship between satisfaction and identity salience 15 
more complex than our model indicates Perhaps it 15 mod- 
erated or mediated by factors not accounted for 1n our study 
For example, people could be unsatisfied with their overall 
university ехрепепсе but still feel strongly about specific 
aspects of their university experiences (e g , a particular pro- 
fessor or counselor) Or our findings could be an indication 
that satisfaction may not be as stable of a predictor of iden- 
tity salience as the other constructs 1n our study Finally, it 1s 
possible that a person might not be satisfied with the college 
itself but could still develop a salient university identity 
because of other social connections (e g , friendships) 

Finally, the degree to which people have internalized an 
identity can affect how they respond to environmental cues 
For example, Reed (2002) suggests that people who have 
newly adopted an identity may rely more heavily on feed- 
back from others to validate their identities. In contrast, peo- 
ple whose identities аге more deeply seated will rely more 
heavily on internal cues (eg, feelings of satisfaction) 
Therefore, the level of satisfaction that donors have with 
their university experiences may be more relevant for people 
whose university-related identities are a deep-rooted part of 
their concepts of self 

Our data do not support the hypothesis that reciprocity 
influences the ѕапепсе of a person's university identity For our 
sample, at least, the level of perceived reciprocity did not affect 
respondents’ identity salience One possible explanation is that 
itis difficult for a university to communicate with individual 
alumni regarding each person’s value to the untversity, and 
concomitantly, most alumni may not expect such communica- 
tion Reciprocity, however, may be an important contributor to 
identity salience in other relationship marketing contexts 

As indicated by our results, our model explains a higher 
percentage of the variance in promoting than in donating 
This may be an indication that other economic factors affect 
people’s donating behavior For example, families that have 
more children may have less disposable income, which 
affects their ability to donate money In addition, other fac- 
tors may affect people’s ability to donate to nonprofits (е р, 
serious illnesses їп the family, the health of the general 
economy, pessimism about the future) We did not control 
for these factors in our study ? 





3An alternative explanation 1s that the higher vartance explained 
1n promoting ts due to common methods variance (1 e , promoting 
1 a self-reported behavior but donating 15 not) 


Our study benefited from two factors First, the large 
sample size (n — 953) enabled us to use a holdout sample to 
better refine and test our model As a result, we were able to 
respecify our model, which enabled us to investigate the 
direct relationship between prestige and promoting Second, 
the use of objective data (donations) reduced the amount of 
same-source bias in our data 


Limitations and Further Research 


As do all studies, ours has limitations First, the cross- 
section design used in our study provides limited inferences 
regarding causality Therefore, the model developed and 
tested here could benefit from being examined with a longi- 
tudinal design In addition, such a design would enable 
researchers to investigate the stability of key constructs such 
as identity salience Evidence suggests that identity salience 
15 a more stable construct than constructs such as satisfac- 
tion For example, Laverie and Arnett (2000) find that bas- 
ketball fans’ identity salience 1s a better predictor of atten- 
dance than is satisfaction One possible explanation ts that 
satisfaction levels may change from game to game because 
of external factors such as the performance of the team and 
the attitudes and behaviors of the people who attend games 
However, fans’ identity salience remains more constant 
because the identity 1s an important part of the self There- 
fore, empirical evidence that supports or refutes this view 
would provide managers with additional information that 
would aid them in their decision making, for example, by 
suggesung which factors to focus on when implementing a 
relationship marketing strategy 

Second, the context of the study, nonprofit higher edu- 
cation marketing, may limit the generalizability of the 
results As we argue, identity salience has the potential to be 
a key mediating construct in all exchanges in which one 
party is an individual and the exchange benefits are signifi- 
cantly social However, the nature of the contact between 
universities and their alumni may be unique Many organı- 
zations do not have the opportunity to be in direct contact 
with potential exchange partners for long periods of time 
(e g , for four years while they are obtaining an undergradu- 
ate degree) Yet this limitation does not preclude other orga- 
nizations from learning from our results For example, fac- 
tors such as participation and prestige may also be important 
in for-profit settings (e g , selling products with such brands 
as Mercedes, Harley-Davidson, Ralph Lauren-Polo) 

Third, we specifically investigate factors connected to 
university experiences (e g , satisfaction with the education 
received from the university and the facilities at the univer- 
sity) However, universities can provide many opportunities 
for alumni to strengthen their ties to the university further 
after graduation Furthur research could investigate how 
these factors affect identity salience and, in turn, donating 
and promoting Such studies could investigate the effects of 
different types of events (eg, alumni gatherings versus 
sporting events) on identity salience 

Fourth, many constructs have been investigated in the 
relationship marketing literature that might be used to 
expand our model These concepts include commitment 
(Anderson and Wertz 1992), trust (Morgan and Hunt 1994), 
communication (Anderson and Narus 1990), cooperation 
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(Anderson and Narus 1990), mutual goals (Morgan and 
Hunt 1994), shared values and norms (Heide and John 
1992), social bonds (Wilson 1995), adaptation (Hakansson 
1982), and satisfaction (Dwyer, Schurr, and Oh 1987) 
These constructs may affect the formation and maintenance 
of identities 

Fifth, our results provide support for the overall identity 
salience model of relationship marketing success (Figure 1) 
As Andreasen (2001) maintains, specific marketing con- 
cepts and tools that are useful in nonprofit (for-profit) set- 
tings may also be valuable in for-profit (nonprofit) environ- 
ments, 1f the environments have similar characteristics We 
argue that because many exchange relationships in the for- 
profit sector match the exchange characteristics examined in 
our study—that is, they (1) involve individuals and (2) are 
based primarily on social exchange—our identity salience 
model of relationship marketing success should provide use- 
ful insights to marketing researchers and marketing man- 
agers 1n other contexts For example, research suggests that 
consumers can derive social benefits from the products they 
purchase (Laverie, Kleine, and Kleine 2002) Our model 
could be used to test the role of identity salience in these 
contexts 


Conclusion 


Researchers suggest that promoting long-term relationships 
with key stakeholders is an important strategy, especially in 
today's intensely competitive business environment. Many 
organizations have embraced this concept, which is referred 


to as relationship marketing Much of the research on rela- 
tionship marketing success has examined relationships that 
(1) are primarily economic in nature, (2) involve business- 
to-business marketing, and (3) involve for-profit firms 
However, we argue that relationship marketing is a viable 
strategy 1n contexts such as those involving high levels of 
social exchange, business-to-consumer marketing, and non- 
profit marketing In these contexts, relationship marketing 
success requires different relationship characteristics from 
those identified in previous research 

Our study suggests that identity salience plays an impor- 
tant role in nonprofit relationships that are characterized by 
a minimum of two characteristics (1) the exchange rela- 
tionship involves individuals and (2) the exchange 1s based 
primarily on social exchange Identifying the importance of 
identity salience in nonprofit relationship marketing 1s an 
important step in understanding how nonprofit organizations 
can successfully implement strategies based on relationship 
marketing Our results suggest that managers in nonprofit 
organizations should focus on increasing the salience of 
their donors’ organization-related identity and developing 
such identities in potential donors In the case of nonprofit 
higher education marketing, this involves encouraging stu- 
dents to become more actively involved in university-related 
activities (e g , student government, sports, Greek orders) as 
well as maintaining and, if possible, improving the prestige 
of the university. All of these factors are related to building 
a university-related identity and/or encouraging students to 
develop one, which in turn encourages them to promote and 
donate to the university in the future 


—————_ _ ———-—-—-—-—-—--——-—Є—_ 
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APPENDIX 
Measurement Scales 


o — a — € M M ———— — 


| Promoting (new scale, seven-point scale "strongly 
disagree" to "strongly agree") 
1 | “talk up" [university name] to people | know 
2 | bring up [university name] in a positive way in 
conversations | have with fnends and acquaintances 
3 In social situations, | often speak favorably about 
[university name] 


Identity salience (adapted from Callero 1985, seven- 
point scale "strongly disagree" to "strongly agree") 
Being a [university name] graduate 

1 ıs an important part of who | am 

2 15 something about which | have no clear feeling * 
3 means more to me than just having a degree 

4 ıs something | rarely think about * 


Satisfaction (adapted from Westbrook and Oliver 1981, 

seven-point scale "strongly disagree" to “strongly 

agree") 

| am satisfied with 

1 the education | received while at [university name] 

2. the facilities at [university name] when | was a 
student 

3 the manner in which | was treated as a student at 
[university name] 

4 how [university name] prepared me for a career 


IV Participation (new scale, seven-point scale “not active 
at all" to "very active") 

Please list the different extra-curricular activities or 
organizations that you participated in while at 
[university name] (for example, student government, 
fraternities/sororities, music, drama, service 
organizations, athletics, intramurals) and how actively 
you participated 

(Respondents were given eight blank lines with eight 
corresponding seven-point scales—"not active at all" to 
*very active"—with which to rate their levels of 
participation ) 


V Reciprocity (Eisenberger et al 1986, seven-point scale 
“strongly disagree” to “strongly agree”) 
[University name] 
1 values my contribution to tts well-being 


2 appreciates any extra effort from me 

3 listens to any complaints | might have concerning 
the university 

4 would notice if | did something that benefited the 
university 

5 shows concern for me 

6 takes pride in my accomplishments 


VI Prestige (adapted from Мае! and Ashforth 1992, 
seven-point scale. “strongly disagree" to "strongly 
agree") 

1 People | know think highly of [university name] 
2 It is prestigious to be an alumnus of [university 
name] 

3 People seeking to advance their careers should 

downplay their association with [university name] * 

4 Most people are proud when their children attend 

[university name] 


VII. Income 
For categorization purposes only, would you please 
check the box that contains your approximate annual 
household income? 
less than $25,000 
$25,000 to $49,999 
$50,000 to $74,999 
$75,000 to $99,999 
______ 5100,000 to $124,999 
$125,000 to $149,999 
______ $150,000 to $174,999 
$175,000 to $199,999 
______ $200,000 to $249,999 
______$250,000 to $499,999 
$500,000 or more 





VIII. Perceived need (new scale, seven-point scale 

"strongly disagree" to "strongly agree") 

1 [University name]’s need for financial support from 
its alumni will be even greater in the future 

2 State universities need the financial support of their 
alumni just as much as private universities 

3 [University name] presently needs strong financial 
support from its alumni 


a 


*Denotes reverse-scored items 
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Corporate Environmentalism: 
Antecedents and Influence of 
Industry Type 


How does a business firm manage its relationship with the natural environment? What are the factors that influ- 
ence the choice of such strategies? Does industry type matter? The authors introduce and operationalize the con- 
cept of corporate environmentalism in an effort to answer these questions Using stakeholder theory, the authors 
identify four important antecedents to corporate environmentalism, namely, public concern, regulatory forces, com- 
petitive advantage, and top management commitment The authors then use a political-economic framework to 
develop testable hypotheses To test the hypotheses, the authors perform multigroup path analysis on data gath- 
ered from more than 240 firms They find that corporate environmentalism is related to all hypothesized 
antecedents and that industry type moderates several of those relationships In the high environmental impact sec- 
tor, public concern has the greatest impact on corporate environmentalism, followed by regulatory forces In the 
moderate environmental impact sector, competitive advantage has the greatest impact on corporate environmen- 
talism, followed by regulatory forces There are strong direct and mediating influences from top management com- 
mitment, which is the antecedent with the greatest impact on both industry groups. The influences of regulatory 
forces, public concern, and competitive advantage are all significantly mediated by top management commitment 


and moderated by industry type The empincal findings and the ensuing discussion will be of interest to managers 


and public policy officials 


action between business activities and the natural 

environment are of recent vintage ! These research 
efforts span many disciplines, including ecology (Carson 
1962), law (Calvo y Gonzales 1981), history (Adler 1995), 
business strategy (Menon and Menon 1997, Walley and 
Whitehead 1994), and organizational analysis (Shrivastava 
1995) Many academic Journals, such as Academy of Man- 
agement Review, Academy of Management Journal, Journal 
of Advertising, Psychology and Marketing, Long Range 
Planning, and Journal of Marketing Management, have 
published special issues on corporate environmentalism 
Two streams of research on the firm-environment relation- 
ship have emerged In the first stream, the focus is on 
changes required їп the managerial and policy mindset to 
bring about the required paradigm shift in an organization 
(Gladwin, Kennelly, and Krause 1995, Hart 1997, Starik and 
Rands 1995) The second stream of research 15 case study 


СО: efforts to study the extent and nature of inter- 





'Henceforth, the term environment 1s used instead of the term 
natural environment 
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oriented with emphasis on business economics or competi- 
tiveness (Porter and van der Linde 1995, Sharma and Vre- 
denburg 1998, Shrivastava 1995) Our work is situated in the 
latter stream but departs from a case orientation and has a 
strong empirical base 


Conceptualization: What Is 
Corporate Environmentalism? 


There are two facets to corporate environmentalism orienta- 
tion and strategies In the marketing strategy literature, Menon 
and Menon (1997) have introduced the concept of enviropre- 
neurial marketing—one that reflects a company's orientation 
and commitment to the environment Merely emphasizing оп- 
entation without concern for strategic implementation might 
lead to a charge of “greenwashing” (Entine 1995) Therefore, 
we propose that corporate environmentalism include two 
dimensions environmental orientation and environmental 
strategy Environmental orientation ıs the recognition by man- 
agers of the importance of environmental issues facing their 
firms, and environmental strategy 1s the extent to which envi- 
ronmental issues are integrated with a firm’s strategic plans 
Thus, we define corporate environmentalism as the recognition 
of the importance of environmental issues facing the firm and 
the integration of those issues into the firm's strategic plans 

A firm's environmental orientation, usually expressed in 
mission statements, may be focused internally or externally 
(Banerjee 2002) Internal environmental orientation reflects 
a company's internal values, standards of ethical behavior, 
and commitment to environmental protection External envi- 
ronmental ortentation refers to the aspects of a firm’s envi- 
ronmental orientation that affect its relationships with exter- 
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nal constituencies, such as financial or community stake- 
holders To frame our discussion on translating orientation 
into strategies, we use the four levels of strategy, namely, 
enterprise, corporate, business, and functional strategies, 
proposed by Schendel and Hofer (1979) 2 Enterprise strat- 
egy speaks to the fundamental mission of the firm and its 
role in society, and few businesses show evidence of having 
integrated environmental concerns at this level. Corporate 
strategy pertains to the kinds of businesses a firm should 
enter to meet its enterprise strategy goals Strategies leading 
to product differentiation or targeting niche markets exem- 
рибу business-level environmental strategies, whereas mod- 
ifying operating procedures within different functions, such 
as advertising or sales, is typical of environmental strategies 
at the functional \evel 

For our purposes we focus only on corporate and 
business- or functional-level strategies Strategies regarding 
entering new businesses, choice of technology, plant loca- 
tions, and research and development investments are gener- 
ally decided at higher levels within a firm (Banerjee 1999) 
We call these environmental corporate strategies Integra- 
tion ıs the key issue, and environmental concerns are not 
treated as ex post issues after corporate strategic plans are 
made but as ex ante concerns to be integrated with the cor- 
porate strategic planning process Environmental concerns 
can also influence business- and functional-level strategies 
Targeting the environmentally conscious consumer seg- 
ment—estimated at more than $200 billion annually (U S 
Environmental Protection Agency [EPA] 1990)—and devel- 
oping new environmentally friendly products are examples 
of marketing strategies that could result from such concerns 
We call these business- and functional-level strategies envi- 
ronmental marketing strategies 


Antecedents of Corporate 
Environmentalism: A Conceptual 
Model 


What factors lead a firm to embrace environmentalism? Is it 
a response to regulation or part of a strategy to gain compet- 
шуе advantage in the marketplace? Is it a reaction to public 
outcry or part of a proactive business strategy? We combine 
stakeholder theory with a political-economic framework in 
developing our theoretical model We use stakeholder theory 
(Harrison and Freeman 1999, Henriques and Sadorsky 
1999) to identify environmental stakeholders and a 
political-economic framework to specify the relationships 


Stakeholder Theory 


Variations 1n corporate performance arise from differences 
in strategies designed to satisfy multiple stakeholders (Har- 
rison and Freeman 1999, Henriques and Sadorsky 1999) 
We define environmental stakeholders as individuals or 
groups that can affect or be affected by the achievement of a 
firm’s environmental goals (Freeman 1984) According to 
this definition, the following are environmental stakehold- 
ers regulators, organizational members, community mem- 





2We tocus only on corporate and functional strategies in this 
study 


bers, and the media (Henriques and Sadorsky 1999) Regu- 
lators mandate compliance to environmental standards and 
are an important antecedent to environmentalism Organiza- 
tional stakeholders represent an assortment including share- 
holders, customers, and employees Community stakehold- 
ers include many nongovernmental organizations and other 
potential lobbies that have an interest in the environment, 
they have the ability to mobilize public opinion The manner 
in which a firm responds to these stakeholders depends on 
its environmental orientation, so we identify public concern 
as an important antecedent to corporate environmentalism 
For stakeholders to be successful in influencing a firm’s 
strategy, they need access to and the attention of top man- 
agement (Agle, Mitchell, and Sonnenfeld 1999) Therefore, 
we identify top management as a key antecedent that not 
only influences corporate environmentalism directly but 
also helps modify the influence of other stakeholders 
Whereas the media have been proposed as stakeholders, we 
do not identify any specific antecedent representing them for 
two reasons First, it 1s hard to isolate the influence of the 
media because of their pervasive nature Second, other 
stakeholders use the media to advance their agendas, and їп 
that sense, the media need not be separately identified as a 
stakeholder 


Political-Economic Framework 


A firm’s choice of strategies in complex social environments 
is driven by consideration of political and economic forces 
within and external to the firm (Stern and Reve 1980), this 1s 
a useful framework to explain how each of these antecedents 
influences corporate environmentalism Crossing these 
dimensions results in four forces external political, external 
economic, internal political, and internal economic 

Public concern for the environment is growing deeper 
every year (Susser 1994) and is a vivid exemplar of external 
political torce Regulations represent another external polit- 
ical force and have kept pace with the growing public con- 
cern (Buchholz 1993) Compliance with regulations may 
also impose added costs and in that sense could be viewed 
as an external economic force A strategy of being a “green” 
company can be the result of an external economic impetus 
that offers superior performance through strategic and com- 
petitive advantages (Hart 1997, Porter and van der Linde 
1995) New green products, introduced in response to this 
trend, accounted for more than 13% of all new product 
introductions in 1991 (Ottman 1993) Strategies perceived 
to enhance the economic value of the firm, such as material 
substitution and cost reduction, will likely unleash internal 
economic forces and be of interest to various organizational 
units Such forces tend to originate in boundary-spanning 
units such as marketing and sales before permeating into 
other units such as manufacturing, design, or procurement 
Finally, top management, a key stakeholder, wields internal 
political force and mediates the support it provides 
corporate environmentalism (Shrivastava 1995, Shrivastava 
and Hart 1995) In summary, our conceptual model of 
corporate environmentalism (see Figure 1) includes public 
concern, regulatory forces, competitive advantage, and top 
management commitment as antecedents to corporate 
environmentalism 
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FIGURE 1 
Corporate Environmentalism: Antecedents and Influence of Industry Type 
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Industry as a Moderator 


Do these antecedents affect all industries equally? The 
emerging view, that different sectors of the economy need to 
be dealt with differently (Fiorino 1996), is based on the fol- 
lowing logic Command-and-control regulations have 
assumed that a uniform policy will work for all industries 
and all firms within an industry and have superseded judg- 
ments of managers who are closer to the problem (Fiorino 
1996) The alternative view, recommended by the Presi- 
dent’s Council on Sustainable Development (1996), sug- 
gests a sector-based approach This approach was endorsed 
by the EPA, which identified six sectors for immediate 
implementation (US EPA 1994) These policy initiatives, 
not necessarily empirically supported, suggest that industry 
will be a moderator There are many ways to operationalize 
industry, such as competitive intensity, concentration, and 
barriers to entry and exit, but we dichotomize industries on 
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the basis of environmental impact (To test this hypothesis 
empirically, we dichotomized industry type into high envi- 
ronmental impact [HEI] and moderate environmental 
impact [MEI] sectors We provide details subsequently ) Our 
decision was based on significant differences that we docu- 
mented along four dimensions amount of pollution, level of 
public concern, stringency of environmental regulations, 
and environmental liability risks First, there 1s empirical 
evidence that amount of pollution and tts toxicity vary from 
industry to industry The EPA, on the basis of the Toxic 
Chemical Release Inventory, has consistently rated the 
chemical industry as one of the biggest polluters (Hoffman 
1999, Ochsner 1998) and labeled utilities and manufactur- 
ing industries “dirty” (Levy 1995, Ochsner 1998) Second, 
level of public concern for the environment varies with 
industry, and its impact will be more acute on dirty indus- 
tries, such as chemicals, than on “clean” ones, such as con- 
sulting Third, firms in dirty mdustries are more severely 


regulated than their clean counterparts, so the cost of com- 
pliance 15 significantly higher (Jaffe and Palmer 1997, Lan- 
jouw and Mody 1996) Fourth and last, environmental liti- 
gation disproportionately affects smokestack industries that 
face greater environmental liability risks. Hoffman (1999) 
has documented a 5400% increase in environmental cases 
filed 1n the courts between 1970 and 1993 These dimen- 
sions justify our operationalization, enabling us to test for 
the moderating role of industry 


Н; Industry type will moderate the influence of public con- 
cern, regulatory forces, competitive advantage, and top 
management commitment on environmental orientation 
and environmental strategy 


Public Concern for the Environment 


Several surveys of the North American public indicate that 
concern for the environment remains high on the public 
agenda and has been so since the late 1980s (Roper Organi- 
zation Inc 1990, 1992) Public concern for the environment 
18 partly an external political force exerted by community 
stakeholders, such as environmental activists, and partly an 
external economic force represented by customers demand- 
ing environmentally friendly products It can influence cor- 
porate environmentalism tn two ways First, firms may pre- 
sent a green image to indicate their responsiveness to public 
concern, and second, firms could develop environmental 
Strategies to target green consumers Peretz, Bohm, and 
Jasienczyk (1997) conclude that manufacturing industries 
such as metal products, rubber, and plastics produce greater 
amounts of hazardous waste than other industries, such as 
food manufacturing or packaged consumer goods There- 
fore, we can expect public concern for the environment to 
vary with people's perceptions of environmental problems 
prevalent in that industry (Susser 1994) We can also expect 
the increased public concern to influence environmental оп- 
entation and strategy 


H; Public concern will be positively related to environmental 
orientation 


H Public concern will be positively related to environmental 
strategy 


H, The effect of public concern on environmental orientation 
will be greater in the HEI sector than in the MEI sector 


Hs The effect of public concern on environmental strategy 
will be greater ın the HEI sector than ın the MEI sector 


Regulatory Forces 


Regulators are important stakeholders that exert external 
political and economic forces on the firm, regulations on 
packaging content (McCrea 1993), product formulation 
(Ottman 1993), and distribution channels (Green Market 
Alert 1993) have influenced business strategies Moreover, 
in the United States alone, more than one-half of the $100 
billion per year spent on environmental protection 1s borne 
by industry (Piasecki 1995) Environmental regulations and 
the associated compliance costs vary from industry to indus- 
try Smokestack industries attract greater legislation than 
others because their environmental risks and liabilities are 
greater (Hoffman 1999, Ochsner 1998) On the basis of a 
survey of 20 chemical firms, Ochsner (1998) finds that envi- 


ronmental legislation 1s the most important incentive for 
developing pollution prevention strategies In general, 
Strategies of pollution prevention or source reduction, as 
opposed to pollution control and waste cleanup, are more 
common ın industries that are subject to strict environmen- 
tal legislation These same industries are more likely to have 
comprehensive environmental management systems, such 
as total quality environmental management, or comprehen- 
sive environmental standards, such as ISO 14000 There- 
fore, we expect type of industry to moderate the influence of 
regulations on corporate environmentalism 


Hg Regulatory forces will be positively related to environ- 
mental orientation 

H; Regulatory forces will be positively related to environ- 
mental strategy 

Hg The effect of regulatory forces on environmental orienta- 
tion will be greater in the HEI sector than ın the MEI sector 


Hg The etfect of regulatory forces on environmental strategy 
will be greater in the HEI sector than 1n the MEI sector 


Competitive Advantage 


Competitive advantage 1s a powerful economic force, inter- 
nal and external to a firm, that influences corporate environ- 
mentalism (Lee and Green 1994, Taylor and Welford 1993) 
Corporate environmentalism offers competitive advantage 
by significantly lowering costs in the long run or helping dif- 
ferentiate products and services (Porter and van der Linde 
1995) On the basis of a study of 16 firms, Roy (1999) con- 
cludes that designing a “greener” product helps create new 
markets and increase or maintain market share Many firms, 
including 3M, AT&T, Carrier, DuPont, and IBM, have expe- 
rienced cost reductions resulting from environmentalism 
Typically, firms achieve cost savings by using cheaper recy- 
cled raw materials or through energy savings and process 
Improvements (Smith 1991) For example, Procter & Gam- 
ble used a dual source reduction strategy—concentrating the 
product and designing a refillable pouch—when introducing 
Downy, a product that was environmentally friendly and cost 
effective (Simon 1992) The 3M Company saved more than 
$1 billion and improved its competitive position with a cor- 
porate program—3P Plus—that emphasized source reduc- 
tion over pollution control measures (Shrivastava 1995) 
Targeting environmentally conscious consumers can 
also garner competitive advantage Of today’s consumers, 
25% are environmentally conscious (Roper Organization 
Inc 1990, 1992) Two programs adopted by the Boston Park 
Plaza Hotel gained ıt competitive advantage by reducing 
costs and increasing its customer base (NBC Nightly News 
1993) The Body Shop and Patagonia Inc. derive competi- 
tive advantage and enjoy unique market positions from their 
green strategic market positioning strategies (Kearins and 
Klyn 1999, Sweeney 1997) However, these advantages will 
vary across industries. In the MEI sector, because regula- 
tions are few and strategic options many, firms such as Body 
Shop or Patagonia can derive competitive advantage through 
corporate environmentalism In contrast, firms in the HEI 
sector may experience cost savings initially but cannot sus- 
tain the competitive advantage because regulations tend to 
level the playing field very soon (Sharma and Vredenburg 
1998) Given the relatively high visibility of environmental 
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issues Іп the HEI sector, responding to environmental con- 
cerns is an imperative and not a matter of strategic choice 


Н уо Competitive advantage will be positively related to envi- 
ronmental orientation 


Hj, Competitive advantage will be positively related to envi- 
ronmental strategy 


Ну, The effect of competitive advantage on environmental 
orientation will be greater 1n the MEI sector than in the 
HEI sector 


Нуз The effect of competitive advantage on environmental strat- 
egy will be greater ın the MEI sector than ın the HEI sector 


Top Management Commitment 


Top management commitment 1s a strong internal political 
force that can foster corporate environmentalism 
(Drumwright 1994, Starik and Rands 1995, Taylor and 
Welford 1993) Top management’s direct involvement in 
environmental issues 15 more prevalent in firms that perceive 
regulations as a major threat or whose customers come from 
the environmentally friendly segment (Banerjee 1998, Cod- 
dington 1993) Top management demonstrates tts commit- 
ment to environmentalism by appointing senior managers 
responsible for overseeing the firm's environmental orienta- 
tion and strategies In other cases, such as DuPont, Digital 
Equipment Corporation, Kodak, and 3M, members of the 
top management are directly involved in environmental 
issues facing their firms (Coddington 1993) Such direct 
involvement promotes a corporate atmosphere conducive to 
policy implementation and, when backed with adequate 
incentives for employees, leads to improved environmental 
performance 

In many cases, top management will lobby or form 
alliances with governmental agencies in writing regulations 
that will eventually affect the business The Super-Efficient 
Refrigerator Program, an alliance between consortia of 
major appliance manufacturers on the one hand and the U S 
EPA and the US Department of Energy on the other hand, 
is a case in point (Iyer and Gooding-Williams 1999) This 
alliance, formed with full cooperation from top management 
at all participating firms, was asked to draft regulation that 
would increase the production and sale of energy-efficient 
refrigerators and 1s credited with the creation of a new gen- 
eration of energy-efficient appliances 

In other cases, firms partner with other businesses or 
nonprofit organizations to modify their industry in a manner 
beneficial to their own business The most celebrated 
business-nonprofit alliance that led to modified packaging 
15 the one between McDonald's and the Environmental 
Defense Fund Coca-Cola and Hoechst Celanese formed an 
alliance to develop a new bottle based on postconsumer 
plastic, this resulted ın enhancing Coca-Cola's image and 
market share in the competitive soft drink market (Biddle 
1993) 


На Top management commitment will be positively related 
to environmental orientation 

Н|5 Top management commitment will be positively related 
to environmental strategy 

Hig The effect of top management commitment on environ- 
mental orientation will be greater їп the HEI sector than 
in the MEI sector 
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Нз The effect of top management commitment on environ- 
mental strategy will be greater in the HEI sector than 1n 
the MEI sector 


Тор management influences corporate environmental- 
1sm directly and, by recognizing only the more salient, legit- 
1mate, or powerful stakeholders (Mitchell, Agle, and Wood 
1997), also mediates the effects of all other factors For 
example, a marketing manager might change packaging to 
1nclude more recycled content, but if the level of public con- 
cern is high and receives the attention of top management, 
the result might be a modification of corporate environmen- 
tal strategy, such as developing and marketing environmen- 
tally friendly products Top management was responsible 
when McDonald's modified its packaging (Simon 1992) and 
when Du Pont phased out chlorofluorocarbons (Business 
and the Environment 1993) Several case studies indicate 
that public concern was instrumental in chief executive offi- 
cers’ (CEOs) development of policy guidelines on environ- 
mentally friendly purchasing practices (Drumwright 1994) 
Environmental regulations also get top management’s atten- 
tion (Agle, Mitchell, and Sonnenfeld 1999), shifting the 
company's focus from mere compliance to pollution pre- 
vention (Buchholz 1993) 


Hig Top management commitment will mediate the impact of 
public concern on environmental orientation 

Н; Top management commitment will mediate the impact of 
public concern on environmental strategy 


Ну Top management commitment will mediate the прасі of 
regulatory forces on environmental orientation 


H2, Top management commitment will mediate the impact of 
regulatory forces on environmental strategy 


H22 Top management commitment will mediate the impact of 
competitive advantage on environmental orientation 


H23 Top management commitment will mediate the impact of 
competitive advantage on environmental strategy 


The CEOs of dirty industries will be under greater pres- 
sure because public concern for the environment will vary 
with the perceived amount of environmental problems 
prevalent in an industry (Peretz, Bohm, and Jasienczyk 
1997) Therefore, we hypothesize that the effect of public 
concern on top management will be greater in the НЕ] sec- 
tor In general, smokestack industries spend more on regu- 
latory compliance and are more likely to be subject to leg- 
islation (Hoffman 1999, Ochsner 1998) As a result, firms 
in the HEI sector are selectively exposed to risks and liabil- 
ities that arise. from environmental litigation Thus, the 
effect of regulatory forces on top management will be 
greater in the HEI sector than in the MEI sector The impact 
of competitive advantage on corporate environmentalism 
will be mediated by top management and will vary with 
industry The Body Shop and Patagonia seek unique market 
positions from their greenness (Kearins and Klyn 1999, 
Sweeney 1997) Firms 1n the HEI sector are more regulated, 
which leaves managers fewer options than their counter- 
parts in the MEI sector Thus, the effect of competitive 
advantage on top management will be greater in the MEI 
sector 


Н»; The ettect of public concern on top management commit- 
ment will be greater ın the HEI sector than in the MEI 
Sector 


E 


Pas 


Н; The effect of regulatory forces on top management com- 
mitment will be greater їп the HEI sector than in the MEI 
sector 


Hag The effect of competitive advantage on top management 
commitment will be greater 1n the MEI sector than in the 
HEI sector 


Environmental Orientation and Environmental 
Strategy 


Organizational learning about environmentalism occurs in 
the collective consciousness of a firm, and over time, the 
resultant knowledge 1s fused and internalized within the 
corporate values and beliefs After encoded within a firm's 
standard operating procedures, environmental values even- 
tually influence a firm's strategies (Mintzberg 1994a, b) For 
example, in Eastman Kodak Company, the CEO chairs a 
committee on environmental responsibility, an. influential 
group that promotes education and training and sets stan- 
dards used to audit performance (Poduska, Forbes, and Bar- 
ber 1992) We hypothesize that environmental orientation 
will positively influence environmental strategies, though its 
influence will vary with industry The effect of all 
antecedents, that 1s, public concern, regulations, and top 
management commitment, will be more acutely felt by firms 
їп the HEI sector, and therefore the effect of environmental 
orientation on environmental strategy will be greater in the 
HEI sector than in the MEI sector 


H5; Environmental orientation. will be positively related to 
environmental strategy 


Нз; The eftect of environmental orientation on environmental 
strategy will be greater in the HEI sector than in the MEI 
sector 


Method 


Our data were from surveys distributed to a large lisung of 
managers in North America from a diverse range of firms 
and industries The survey items were adopted from pub- 
lished research (Banerjee 2002), pretested on a convenience 
sample of regional managers, and modified before the sur- 
vey was mailed out to our sample 


Sampling Frame and Mailing Procedure 


We used the American Marketing Association's directory 
listing names, titles, and addresses of managers as the sam- 
pling frame We used a systematic random sampling method 
to draw a sample of 944 managers from this directory Fol- 
lowing the procedure recommended by Dilman (1978), we 
communicated three times with our potential respondents 
The first mailing included a cover letter, a questionnaire, 
and a business reply envelope The cover letter described the 
purpose of our survey and included a sample of the format 
in which survey results would eventually be mailed to inter- 
ested respondents The second mailing, sent ten days later, 
was a handwritten reminder on a postcard The third and 
final mailing was sent yet another ten days after and was 
essentially identical to the first mailing. Our survey included 
an пет that assessed the respondent's self-reported knowl- 
edge of environmental issues, on the basis of this item, we 


discarded some responses and used only those from knowl- 
edgeable respondents in our subsequent analyses Of the 
944 surveys mailed, 42 were returned because of address 
changes, and 14 were incomplete for a variety of reasons, 
leaving 888 successful contacts We received 291 responses 
(32 895 response rate) but discarded 48 responses because 
of the respondents' poor knowledge of environmental 
tssues, which left us with 243 usable questionnaires (effec- 
tive response rate of 274%) Moreover, we checked for 
potential biases—and there were none—by randomly 
selecting and contacting 10% of nonrespondents by 
telephone 


Operationalization 


There were between three and eight items measuring any 
one construct, all of which used seven-point Likert scales 
1 = "strongly disagree,” 7 = "strongly agree” The first sec- 
tion had items measuring environmental orientation, the sec- 
ond contained items measuring environmental strategy, the 
third included items measuring all the antecedents, and the 
last assessed the demographic profile of the respondent and 
that of the firm 

We based public concern (PC) on the responding man- 
ager's perceptions of importance assigned by the general 
public to protecting the environment and the potential cus- 
tomer demand for environmentally friendly products and 
services We used items dealing with managerial percep- 
tions of the influence of government regulation on strategy 
and on the level of environmental regulation faced by the 
industry to measure regulatory forces (RF) We measured 
competitive advantage (CA) using items that focused on 
Investment in research and development, cost savings, and 
growth opportunities 1n new markets We measured top 
management commitment (TM) as the respondent's percep- 
tion of top management's environmental commitment to and 
support for environmental initiatives 

To measure internal environmental orientation. (IEO), 
we used items that referred to the importance of preserving 
the environment and diffusing such values companywide 
The external environmental orientation (EEO) scale had 
items measuring managerial perceptions on the relation 
between environmental issues and the firm's financial 
health То measure environmental corporate strategies 
(ECS), we included items that assessed the degree to which 
natural environment was integrated with the firm's strategic 
planning processes Last, we measured environmental mar- 
keting strategies (EMS) using items that pertained to the 
degree to which the firms’ product-market decisions were 
influenced by environmental concerns 


Results 


Sample Profile 


Companies in the sample had annual sales ranging from $1 
million to $60 billion, with a median value of $442 million 
The number of employees ranged from 7 to 200,000, with a 
median figure of 1350 employees Of respondents, 88% 
claimed to be knowledgeable about their firms’ environmen- 
tal activities, and only their responses were included in the 
analysis 
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Two independent judges categorized firms into seven 
industries manufacturing (28%), chemicals (18%), con- 
sumer products (16%), foods (14%), services (12%), phar- 
maceuticals (6%), and utilities (6%) On the basis of the 
same coders’ judgment of environmental impact, we 
dichotomized firms into the HEI sector (1 e , manufacturing, 
chemicals, pharmaceuticals, and utilities) or the MEI sector 
(1 е, services, consumer products, and foods) Our catego- 
rization was consistent with that proposed by the US 
Bureau of the Census (1993) 


Comparison of Means 


Differences between groups were statistically significant 
(F = 4 47, p « 0001) Mean scores on EO and ES were sig- 
nificantly higher for firms in the HEI sector than for those in 
the MEI sector (see Table 1) The summed scores (of 28) on 
ТЕО and EEO were 18 87 and 19 85 in the HEI group and 
15 52 and 17 71 1n the MEI group Summed scores for ECS 
(of 35) and EMS (of 21) were 18 06 and 12 17 for firms in 
the HEI group and 14 38 and 9 64 for firms in the MEI 
group Firms in the MEI sector had significantly lower 
scores on all antecedents Pharmaceuticals and chemicals 
had the highest summed scores on all constructs, and service 
industries had the lowest scores, which lent face validity to 
our measures 


Measurement 


We assessed the quality of our measurements with confir- 
matory factor analysis and followed accepted norms (Hart- 
line, Maxham, and McKee 2000) ın including only items 


that loaded in excess of 5 (see the Appendix) The overall 
fit supports the measurement model given the large number 
of indicators used (24звағ = 8599, p < 001) The 
x2/degrees of freedom (d f ) ratios ın the range 1 50-3 0 are 
acceptable, and lower values indicate a good fit (Byrne 
1989), we had a ratio of 197, which indicated a good fit 
The root mean square error of approximation (RMSEA) was 
06, the comparative fit index was 92, and the parsimony 
normed fit index was 75 (see Table 2) Scale reliabilities far 
exceed the recommended threshold of 70% (Hair et al 
1992), and the variance extracted exceeded the recom- 
mended threshold of 5096 for all constructs except EEO 
Thus, our measures are reliable and cover at least one-half 
of a construct’s domain 


Measurement Invariance 


To establish similarity in meanings of all constructs in both 
groups, we conducted a multigroup confirmatory factor 
analysis (Steenkamp and Baumgartner 1998) We estimated 
a series of models in which we progressively relaxed con- 
straints on factor loadings, factor variances and covariances, 
and error variances in the two groups The overall X2 was 
1696 4 with 964 d f. for the multigroup constrained model 
and 1661 2 with 940 df for the unconstrained model The 
difference in X? statistics was 35 2 with 24 df (p > 06) 
When the factor loadings and factor variances and covari- 
ances were set equal, partial measurement invartance, а nec- 
essary and sufficient condition for structural comparisons 
across groups, was established (Steenkamp and Baumgart- 
ner 1998) This validated the measurement model shown in 
Table 2 for both groups 


TABLE 1 
Mean Scores and Standard Deviation on Corporate Environmentalism and Antecedent Constructs 














Industry (N) IEOb EEOb ECSc EMSa PCc ВЕРЧ САС TMa 
Services 28 1121 14 68e 821 561 11 46 1025 9 68 9 96 
6 95 4 80! 457 395 4 85 6 13 628 583 
Consumer products 37 17 05 17 78 16 49 1127 14 24 18 37 1595 14 57 
6 44 510 6 83 463 3 93 504 559 4 09 
Foods 35 17 34 20 06 17 09 11 14 14 20 17 71 16 29 15 09 
5 66 4 38 532 454 410 412 466 378 
Moderate Group 100 1552 17 71 14 38 9 64 13 45 1587 14 31 13 46 
682 518 688 505 4 40 6 15 6 17 501 
Pharmaceuticals 15 20 93 20 73 20 40 15 73 17 20 21 70 17 73 1567 
4 96 3 99 503 397 2 43 3 64 4 45 401 
Utilities 17 20 24 19 47 1812 976 15 18 19 59 16 59 16 00 
514 400 491 474 416 423 581 398 
Manufacturing 66 1697 18 68 16 71 1152 14 17 18 55 16 79 14 39 
602 4 72 605 4 99 4 16 5 36 634 434 
Chemicals 45 20 47 21 40 1924 12 84 15 96 21 91 19 00 17 07 
5 70 487 581 4 68 3 13 4 05 4 59 3 39 
High Group 143 1887 19 85 18 06 12 17 15 17 20 06 17 56 15 56 
594 474 5 86 496 3 82 490 563 411 





aSummed scores оп а three-item seven-point scale 
bSummed scores on a four-item seven-point scale 
cSummed scores on a five-item seven-point scale 
dSummed scores on a six-item seven-point scale 
®Mean score 

‘Standard deviation 
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ТАВГЕ 2 
Confirmatory Factor Analysis Results 


ECS1 84 
ECS2 75 
ECS3 86 
ECS4 83 


CA3 
CA4 
CA5 
CA6 
TM1 
TM2 
ТМЗ 
Reliability 90 74 89 
Variance extracted 69 42 67 


EMS PC RF CA ™ 


71 
88 
87 
69 
89 
76 
77 
64 
66 
69 
79 
Б9 
57 
76 
69 
85 
84 
92 
82 
78 
86 83 84 87 88 
68 62 51 53 71 


Notes x? = 859 9, 436 df, p< 001, GFI = 82, comparative fit index = 92, parsimony normed fit index = 75, RMSEA = 06, y?/d f ratio = 1 9 


Multigroup Path Analysis 


Because of the large number of indicators, we summed all 
scales to represent relevant constructs and tested our 
hypotheses with path analysis using LISREL 8 for Windows 
(Joreskog and Sorbom 1993) We report the four models 
estimated in Table 3 First, we estimated a multigroup path 
model with all hypothesized paths in which path coefficients 
were restricted to be equal in both groups, we refer to this as 
the overall model (Х2аваг = 53 6, p < 03, goodness-of-fit 
index [СЕП = 93, RMSEA = 05) Second, we eliminated 7 
of 23 paths because of their insignificance and estimated a 
multigroup restricted model, in which path coefficients were 
restricted to be equal In general, the restricted model fit the 
data better than the overall model (x2434 ¢ = 55 3, p < 09, 
GFI = 93, RMSEA = 05) and provided support for some of 
our hypotheses Third, we estimated a multigroup unre- 
stricted model, in which all path coefficients were allowed 
to vary freely Comparison of the fits between the restricted 
and unrestricted models helped us test for the moderating 
effects of industry type Finally, we estimated a mixed 
model in which results of previous analysis guided our deci- 
sions to free or restrict path coefficients Consistent with 


prior research (Ganesan 1994, Siguaw, Simpson, and Baker 
1998), we fixed the error variances of all constructs using 
composite reliabilities and allowed measurement errors for 
both factors of the dependent variables to correlate This 
analysis enabled us to test the hypotheses (see the ensuing 
discussion and the summary in Table 4) and compute and 
compare indirect and total effects of each antecedent in both 
groups (see Table 5) Figure 2 displays the final path analyt- 
ical model showing significant paths in both HEI and MEI 
groups 


Overall Hypothesis 


To test our overall hypothesis (Н) that predicted a moderat- 
ing role for industry, we compared the fits of the restricted 
and unrestricted models The unrestricted model improved 
the fit (X%2274¢ = 27 6, p < 43, GFI = 96, RMSEA = 01), 
this difference in Х2) бај = 27 7 was significant, їп support 
of the hypothesized moderating effect of industry type (p « 
04) Because the omnibus test was significant, we used the 
unrestricted model and proceeded to test for the moderating 
effects of each antecedent in three stages First, we imposed 
equality restrictions on the path coefficients, second, we 
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TABLE 3 
Standardized Parameter Estimates and Summary of Results 





Unrestricted Model 


Final Mixed Model 


Structural Overall Restricted HEI MEI HEI MEI 
Path Model Model Industries Industries Industries Industries 
РС > TM 37 (2.99) 37 (3.05) -61 (4.00) 04 (18) 54 (3.69) 12 ( 64) 
PC > ЈЕО 02 (17) 

PC > EEO 13 ( 85) 

PC > ECS -02 (-25) 

PC > EMS .23 (1.97) 23 (2.26) 23 (159) 22 (144) .17 (2.12) 17 (2.12) 
RF 2 TM 26 (2.43) 25 (2.39) 10 (77) 41 (2.43) 26 (2.48) 26 (2.48) 
RF — IEO – 06 (– 45) 

RF э EEO 07 ( 58) 12 (112) 23 (1.72) 08 (43) 27 (1.94) -02  (-11) 
RF > ECS 12 (162) 19 (3 58) 14 (109) .20 (1.89) .13 (2.03) 13 (2.03) 
RF  EMS —06 (-60) 

CA TM 10 (81) 10 (86) —13 (-85) 46 (2.41) —19 (-131) 49 (2.71) 
CA > IEO 18 (161) 18 (2.59) 23 (2.87) 02 (15) 22 (2.93) 05 (43) 
CA > EEO 15 (110) 28 (3 22) 06 (41) 42 (2.28) 06 ( 44) 37 (2.14) 
CA > ECS 10 (131) 21 (141) 07 (84) .21 (1.95) 03 ( 44) 20 (2.08) 
СА — EMS -33 (3.06) 26 (2.67) 30 (2.43) 30 (1.67) -31 (311) .31 (3.11) 
TM  IEO .65 (8.03) 63 (9 20) .65 (7.61) .69 (5.54) .66 (9.28) .66 (9.28) 
TM э EEO -41 (4.09) 47 (5.47) 49 (4.41) 26 (159) 42 (4.42) .42 (4.42) 
TM > ECS .32 (4.23) .32 (4.54) 40 (4.50) 09 (73) 29 (3.94) 29 (3.92) 
TM — EMS 28 (2.80) 28 (3.26) -36 (3.10) 16 (131) 27 (3.16) .27 (3.16) 
EEO > ECS 06 ( 66) 

EEO > EMS 19 (158) 17 (2.14) 11 (104) 25 (1.97) 22 (2.16) 22 (216) 
IEO  ЕС5 49 (5.23) 55 (8.92) 48 (589) .66 (6.45) +55 (8.64) +55 (8.64) 
IEO > EMS -02 (-14) 

x2 (df) 53 36 (36) 55 3 (43) 27 6 (27) 35 96 (37) 

p-Value ( 03) 09 43 ( 52) 


А 
Notes Boldface numbers indicate significant paths Numbers in parentheses represent t-values We report standardized coefficients to facili- 


tate model comparisons 


allowed the path coefficients to freely vary, and third, we 
compared the two fits, which resulted in a series of nested 
tests Differences in X? between the constrained and unre- 
stricted models enabled us to infer the relative impact of 
each antecedent in either group The ensuing discussion 1s 
based on this comparative analysis and follows the order in 
which the hypotheses were originally proposed 


Public Concern: Hz-Hs 


We predicted that PC would be positively related to EO and 
ES and that its impact in the HEI sector would be greater 
than 1n the MEI sector We found that the PC — IEO and 
PC — EEO paths were not significant in either group How- 
ever, PC — EMS was significant in both groups, whereas 
PC — ECS was not in either industry We conducted а 
nested X? test to examine the moderating effect of industry 
type In one model, we constrained the path from PC to 
EMS to be equal and then compared the fit with that of a 
model in which these paths were not constrained There was 
no deterioration in fit, but the added power resulted in 
improving the significance of the path coefficients The dif- 
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ference in X? was 0 with 1 df, implying that industry did 
not moderate this relationship between PC and EMS 


Regulatory Forces: Hg—Hg 


Our prediction regarding RF as an antecedent received 
mixed support We found that RF had a positive effect on 
EEO and ECS but no impact on IEO or EMS Furthermore, 
one path was significant in the HEI group (RF — EEO), 
whereas the other was significant in both groups (RF > 
ECS) The predicted moderating role for industry also 
received mixed support RF had a significant effect on EEO 
only in the HEI sector, in support of the moderating role for 
industry type. However, when we set the path from RF to 
ECS to be equal in both groups, the resulting model showed 
no deterioration in fit (¥2;g¢ = 72), suggesting that in the 
case of ECS, there was no moderating role for industry type 


Competitive Advantage: Hig-H13 


As an antecedent, CA had significant influence on all envi- 
ronmental orientation and strategy constructs The CA — 
EMS path was significant in both groups For the other con- 


ТАВГЕ 4 
Summary of Findings 


———————————————————————————— 


Hypothesis 


Finding 


——————————————————————————————————E 


Industry 
H4 HEI z MEI 
PC, RF, CA, TM > EO, ES 


Public Concern 
Ho PC > EO 
Нз РС > ES 
H4 PC > ЕО HEI > MEI 
H5 PC 5 ES HEI » MEI 


Regulatory Forces 
Hg RF ~ EO 
Н; RF ES 
Hg RF — EO HEI > MEI 
Hg RF ЕЅ HEI > MEI 


Competitive Advantage 
Hio CA EO 
Н СА > Е5 
Нуз CA  ЕО НЕ! < MEI 
H43 СА > ES НЕ! < МЕ! 


Industry moderates effects of РС, RF, TM, and CA on EO and ES 


PC not antecedent to IEO PC not antecedent to EEO 
PC not antecedent to ECS PC antecedent to EMS 
Not tested, as PC — EO was not significant 

Industry does not moderate effect of PC on EMS 


RF not antecedent to ІЕО RF antecedent to EEO in НЕ! 
RF antecedent to ECS RF not antecedent to EMS 
Industry moderates effect of RF on EEO 

Industry does not moderate effect of RF on ECS 


CA antecedent to IEO tn MEI CA antecedent to EEO in HEI 
CA antecedent to ECS in MEI CA antecedent to EMS 
Industry moderates effects of CA on EEO but not IEO 
Industry moderates effects of CA on ECS but not EMS 


Top Management Commitment 


H4g TM — EO HEI » MEI 
H,; ТМ — ES НЕ! > MEI 
Hig PC > TM > ЕО 
Hig PC ТМ > ES 
Hao RF > TM > EO 
Ни RF >TM > ES 
Hoo СА э ТМ EO 
H23 СА > TM > ES 
Нод PC 2 TM HEI > МЕ! 
Hos RF >TM HEI > MEI 
Нов CA — ТМ HEI < MEI 


Environmental Orientation 
Ho; ЕО > ES 
Hog EO > ES HEI > MEI 


TM antecedent to IEO TM antecedent to EEO 

TM antecedent to ECS TM antecedent to EMS 

Industry does not moderate effects of TM on EEO or IEO 
Industry does not moderate effects of TM on ECS or EMS 
TM mediates effects of PC on EEO and PC on IEO in HEI 
TM mediates effects of PC on ECS and PC on EMS in HEI 
TM mediates effects of RF on EEO and PC on IEO 

TM mediates effects of RF on ECS and TM on EMS 

TM mediates effects of CA on EEO and CA on IEO in MEI 
TM mediates effects of CA on ECS and CA on EMS in MEI 
Industry moderates effect of PC on TM 

Industry does not moderate effect of RF on TM 

Industry moderates effect of CA on TM 


EEO antecedent to EMS IEO antecedent to ECS 
Industry does not moderate effect of IEO on ECS 


Industry does not moderate effect of EEO on EMS 
eee 


structs, its influence was as follows The CA — ТЕО path 
was significant in the HEI group, whereas the CA — ECS 
and CA — EEO paths were significant in the MEI group 
Our prediction of CA as an antecedent received mixed sup- 
port To test for the moderating effect of industry, we con- 
strained each set of path coefficients leading to IEO and 
EEO to be equal in both groups The difference in Y? was 
significant (224 = 6 77), indicating that industry moder- 
ated the influence of CA on EO In the case of strategy con- 
structs, a similar test was not significant (X254 = 3 26), sug- 
gesung that industry did not moderate the relationship 
between CA and ES 


Top Management Commitment (Direct Effects): 
H4-H1; 


There was mixed support for the hypotheses relating the role 
of top management commitment as an antecedent to envi- 
ronmental orientation and environmental strategy One path 


coefficient, TM — IEO, was significant in both groups, and 
three others, TM — EEO, TM  ECS, and TM — EMS, 
were significant only in the HEI group It seems that TM 
was an antecedent in many, but not all, cases A nested %2 
test provided no support for the moderating effect of indus- 
try in the case of EO (х? = 194) or ES (Хаг = 4 28), 
implying that H;4 was not supported 


Top Management Commitment (Mediating 
Effects): Hyg—H23 


We used common metric standardized coefficients from the 
mixed model (see Table 3), which had an excellent fit 
O33a ғ = 35 96, р> 52, GFI = 96, RMSEA = 00), to cal- 
culate the indirect effects of the antecedents on EO and ES 
(see Table 5) Except for three paths, CA — IEO, EMS in 
the HEI sector, and PC — EMS in the MEI sector, we found 
indirect effects for all significant paths from the antecedents 
to the EO and ES constructs These findings provide strong 
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TABLE 5 
Direct, Indirect, and Total Effects of Public Concern, Regulatory Forces, Competitive Advantage, and Top 
Management Commitment on Environmental Orientation 








Effects in HEI Industries Effects in MEI Industries 
Environmental 
Antecedent Construct Direct Indirect Total Direct Indirect Total 
PCa IEO 00 36 36 00 00 .00 
EEO 00 23 23 00 00 00 
ECS 00 16 16 00 00 00 
EMS 24 15 39 24 00 24 
PCb ECS 00 36 36 00 00 00 
EMS 24 19 43 24 00 24 
RFa IEO 00 17 17 00 17 17 
EEO 27 11 38 00 11 11 
ECS 13 08 21 13 08 21 
EMS 00 07 07 00 07 07 
ВЕБ ЕС5 13 17 30 13 17 30 
ЕМ5 00 13 13 00 09 09 
CAa IEO 22 00 22 00 32 32 
EEO 00 00 00 37 21 58 
ECS 00 00 00 17 14 31 
EMS 27 00 27 27 13 40 
CAb ECS 00 12 12 17 32 49 
EMS 27 00 27 27 23 50 
TMc IEO 66 — 66 66 = 66 
EEO 42 = 42 42 = 42 
ECS 29 36 65 29 36 65 
EMS 27 07 34 27 07 34 





alndirect effects mediated by TM 


bIndirect effects mediated by TM and environmental onentation constructs 


епа гес! effects mediated by environmental orientation constructs 


Notes We report common metric standardized coefficients to facilitate group comparisons 


support for the mediating role played by TM We found sup- 
port for Нуу regarding the moderating effect of industry in 
regard to the effect of PC on TM The difference in X2 was 
highly significant (y2;g¢ = 531), indicating that, as 
expected, the effect of PC on TM was higher in the HEI 
group than in the MEI group 

We report the direct, indirect, and total effect of all 
antecedents on the constructs of ES in Table 5 We found 
that TM significantly mediated the effect of PC on IEO and 
EEO тп the HEI group Although there was no direct effect 
of PC on EEO or IEO in this group, the indirect effects ( 23 
and 36 for EEO and IEO, respectively) were significant. In 
contrast, PC did not have any direct or indirect effects on the 
EO constructs in the MEI group Regulatory forces had a 
significant direct ( 27) and indirect ( 11) effect on EEO in 
the HEI group In comparison, there was no direct effect on 
EEO in the MEI group, but an equal indirect effect ( 11) was 
evident in the MEI group In both groups, RF had no direct 
effect and an equal indirect effect ( 17) on IEO, which pro- 
vides support for the hypothesis of the mediating role of 
TM There was no direct or indirect effect of CA on EEO in 
the HEI group In sharp contrast, we found a significant 
direct (37) and indirect ( 21) effect ın the MEI group With 
respect to IEO, we found that CA had a significant direct 
effect ( 22) only for the HEI group but a larger significant 
indirect effect ( 32) for the MEI group, which indicates that 
TM mediated this relationship In summary, we conclude 
that TM mediates the relationship between the following EO 
constructs 
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*PC and [EO in the HEI sector, 

*PC and EEO in the HEI sector, 
*RF and ТЕО in both sectors, 

*RF and EEO in both sectors, 

*CA and [EO пп the MEI sector, and 
•СА and EEO in the MEI sector 


Public concern had no direct effect on ECS in either group 
However, there was an indirect effect ( 16) 1n the HEI group, 
suggesting that TM mediated its effect on ECS In the case of 
EMS, we found equal direct effects in both groups ( 24), but a 
strong indirect effect ( 15) only in the HEI group Similarly, 
we found that RF had equal direct ( 13) and indirect ( 08) 
effects on ECS in both groups In both groups, RF did not have 
a direct effect on EMS, and the indirect effect (07) was the 
same for both groups Finally, CA did not have a direct or indi- 
rect effect on ECS ın the HEI group, but in the MEI group, 
there was a strong direct ( 17) as well as indirect ( 14) effect 
In the case of EMS, though there was an equal direct effect 
( 27) in both groups, we found an indirect effect ( 13) only in 
the MEI group Therefore, we conclude that TM mediates the 
relationship between the following ES constructs 


*PC and ECS in the HEI sector only, 

*PC and EMS їп (ће HEI sector only, 
*RF and ECS in both sectors, 

*RF and EMS in both sectors, 

*CA and ECS in the MEI sector only, and 
*CA and EMS in the MEI sector only 


FIGURE 2 
Significant Paths in Final Model 
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— € Significant in both HEI and MEI sectors No moderating effect of industry 


= Sıgnıficant ın HEI sector Industry moderated 
— pe — Significant in MEI sector Industry moderated 


Notes All paths are significant at p « 01, except those marked *, which are significant at p « 04 


Top Management Commitment (Industry Effects): 
#24–26 


A nested X? test revealed that the stronger effect of PC on 
TM in the HEI sector was statistically significant (y213 = 
5 29, p « 025) However, a similar test for the effect of RF 
on TM found no differences between the HEI and MEI sec- 
tors (Жа, = 64, p < 4) The stronger effect of CA on TM 
in the MEI sector was also statistically significant (X244 = 
9 18, p « 005), providing support for the hypothesized role 
of industry type as a moderator 


Environmental Orientation and Environmental 
Strategy: H27 and Hog 


We found one significant path in the HEI sector (ТЕО — 
ECS) and two in the MEI sector ТЕО — ECS, EEO > 
EMS), which implies mixed support for H5; With respect to 
Hag, industry type did not moderate the relationship between 
EEO and EMS (y?,4¢ = 83) or between ТЕО and ECS 
(шг = 2 10) 


Discussion 


We begin our summary with a caveat Our research goal was 
to understand environmental strategy and not to distinguish 
“good” from “bad” companies Environmental strategy 15 an 
emerging area of research dominated by exploratory single- 
industry case studies with little empirical evidence, our 
Study 1s an attempt to fill that void Because the proposed 
model fits the data well,3 we were able to present the much- 
needed empirical support for the relationships between var- 
10иѕ antecedents and corporate environmentalism, as well as 
the moderating role for industry Taken collectively, our 
results have many implications for strategy and public pol- 
icy, which we discuss after itemizing our main findings 


3This 1s evidenced by the nonsignificant chi-square statistics and 
further confirmed by the GFIs Note that 30 of 46 onginally spec- 
ified paths were significant, and the final model contained 5 non- 
significant paths that provided support for directional hypotheses 
and 8 combined paths that showed lack of support for the proposed 
hypotheses 


Corporate Environmentalism / 117 


*industry type 
—was overall significant and moderated various relationships 
*Public concern for the environment 
-influenced environmental marketing strategy 
—had greater effect on top management commitment ın the 
HEI sector 
*Regulatory forces 
-influenced environmental corporate strategy 
-Anfluenced top management commitment 
-had greater effect on external environmental orientation in 
the HEI sector 
*Competitive advantage 
-influenced environmental marketing strategy 


—had greater effect on external environmental orientation in 
the MEI sector 


—had greater effect on internal environmental orientation in 
the HEI sector 

—had greater effect on environmental corporate strategy in the 
MEI sector 

*Top management commitment 

-Anfluenced external environmental orientation 

—influenced internal environmental orientation 

-influenced environmental strategy 


*[n the HEI sector, the antecedents ranked in order of decreas- 
ing importance were top management commitment, public 
concern for the environment, regulatory forces, and competi- 
tive advantage 


*[n the MEI sector, the antecedents ranked in order of decreas- 
ing importance were top management commitment/competi- 
tive advantage, regulatory forces, and public concern 


Public concern was positively related only to environ- 
mental marketing strategy in both the HEI and the MEI sec- 
tor The impact of public concern on environmental market- 
ing strategy was higher than its impact on environmental 
corporate strategy This bias toward environmental market- 
ing strategy may be based on the firm's ability to obtain 
immediate and quick benefits by implementing environmen- 
tal marketing strategy as opposed to environmental corporate 
strategy This 1s consistent with prior findings that environ- 
mental marketing strategies, such as green niche marketing 
strategies (Porter and van der Linde 1995, Shrivastava 1995) 
and consumer-oriented green advertising strategies (Baner- 
Jee, Gulas, and Iyer 1995), are lucrative and easier to imple- 
ment Our results also showed that public concern was indi- 
rectly related to environmental corporate strategy through 
top management commitment in the HEI sector only Con- 
sistent with stakeholder theory, this signifies the importance 
accorded public opinion by top management trying to foster 
corporate environmentalism in the HEI sector Its overall 
influence on environmental strategy was greater in the HEI 
sector In this group, top management commitment partially 
mediated the relationship between public concern and envi- 
ronmental marketing strategy but completely mediated the 
relationship between public concern and environmental cor- 
porate strategy This suggests that in the HEI sector, public 
concern only influences environmental marketing strategies, 
and top management involvement would be vital to influence 
environmental corporate strategy 

Regulatory forces had a significant direct influence on 
environmental corporate strategy but none on environmental 
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marketing strategies However, the indirect influence, medi- 
ated by top management commitment, was comparable at 
both levels of strategy and 1n both sectors, which suggests 
that regulations readily attract the attention of top manage- 
ment across all industries Regulatory forces were positively 
related to external environmental orientation; this relation- 
ship was moderated by industry type The impact of regula- 
tory forces on external environmental orientation was higher 
in the HEI sector This 1s probably because managers in HEI 
industries are more aware of noncompliance costs 

Competitive advantage positively influenced internal 
environmental orientation in both sectors but influenced 
external environmental orientation only їп the MEI sector 
Internal environmental orientation involves developing cor- 
porate value and vision statements, efforts typically directed 
by top management External environmental orientation per- 
tains to aspects of a firm's relationship with its external stake- 
holders In the HEI sector, regulations may disproportion- 
ately influence external environmental orientation, thereby 
diminishing the effect of competitive advantage on external 
environmental orientation Because regulations are less 
important in the MEI sector, the effect of competitive advan- 
tage on external environmental orientation becomes signifi- 
cant In the case of environmental strategies, our results are 
consistent with prior research findings that any competitive 
advantage derived from adopting environmental strategies 
varies across industries and not just from firm to firm within 
industries (Christmann 2000) External environmental orien- 
tation’s impact on environmental marketing strategy was 
greater than its impact on environmental corporate strategy, 
and its impact was present in the MEI sector but absent in the 
HEI sector Regulatory forces and public concern probably 
made corporate environmentalism an imperative in the HEI 
sector, thus diminishing the effect of competitive advantage 
In the MEI sector, firms could gain competitive advantage 
(Sharma and Vredenburg 1998) from relatively low-cost 
environmental marketing strategies, such as changed packag- 
ing Conversely, in the regulated HEI sector, high invest- 
ments would be needed to realize competitive advantages 
These explain the differential influence of competitive 
advantage on both levels of strategy and type of industry 

Top management commitment was positively related to 
all antecedents and, with its direct and. mediating effects, 
emerged as the single most influential antecedent to corpo- 
rate environmentalism Its relationships with public concern 
and competitive advantage were moderated by industry 
type Public concern was related to top management com- 
mitment in the HEI sector only This is consistent with prior 
qualitative research describing how senior managers in HEI 
industries, such as chemicals and utilities, communicated 
their company’s environmental goals to customers and the 
general public (Coddington 1993, Ottman 1993) Top man- 
agement’s vision of competitive advantage was moderated 
by industry type Its influence was more apparent in the MEI 
than the HEI sector, because regulations were less prevalent 
in the former than 1n the latter sector Top management com- 
mitment was positively related to external environmental 
orientation in all industries, probably because management 
frequently interacts with external stakeholders 


The relationship between environmental orientation and 
environmental strategy is complex, mostly because of their 
multidimensional nature In both sectors, external environ- 
mental orientation was not related to environmental corpo- 
rate strategy but only to environmental marketing strategy 
Among other things, external environmental orrentation 
involves balancing environmental protection and the inter- 
ests of various external stakeholders, such as shareholders, 
with financial interests and community organizations with 
environmental interests Our conclusion that these decisions 
are made at the functional level could have been the result of 
focusing only on the marketing function, in which such 
trade-offs are common Internal environmental orientation, 
in contrast, was related to environmental corporate strategy 
in both sectors Internal environmental orientation, in gen- 
eral, pertains to corporate values regarding the firm- 
environment relationship and thus is more likely to have an 
impact at the corporate level regardless of industry type 


Recommendations for Business and Public 
Policy Managers 


The scores on corporate environmentalism are not particu- 
larly high, suggesting that there 1s room for considerable 
improvement Whereas our study sheds light on the “what” 
and "why" of corporate environmentalism, the "how" 
remains elusive Inducing firms to adopt corporate environ- 
mentalism requires the use of different agents of influence, 
and that choice depends on industry type Our recommenda- 
tions in this regard are speculative and follow the two 
themes of our research the impact of antecedents and the 
moderating effect of industry 

Any efforts to move firms toward environmentalism 
must recognize the significant role of top management com- 
mitment Other forces, most notably public concern, regula- 
tions, and competitive. advantage, influence top manage- 
ment, though these influences are moderated by industry 
type Recall that according to stakeholder theory, the choice 
of corporate strategy and, as a result, the recognition 
accorded various stakeholders are driven by a firm's desire 
to balance its and shareholders' fiscal welfare with other 
stakeholder interests In that sense, gaining the attention and 
concurrence of top management—so vital because of its 
strong influence—must vary with industry type Public con- 
cern in the HEI sector, regulatory forces in both sectors, and 
competitive advantage ın the MEI sector significantly influ- 
ence top management The obvious implication ts that in the 
HEI sector, regulatory forces and public concern should be 
maintained at high levels, ensuring that, in the process, envi- 
ronmental issues receive the attention of top management 
In the MEI sector, in addition to establishing regulations, it 
will be important to create an appropriate market environ- 
ment that enables firms to gain competitive advantage by 
adopting proenvironmental strategies 

Whereas all antecedents significantly affected environ- 
mental strategy, the pattern was different depending on the 
industry Public concern was the most significant in the HEI 
sector, but competitive advantage was the most significant in 
the MEI sector, in both cases, top management commitment 
was a significant mediator Public concern influenced the 


lower-level environmental marketing strategy, whereas reg- 
ulatory forces influenced the higher-level environmental 
corporate strategy A clear implication 15 that raising envi- 
ronmental strategies to the corporate level will require high 
internal environmental orientation, high levels of public 
concern, strong regulatory forces, and vigorous top manage- 
ment commitment 

We address public policy managers with the following 
recommendations First, to successfully influence firm 
strategies, regulators must work with top management 
(Milne, Iyer, and Gooding-Williams 1996) However, 
appealing on emotional or moral grounds will not suffice, 1t 
will need to be based on strong strategic grounds (Porter and 
van der Linde 1995) When top management perceives added 
competitive advantage and economic value to the firm, it 
becomes an invaluable change agent (Iyer and Gooding- 
Williams 1999) Second, especially 1n the MEI sector, regu- 
lators must also attempt to modify market characteristics that 
stimulate proenvironmental strategies In the long run, mod- 
ifying market characteristics will weed out less efficient 
firms and reward environmental innovation Third, regula- 
tors can sponsor nonprofit organizations and other commu- 
nity groups as part of a program geared toward maintaining 
public pressure on firms These might include public funding 
for informational programs sponsored by environmental 
nongovernmental organizations or for alliances formed by 
various nonprofits to promote corporate environmentalism 


Limitations and Further Research 


Our study has some limitations that we must acknowledge 
First, we used cross-sectional data to derive causation Sec- 
ond, we recruited only one respondent per firm, though our 
survey had an item assessing the self-reported knowledge on 
environmental issues and only surveys completed by knowl- 
edgeable respondents were included in the analyses Third, 
we measured only managers' perceptions, we did not mea- 
sure environmental investments made by firms These may 
be better indicators of firms’ environmental strategy and 
need to be included in further studies Fourth, although our 
study focused on environmental orientation апа environ- 
mental strategy as components of corporate environmental- 
ism, we did not measure the actual environmental perfor- 
mance of firms Developing appropriate indicators of 
environmental performance remains a challenging task for 
researchers Fifth, we focused solely on the marketing func- 
поп when conceptualizing business- and functional-level 
strategies Whereas our own interests were behind this lim- 
ited focus, expanding the scope to include other functions 1s 
necessary to develop fully the understanding of the relation- 
ship between functional strategy and corporate 
environmentalism 

Further research, in addition to addressing these limita- 
tions, can follow other fruitful avenues One would focus on 
important organizational characteristics, which we deliber- 
ately kept outside the scope of our current research If cor- 
porate environmentalism can be conceptualized as a firm- 
specific strategic capability, then we should expect 
differences in environmental orientation and environmental 
strategy among firms within the same industry How are 
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environmental orientation and environmental strategies 
developed and disseminated throughout the organization? 
How do firms integrate environmentalism at higher levels of 
strategy? What are the barriers to implementing an environ- 
mental strategy at the corporate level? How do firms 
develop, tmplement, and monitor their environmental strate- 
gies? Various. firm-specific factors, such as organizational 
context, differences 1n managerial perceptions of environ- 
mental issues, asset complementarity, and competitiveness, 
might explain how environmental strategies are differen- 
tially implemented The goal of such further research would 
be to identify barriers to and enablers of corporate 
environmentalism 

Focusing on interactions among the antecedents, which 
we had precluded to keep our model simple, would be use- 
ful as well For example, regulatory forces and public con- 
cern might interact Often, environmental legislation, 
enacted as a result of public concern or pressure from envi- 


ronmental organizations (Hoffman 1999), will in turn influ- 
ence corporate environmental strategies (McCrea 1993, 
Reinhardt 1999) In one case, top management, on realizing 
the extent of the new investment required to comply with a 
proposed legislation, lobbied to have the legislation modi- 
fied (Banerjee 2001) 

Another important and interesting future research 
avenue would be to examine the consequences of corporate 
environmentalism as opposed to what we did, that 15, iden- 
tify the antecedents to and measure their relative impact on 
corporate environmentalism Say a firm decides to adopt 
corporate environmentalism What impact would this have 
on its profitability? This research could explore the relation- 
ship between corporate environmentalism and a comprehen- 
sive set of performance criteria, for example, profitability, 
market share, customer loyalty, and customer retention The 
rising costs of environmental compliance will make such 
studies of great value to corporations 


APPENDIX 
Measures of Constructs 





Public Concern 
•Оиг customers feel that environmental protection is a 
critically important issue facing the world today 
«The North American Public ts very concerned about 
environmental destruction 
«Our customers аге increasingly demanding 
environmentally friendly products and services 
«The public is more worried about the economy than about 
environmental protection (R, D) 
*Our customers expect our firm to be environmentally 
friendly (D) 


Regulatory Forces 

•Недшаноп by government agencies has greatly 
influenced our firm's environmental strategy 
«Environmental legislation can affect the continued growth 
of our firm 

eStricter environmental regulation is a major reason why 
our firm 1s concerned about its impact on the natural 
environment 

*Tougher environmental legislation is required so that only 
firms that are environmentally responsible will survive and 
grow (D) 

eOur firm's environmental efforts can help shape future 
environmental legislation in our industry 

*Our industry is faced with strict environmental regulation 


Competitive Advantage 

*Being environmentally conscious can lead to substantial 
cost advantages for our firm 

Our firm has realized significant cost savings by 
experimenting with ways to improve the environmental 
quality of our products and processes 

*By regularly investing in research and development on 
cleaner products and processes, our firm can be a leader 
in the market 

Our firm can enter lucrative new markets by adopting 
environmental strategies 

+Our firm can increase market share by making our current 
products more environmentally friendly 

eReducing the environmental impact of our firm’s activities 
will lead to a quality Improvement in our products and 
processes 
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Top Management Commitment 
*The top management team in our firm is committed to 
environmental preservation 
*Our firm's environmental efforts receive full support from 
our top management 
*Our firm's environmental strategies are driven by the top 
management team 


Internal Environmental Orientation 
*Environmental issues are not very relevant to the major 
function of our firm (А, D) 
*At our firm, we make a concerted effort to make every 
employee understand the importance of environmental 
preservation 
*We try to promote environmental preservation as major 
goal across all departments (D) 
*Our firm has a clear policy statement urging 
environmental awareness in every area of operations 
*Environmental preservation is high priority activity in our 
firm 
*Preserving the environment is a central corporate value in 
our firm 


External Environmental Orientation 

*The natural environment does not currently affect our 
firm's business activity (R, D) 

*The financial well being of our firm does not depend on 
the state of the natural environment (В) 

*In our firm, environmental preservation is largely an issue 
of maintaining a good public image (D) 

*Our firm's responsibility to its customers, stockholders, 
and employees is more important than our responsibility 
toward environmental preservation (А) 

*Environmental preservation is vital to our firm's survival 

*Our firm has a responsibility to preserve the environment 

*Our firm strives for an image of environmental 
responsibility (D) 


*Environmental Corporate Strategy 
*Our firm has integrated environmental issues into our 
strategic planning process 
ein our firm, quality includes reducing the environmental 
impact of products and processes 


APPENDIX 
Continued 


——————————————————————————————————————M———— 


*At our firm we make every effort to link environmental 
objectives with our other corporate goals 

Our firm is engaged їп developing products and 
processes that minimize environmental impact (D) 
*Environmental protection is the driving force behind our 
firm's strategies (D) 

«Environmental issues are always considered when we 
develop new products 

*Our firm develops products and processes that minimize 
environmental impact (D) 


Environmental Marketing Strategy 

*We emphasize the environmental aspects of our products 
and services in our ads 

*Our marketing strategies for our products and services 
have been considerably influenced by environmental 
concerns 

«п our firm, product-market decisions are always 
influenced by environmental concerns 

«Ме highlight our commitment to environmental 
preservation in our corporate ads (D) 


Notes For reliabilities, see Table 2 R represents scale reversals, D represents items dropped 


———————————————————— 
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Hans Baumgartner & Rik Pieters 


The Structural Influence of Marketing 
Journals: A Citation Analysis of the 
Discipline and Its Subareas Over 
Time 


The authors investigate the overall and subarea influence of a comprehensive set of marketing and marketing- 
related journals at three points in time during a 30-year period using a citation-based measure of structural influ- 
ence The results show that a few journals wield a disproportionate amount of influence in the marketing journal 
network as a whole and that influential journals tend to derive their influence from many different journals Differ- 
ent journals are most influential in different subareas of marketing, general business and managerially oriented 
Journals have lost influence, whereas more specialized marketing journals have gained in influence over time The 
Journal of Marketing emerges as the most influential marketing journal in the final period (1996—97) and as the jour- 
nal with the broadest span of influence across all subareas Yet the Journal of Marketing 15 notably influential 
among applied marketing journals, which themselves are of lesser influence The index of structural influence is 
significantly correlated with other objective and subjective measures of influence but least so with the impact fac- 
tors reported in the Social Sciences Citation Index Overall, the findings demonstrate the rapid maturation of the 


marketing discipline and the changing role of key Journals in the process 


nicate scholarly knowledge in marketing, and the 

number of marketing-related journals has increased 
rapidly in recent years Only a handful of journals covered 
marketing issues before the 1960s, the foremost being the 
Harvard Business Review (established 1n 1920), Journal of 
Retailing (1925), Journal of Business (1928), and Journal of 
Marketing (1936) Since then, the number of journals in 
which research relevant to marketing 15 published has mush- 
roomed Currently, there are 551 journals listed in Cabell’s 
Directory of Publishing Opportunities in Management and 
Marketing (Cabell 1997-98) Of these, 59 have the word 
“marketing” in the title, and an additional 41 cover topics 
such as advertising, brand management, consumer behavior, 
consumer policy, purchasing, and retailing Many other, 
more general journals frequently contain marketing-related 
research as well (e g , Journal of Business Research, Man- 
agement Sctence) 

The rapid growth of the journal market and the prolifer- 
ation of outlets in which research relevant to marketing 15 
published make it increasingly 1mportant to gain insights 
into the relative influence of marketing-related journals 
(Doreian 1988, Garfield 1972, Kerin 1996, Singleton 1976) 
Journal influence affects many important decisions and is of 
interest to a vartety of constituents (Borokhovich et al. 1995, 


} ournals have become the primary medium to commu- 
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Corrado and Ferris 1997, Fry, Walters, and Scheuermann 
1985, Myers, Greyser, and Massy 1979, Taha: and Meyer 
1999, Trieschmann et al 2000) First, researchers, educa- 
tors, practitioners, and other students of marketing, all with 
limited time budgets, need to know which journals are most 
likely to contain useful information based on content and 
quality criterta Similarly, university and corporate libraries 
with limited financial budgets must decide which journals to 
subscribe to on the basis of patrons’ interest ın different pub- 
lications and journals’ contribution to scholarly discourse 
and practical impact Second, authors seeking publishing 
opportunities want to know which Journals are most apt to 
enhance the visibility and impact of their research. Although 
the premier journals of a discipline are usually well estab- 
lished, there ts generally less consensus about journals’ 
influence in particular subareas or niches of the discipline 
Third, promotion and tenure decisions in research-oriented 
universities depend almost exclusively on publications in 
well-respected journals, and salary levels, author reputation, 
and the ability to obtain research grants are closely tied to 
the number of publications in prestigious journals Journal 
rankings are particularly important when a scholar's 
research is evaluated by people who are not specialists in the 
discipline and who thus must rely on a Journal's reputation 
as a proxy for article and research quality Fourth, rankings 
of the quality of universities, schools, and academic depart- 
ments are strongly influenced by evaluations of research 
productivity, and productivity 15 usually assessed by publi- 
cations in a limited set of high-quality journals Fifth, jour- 
nal editors want to know about the relative standing of their 
journals in the discipline and the effects of editorial policies 
on the journal's influence The rapid growth of the journal 
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market makes this information increasingly difficult to 
discern 

Studying the structure of influence in a discipline, both 
cross-sectionally and longitudinally, 1s also important 
because 1t provides valuable insights into the development 
and current status of a discipline (Franke, Edlund, and Oster 
1990, Lukka and Kasanen 1996, Zinkhan, Roth, and Saxton 
1992) Such an analysis shows which journals contribute 
significantly to the exchange of ideas in a field of inquiry 
and how concentrated or dispersed the diffusion of knowl- 
edge 1s It also indicates whether there are important differ- 
ences in the influence of Journals in various subareas of the 
discipline and how journal influence has evolved over time 

Unfortunately, at present little 1s known about the rela- 
tive influence of the huge volume of journals that contain 
marketing-related research Most published work is rela- 
tively old or has examined a restricted set of Journals, often 
in narrowly defined areas (for an exception, see Hult, Neese, 
and Bashaw 1997, which we describe subsequently) In 
addition, there are alternative measurement approaches and 
specific indices of journal influence, all with their own 
strengths and weaknesses, and 1115 not obvious which influ- 
ence measure is most appropriate Moreover, no study in the 
marketing discipline has systematically examined the evolu- 
tion of journal influence over time, either overall or 1n spe- 
cific subareas of marketing This has led to conflicting 
assessments of the development of journal influence over 
time For example, some time ago Grether (1976) surmised 
that the establishment of specialized journals with distinc- 
tive positioning and homogeneous constituencies, such as 
the Journal of Consumer Research, might reduce the influ- 
ence of broader journals such as the Journal of Marketing 
Day (1996, p 14) expressed concern about the “gradual ero- 
sion of the Journal of Marketing’s traditional role as a 
thought-leader within the academic discipline of market- 
ing” In contrast, Kerin (1996) argued that the reputation of 
the Journal of Marketing among marketing academicians 
had grown over the years and that it was one of the premier 
repositories of marketing literature Yet the important ques- 
tions whether and how the influence of specific journals in 
marketing has changed over time have not been investigated 
empirically 

To address these gaps in the literature, we rely on cita- 
tion analysis to investigate the structure of influence in a 
comprehensive set of marketing and marketing-related jour- 
nals over time We assess the influence of each journal in the 
marketing discipline as a whole and in five specific subareas 
of the marketing discipline, and we ascertain how concen- 
trated or dispersed each journal's influence is To track jour- 
nal influence over time, we consider citation exchanges 
among 11 journals in 1966—67, 25 journals in 1981—82, and 
49 journals in 1996—97 We use the index of structural influ- 
ence proposed by Salancik (1986) to assess journal influ- 
ence, which is based on a substantive theory of influence, 
has desirable properties, and has rarely been used in mar- 
keting To illustrate its validity, we compare the index with 
previously published objective and subjective measures of 
Journal influence in marketing 

Our research aims to make several contributions to the 
marketing literature First, it 1s the only study to provide a 
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comprehensive ranking of the influence of marketing jour- 
nals based on objective, citation-based data Of the 49 jour- 
nals for which we collected citation data for the final time 
period, 26 are not contained in the Social Sciences Citation 
Index (SSCI), which provides information about journal 
influence based on citation counts. Second, we employ a 
theory-based measure of structural 1nfluence that has been 
proposed 1n management and apply it 1n a citation analysis 
of the influence of marketing journals We illustrate the 
validity of the measure and show its advantages over popu- 
lar alternative subjective and objective measures of journal 
influence Third, this study 15 the first to examine both the 
level and span of journal influence It shows not only how 
influential journals are in the marketing discipline as a 
whole but also how narrow or broad their influence is and 
how influential they are in specific subareas of marketing 
This provides new insights into the role that journals play in 
the creation and dissemination of knowledge ın the market- 
ing discipline and indicates whether a journal 1s a generalist 
or a niche player Fourth, the analysis during a 30-year time 
period establishes which journals have gained or lost influ- 
ence and how the marketing discipline has matured 

In the next section, we describe the strengths and weak- 
nesses of objective and subjective measures of journal influ- 
ence Next, we introduce the measure of structural influence 
and compare ıt with other citation-based measures of jour- 
nal influence Then, we present the methodology and find- 
ings of our study 


Journal Influence 


A scholarly journal is influential to the extent that ıt pub- 
lishes articles that contribute significantly to the exchange of 
ideas in some field of inquiry This is variously referred to 
as influence, importance, impact, or quality To identify a 
Journal's influence, subjective and objective approaches 
have been proposed 


Key Informants' Judgments of Journal Influence 


The subjective approach to assessing Journal influence 15 
based on key informant opinion surveys Key informants in 
previous research have been deans, department heads, fac- 
ulty members, and academic and practitioner members of 
professional organizations (e g, the American Marketing 
Association) Typically, informants are asked to rank or rate 
different Journals according to quality or to list a certain 
number of important or influential journals. Representative 
works of this approach in marketing are Browne and Becker 
(1979, 1985, 1991), Coe and Weinstock (1983), Fry, Wal- 
ters, and Scheuermann (1985), Gordon and Heischmidt 
(1992), Hult, Neese, and Bashaw (1997), and Luke and 
Doke (1987) In the most recent study of this kind, Hult, 
Neese, and Bashaw (1997) surveyed 309 marketing faculty 
members (assistant, associate, and full professors) and asked 
them to indicate their top- 10 most important journals from a 
list of 63 marketing-related journals Respondents could 
also add to the list if a journal was not listed The results 
show that the Journal of Marketing was ranked in the top-10 
most often, followed by the Journal of Marketing Research, 


Journal of Consumer Research, Journal of Retailing, and 
Journal of the Academy of Marketing Science Hult, Neese, 
and Bashaw (1997) also computed separate rankings for 
American Association of Collegiate Schools of Business 
(AACSB)-accredited and non-AACSB-accredited, as well 
as doctorate-granung and non-doctorate-granting, institu- 
tions Although the overall correlation among the different 
rankings was quite high, some differences emerged For 
example, Marketing Science was ranked fourth among 
doctorate-granting institutions but only tenth among non- 
doctorate-granting institutions 

The primary advantage of key informant surveys is that, 
in principle, they can capture the multifaceted construct of 
the perceived status of journals in a discipline Perceived 
status encompasses various aspects of journal influence that 
objective measures cannot easily condense into a single 
Judgment, such as the publication and editorial history of the 
journal, the quality of its review process, and the size and 
characteristics of its user base However, key informant sur- 
veys have several serious shortcomings One issue 1s that the 
ranking of journals depends on the quality of the survey 
(1e, whether the population of respondents was defined 
appropriately, whether respondents were sampled correctly, 
and whether nonresponse and measurement error distorted 
the findings) Another problem is that expert ratings might 
be influenced by strategic. responding and self-serving 
biases For example, respondents may exaggerate the influ- 
ence of journals in which they have published or for which 
they review, and they may overstate the role of journals in 
their own area of expertise In addition, informants may not 
be familiar with all the journals they are asked to rate, and 
they may systematically underrate unfamiliar and overrate 
familiar journals The latter problem can be addressed by 
taking into account respondents’ familiarity with journals, 
but such judgments may be prone to similar biases and 
strategic responding These mechanisms may systematically 
distort the resulting assessments of journal influence, such 
that some journals are overrated and others are underrated 
This threatens the construct validity of subjective influence 
measures Finally, if rankings or ratings for a comprehensive 
sample of journals are required, the burden on key infor- 
mants may quickly become excessive, which promotes mea- 
surement unreliability These problems have stimulated 
researchers to consider objective measures of journal 
influence 


Citation-Based Measures of Journal Influence 


Objective measures of journal influence are based mostly on 
citation counts The basic idea 1s that influential journals are 
the recipients of many citations from other journals If a 
Journal publishes an article that 1s cited by articles 1n other 
Journals, it contributes to the exchange of ideas in a field of 
inquiry and is thus considered influential. Several objective 
measures of journal influence based on citation counts are 
available, such as the volume of citations received, the num- 
ber of citations received per average article published, and 
the ratio of citations received to citations made (Doreian 
1988) Representative studies in marketing using this 
approach are Leong (1989), Pieters and colleagues (1999), 
and Zinkhan, Roth, and Saxton (1992) 


Citation-based methods of assessing journal influence 
also have several limitations (see Brown and Gardner 1985, 
Pierce 1990) One important issue is that articles may be 
cited for a variety of reasons, not all of which reflect a trans- 
fer of knowledge or true acknowledgment of intellectual 
indebtedness Although it 1s usually assumed that citing oth- 
ers’ work signifies that the cited document served as a rele- 
vant source of information, other motives are possible 
Small (1982) reviews seven studies that examine the func- 
tions that citations serve on the basis of an analysis of the 
context in which they appear Although the schemes to clas- 
sify the functions of citations vary, they usually contain 
functions such as use/application, affirmation/support, 
Teview, perfunctory mention, and negation The various 
functions of references reflect the differential influence of 
the cited document, and some references, for example, per- 
functory mention (Kotler 1972), may not be good indicators 
of influence Perfunctory mentions were found to account 
for, on average, 20% to 60% of references Related to this, 
authors may cite an article without using it, for example, 
when a cited source has not been consulted or is irrelevant 
to the argument (Wertsch 1995) In addition, authors may 
cite articles for strategic reasons, for example, because the 
authors of the cited articles are potential reviewers of the 
research (Tellis, Chandy, and Ackerman 1999) To the extent 
that these mechanisms affect the journals in a discipline sim- 
ilarly, they lower the validity and reliability of citation-based 
measures of journal influence. 

Although these limitations are important, citation-based 
measures appear less prone to systematic biases than sub- 
Jective measures and are more readily available Thus, they 
are becoming the preferred measures of Journal influence in 
many disciplines (e g, Doreian 1988, Johnson and Pod- 
sakoff 1994, Laband and Piette 1994, Pieters and Baum- 
gartner 2002) The specific citation-based measure used in 
this study and its conceptual background are described next 


The Structural Influence of Journals 


In social networks, members exchange valued resources 
Journals that cite one another's articles form a social net- 
work ın which knowledge is the valued resource and refer- 
ences are the medium of exchange On the basis of theories 
of organizational influence, Salancik (1986) formulates 
three general requirements that a measure of influence in 
social networks should possess 

First, influence in a network should be based on depen- 
dency That is, a member's influence in a network is propor- 
tional to other participants" dependency on that member for 
their resources A citation indicates that the citing journal 
depends on the cited journal for its knowledge Therefore, 
Journal A is more influential than Journal B if A depends 
less on B than B depends on A In that case, the proportion 
of citations that Journal А sends to Journal B is lower than 
the proportion of citations that Journal B sends to Journal A. 

Second, dependencies require different weights That is, 
a member's influence in a network depends on the influence 
of the members that are dependent on it When multiple oth- 
ers are dependent on a member of the network, the depen- 
dence of influential members contributes more to influence 
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than does the dependence of less influential members In 
other words, a citation from a journal that is influential 
should count more heavily than a citation from a relatively 
minor journal 

Third, indirect dependencies should be accounted for 
That is, a member's influence in the network should be a 
function of both the influence that it directly exerts on other 
network members and the influence that it indirectly exerts 
through other members In other words, if Journal А 15 
strongly influenced by Journal B, which in turn is strongly 
influenced by Journal C, C should receive credit for its indi- 
rect influence on A through B, even though it may not influ- 
ence À directly 

On the basis of work by Katz (1953) and Hubbell 
(1965), Salancik (1986) proposes a measure of structural 
influence that meets all three requirements Assume for sim- 
plicity that a citation network consists of only three journals, 
A, B, and C The influence of the three journals can be 
expressed in matrix notation, as follows 


Influence, 
(1) Influence, 


Influencec 
0 Dependence ag Dependence,c 
= | Dependenceg, 0 Dependencegc | х 


Dependencec, Dependencecg 


Influence , Intrinsic д 
Influence, | + | Intrinsic, 


Influencec Intrinsicc 


Thus, the influence of Journal A (Influence,) 1s the sum of 
(1) the dependency of Journal B on Journal A (Depen- 
denceAg) weighted by the influence of Journal B (Influ- 
епсев), (2) the dependency of Journal C on Journal А 
(Ререпдепседс) weighted by the influence of Journal C 
(Influencec), and (3) the intrinsic influence of Journal A 
(IntrinsicA). Operationally, dependencies are defined as the 
proportion of a journal's citations that go to another journal 
For example, if Journal B made 1000 citations to other 
sources (including itself) during a given time period and 100 
of these went to Journal A, then Dependenceag 15 | 

The general solution to the system of simultaneous lin- 
ear equations in Equation 1 15 given by 


(2) Influence - [I — D]-! Intrinsic 


Influence is an N X 1 vector of overall influence scores for a 
network of N journals, I is an N X N identity matrix, D is an 
N x М dependency matrix, and Intrinsic 15 а vector contain- 
ing the intrinsic. influences of each journal The intrinsic 
influences are usually fixed at 1 for computational purposes 
(Salancik 1986) Then, the minimum influence of any jour- 
nal is 1, but the index has no upper bound (in practice, the 
influence scores are much smaller than the number of 
journals) 

The index of structural influence 1s based on dependen- 
cies (requirement 1) Because the dependencies are 
weighted by the dependent journal's influence, citations are 
not treated equally in calculating this index (requirement 2) 
Furthermore, by solving the system of equations in Equation 
| algebraically, we can show that a journal's influence does 
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not only depend on direct dependencies but also incorpo- 
rates indirect dependencies (requirement 3) 

The measure has the additional advantage of allowing an 
analysis of the influence of journals in the discipline as a 
whole, as well as in specific subareas This 15 an attractive 
feature that makes it possible to examine the span (or 
breadth) of journal influence Journals that exert an influ- 
ence 1n multiple subareas of marketing have a broader influ- 
ence base than do journals that exert their influence ın one 
or a few subareas To analyze Journals' span of influence, we 
partition the total set of journals into nonoverlapping sub- 
areas, and we calculate separate 1nfluence scores for each 
subarea, as follows 


(3) Influences, = [I – DJ! DM, 


where Influences, 1s an N x К matrix of subarea influence 
scores (K is the number of subareas), D is as defined previ- 
ously, and M is an N x K matrix of zeros and ones (with one 
nonzero entry per row) representing a journal's membership 
in one of the К subareas The sum of a journal’s influence 
scores in each of the K subareas yields the journal’s total 
influence in the network minus 1 (its intrinsic influence) In 
the empirical section, we specify how subareas in marketing 
are identified in this study 


Comparing Citation-Based 
Measures of Journal Influence 


The most popular citation-based measure of journal influ- 
ence ıs the impact factor reported in the SSCI (e g , 1997 
Social Sciences Citation Index 1998) The SSCI impact 
factor measures the number of citations received by the 
average article in a journal two years after publication A 
Journal's impact factor in year t is the number of times artı- 
cles published in the journal during (t — 1) and (t — 2) were 
cited. during t by other journals included in the SSCI, 
divided by the total number of articles that the target jour- 
nal published in (t — 1) and (t — 2) The index of structural 
influence differs from the SSCI impact factors ın several 
ways 

First, structural influence takes into account citations 
received by all the articles published ın a journal, not only 
articles published during the previous two years There- 
fore, the index of structural influence captures total jour- 
nal influence, whereas impact factors capture recent 
influence 

Second, the index of structural influence measures over- 
all journal influence, whereas the impact factors assess the 
influence of the average article in a journal (see Harter and 
Nisonger 1997) Thus, journals with the same structural 
influence score may differ in impact if they publish different 
numbers of articles 

Thurd, the index is based on the notion of dependency, 
which refers to the number of citations sent to another jour- 
nal as a proportion of the total number of citations made 
The impact factors are based on the raw number of citations 
made That is, of two journals that receive the same number 
of citations from other Journals, one is more influential than 
the other if it receives a higher proportion of the citations 
made by the citing journals 


Fourth, the structural influence index takes into account 
the influence of the dependent Journal and incorporates 1ndi- 
rect dependencies In contrast, impact factors do not con- 
sider the influence of the source of a citation and ignore 
indirect effects of citations 

Fifth, the structural influence index does not use self- 
citations (citations. of a journal's own articles), whereas 
impact factors are based on all citations that Journals 
receive, including self-citations Theoretically, a journal that 
1s not cited by other journals may still have a high impact 
factor if ıt cites itself frequently, which ıs an undesirable fac- 
tor tf the objective 1s to establish the influence of a journal 
in a network 

Sixth, in practical applications, the structural influence 
index 1s always based on a smaller network of journals than 
the impact factors For example, the impact factors for 1996 
are derived from citation exchanges among more than 1500 
journals covered by the SSCI, whereas the citation network 
considered in this study consists of only 49 marketing- 
related journals Although this appears to be a limitation, 
most of the journals listed in the SSCI are not relevant to 
marketing, and many journals that are members of the mar- 
keting network are not included in the SSCI Specifically, 26 
of the 49 journals studied in this article are not covered by 
the SSCI When the goal is to assess the influence of mar- 
keting and marketing-related journals in the marketing dis- 
cipline, the journal network considered in this study seems 
more relevant than the journal network on which the impact 
factors are based 

Although our discussion indicates important conceptual 
differences between the structural influence index and 
impact factors and between objective and subjective influ- 
ence measures, the important question is whether it really 
matters how journal influence 15 measured Research in a 
related field shows that it does Johnson and Podsakoff 
(1994) compare the structural influence index with various 
objective and subjective 1nfluence measures for a large set of 
Journals in management They find that the SSC/ impact fac- 
tors correlated quite poorly with other objective influence 
measures, including the structural influence index Further- 
more, the structural influence 1ndex correlated more highly 
with the subjective influence measures than with the SSCI 
impact factors 

In summary, the index of structural influence captures the 
total weighted influence of a journal in a specific network of 
Journals, whereas SSCI impact factors capture the recent, 
direct influence of the average article published, including 
self-citations Therefore, and in view of Johnson and Pod- 
sakoff’s (1994) results, we chose the index of structural influ- 
ence as a Starting point for our research on journal influence 
in marketing We use the index to document journal influence 
in the marketing discipline as a whole, as well as in specific 
subareas of marketing, and examine journal influence over 
time To identify the subareas in marketing, we build on 
recent developments in citation research (е g, Pieters and 
Baumgartner 2002), as explained subsequently In addition, 
we assess the correspondence among the structural influence 
index, impact factors, and a recently reported subjective mea- 
sure of journal influence to provide evidence of the degree of 
convergence among alternative influence measures 


Method 


To document journal influence in the discipline across a 30- 
year period, a total of 49 marketing-related journals were 
included in the citation analysis Citation exchanges among 
each of the 49 journals were collected for the period 1996— 
97 Of the 49 journals, only 11 existed in 1966—67 and 25 in 
1981—82 For these, we collected citations for the earlier 
time periods 

The journal selection procedure was as follows In the 
first stage, the top-40 marketing journals from the study by 
Hult, Neese, and Bashaw (1997) were sampled As men- 
tioned previously, these authors conducted a survey of 309 
marketing faculty members who were asked to name their 
top 10 journals Respondents were provided with a list of 63 
journals, which were selected on the basis of frequency of 
citations 1n the marketing literature, appearance 1n previous 
marketing journal hierarchies, popularity, and readership 
Respondents could also include journals that were not on the 
list Because 2 journals were tied for 40th place in Hult, 
Neese, and Bashaw’s study, we included 41 journals tn our 
sample In the second stage, we added journals that met the 
following criteria First, journals were included that 
appeared on the original list of 63 journals in Hult, Neese, 
and Bashaw’s article and were listed in the SSCI (Journal of 
Consumer Affairs, Journal of Economic Psychology, Jour- 
nal of the Market Research Society) Second, Hult, Neese, 
and Bashaw presented rankings for various subgroups of 
respondents (e g , respondents from doctorate-granting and 
non-doctorate-granting institutions) If a journal was listed 
in the top 40 of one of the subgroups, the journal was 
included (Journal of Business to Business Marketing, Jour- 
nal of Direct Marketing, Journal of Nonprofit and Public 
Sector Marketing, Journal of Professional Services Market- 
ing) Third, the Journal of Consumer Policy was added 
because и was included in the citation study by Zinkhan, 
Roth, and Saxton (1992) Following this procedure, the final 
list contained 49 marketing and marketing-related journals 
The final list includes some bibliometric sources that are not 
journals in the narrow sense, such as the proceedings of the 
American Marketing Association and Advances in Con- 
sumer Research They were included in keeping with prevt- 
ous research in marketing (Hult, Neese, and Bashaw 1997, 
Phillips, Baumgartner, and Pieters 1999, Zinkhan, Roth, and 
Saxton 1992) and because they are published periodically, 
which the SSCI honors by including them in tts list of 
periodicals 

To avoid instability of citation patterns due to short-term 
fluctuations, data were collected and summed across two 
years (1996—97, 1981—82, 1966—67) If a journal was listed in 
the SSCI, the relevant citation counts were compiled from 
data provided in the Journal Citation Reports. However, this 
was only the case for 23 of the 49 journals in our sample for 
1996—97 'The citation data for the 26 remaining journals were 
collected manually To this end, we counted, for all articles 
that were published in the journals in 1996 and 1997, how 
often the articles cited the 49 journals in the sample A simi- 
lar procedure was used for the earlier time periods Our find- 
mgs are based on the 42,023 citations that the sampled jour- 
nals made to one another in the three time periods we study 
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Findings 

The presentation of the findings proceeds as follows First, 
we provide an initial description of citation patterns during 
the three time periods Second, we calculate the index of 
structural influence to establish the overall level of journal 
influence in each of the three time periods Third, we 1den- 
tify five subareas in marketing on the basis of the citation 
patterns, and we investigate the influence of Journals within 
each subarea Fourth and finally, we examine the conver- 
gence of citation-based and subjective measures of journal 
influence and assess their association with two correlates of 
journal influence (the journal's age and the number of arti- 
cles published per year) 


Frequency of Citing and Being Cited 


Table 1 reports descriptive statistics about the frequency of 
citations that the Journals in the network made and received 
їп each of the three two-year periods within the network of 
journals The number of citations made and received has 
increased steadily over tıme In 1966—67, the average per 
journal was 117, in 1981—82, it was 301, and in 1996-97, it 
was 678 

The number of citations received from other journals 
(including self-citations) provides a rough measure of how 
important a journal is in the network Management Science, 
Harvard Business Review, and Journal of Marketing 
received the greatest number of citations in the first period 
The Journal of Marketing Research, Journal of Marketing, 
and Journal of Consumer Research received the most cita- 
tions in the second period The Journal of Marketing was by 
far the most popular recipient of citations in the third period, 
followed by the Journal of Marketing Research and the 
Journal of Consumer Research 


Overall Influence of Marketing Journals Over 
Time 


Table 2 reports the influence of journals for those time peri- 
ods during which they were in existence We emphasize 
journal influence shares (1e , relative influence) rather than 
absolute journal influence scores to facilitate interpretation 
of the results and to make comparisons over time meaning- 
ful ! To determine the influence shares, the intrinsic impor- 
tance of each journal (which equals 1) was subtracted from 
the structural influence index (so that it has a minimum 
value of 0), and these influence scores were divided by the 
sum of the influence scores across journals in a particular 
time period, then multiplied by 100 The resulting index 
shows the percentage of the total influence in the network 
accounted for by a journal in each time period during which 
the journal existed The rank of a journal's influence share 
in a time period is also reported for ease of interpretation 





![ncreases ın the size of the network (period 1 = 1285 citations, 
period 2 = 7525, period 3 = 33,213) and the average number of 
citations made and received require relative rather than absolute 
influence scores when influence over time 1s compared This 1s 
consistent with the notion that status 1s a positional construct (Katz 
1953) 
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During the first time period (1966—67), the Harvard 
Business Review was the most influential journal, account- 
ing for 27% of the total influence available in the network 
Other influential members were the Journal of Marketing, 
Journal of Marketing Research, Management Science, and, 
to a somewhat lesser degree, the Journal of Advertising 
Research and Journal of Business 

During the second period (1981—82), the Journal of 
Marketing Research was the most influential journal, 
accounting for 28% of the total influence Other influential 
Journals were the Journal of Marketing, Journal of Con- 
sumer Research, Harvard Business Review, Advances in 
Consumer Research, Management Science, and Journal of 
Advertising Research 

During the third period (1996—97), the Journal of Mar- 
keting was the most influential journal, followed by the 
Journal of Marketing Research and the Journal of Con- 
sumer Research Other influential journals were Harvard 
Business Review, Management Science, Advances in Con- 
sumer Research, Marketing Science, Journal of the Acad- 
emy of Marketing Science, Journal of Retailing, and Indus- 
trial Marketing Management Figure | depicts the evolution 
of influence shares over time for the ten Journals that had the 
highest influence share in the third time period 

We can draw several conclusions from Table 2 and Fig- 
ure | First, the overall ranking of journals in terms of influ- 
ence shows remarkable stability over time The Spearman 
rank-order correlation between the 1966—67 influence 
scores of the 11 journals that were already in existence dur- 
ing that time period and the influence scores of these same 
Journals in 1981—82 and 1996—97 15 89 and 81, respec- 
tively, the corresponding correlation between the 1981—82 
and 1996-97 scores 1s 90 In particular, the journals that 
were most influential in 1966—67 were also among the most 
influential journals in 1981—82 and 1996—97 

Second, despite this overall stability, some journals sub- 
stantially lost or gained influence Although the Journal of 
Consumer Research and Marketing Science are relatively 
young journals, they quickly acquired an influential position 
in the field In contrast, journals such as the Harvard Bust- 
ness Review, Journal of Business, and Management Science, 
as well as Advances in Consumer Research and Journal of 
Advertising Research, suffered considerable influence loss 
over time The influence of the Journal of Marketing 
Research has fluctuated noticeably across the three periods, 
its share of influence more than doubled from 1966—67 to 
1981—82, but then it almost dropped to its 1966—67 level in 
1996-97 The influence share of the Journal of Marketing 
has held steady at approximately 19% across the 30-year 
period This finding 1s inconsistent with the claims of some 
authors that the establishment of increasingly spectalized 
journals has eroded the influence of general interest market- 
ing journals Rather, it demonstrates the maturation of the 
discipline, with several general business journals losing 
influence, more specialized marketing journals gaining 
influence, and a general interest marketing journal such as 
the Journal of Marketing maintaining a dominant position 

Third, influence in this network of marketing and 
marketing-related journals 1s very concentrated Whereas 
the number of journals more than quadrupled over the time 


ТАВГЕ 1 


Descriptive Citation Statistics for Each Journal 
——————ÓÁ шыш шы (c£ at А и. (8 __________( | CEN ___»5 


1966—67 1981—82 1996—97 
Citations Citations Citations Citations Citations Citations 
Sent to Received Sent to Received Sent to Received 
Other from Other Other from Other Other from Other 
Journals Journals Journals Journals Journals Journals 
—————— U P — HO ee ШУМА. 
ACHR — — 1237 664 1625 1108 
AMA — — — — 1611 163 
BH 65 19 99 74 288 333 
CMR 55 25 130 40 156 378 
DS — — 39 26 113 117 
EJM — — 130 20 1492 540 
HBR 129 266 288 704 3 1765 
IJRM — — — — 1092 258 
IMM — — 20 46 1302 1029 
JA — — 55 63 517 486 
JAMS — — 371 18 1232 932 
JAR 93 129 360 417 487 809 
JB 89 108 84 248 74 184 
JBBM — — — — 399 18 
JBE — — — — 1583 1146 
JBIM — — — — 837 110 
JBL — — 33 3 415 248 
JBH — — 387 37 1954 723 
JCA — — 103 63 225 142 
JCM — — — — 431 114 
JCPO — — 6 0 138 102 
JCPS — — — — 470 78 
JCR — — 830 899 598 4119 
JDM — — — — 360 185 
JEP — — — — 304 196 
JGM — — — — 620 59 
JHCM — — — — 209 173 
JIBS — — 103 41 662 910 
JIM — — — — 352 50 
JM 66 198 765 1036 1470 6043 
JME — — 57 8 213 251 
JMM — — — — 1249 192 
JMR 157 124 974 2000 1292 4461 
JMRS 24 0 81 41 239 128 
JMTP — — — — 1145 17 
JNPSM — — — — 337 14 
JPIM — — — — 812 656 
JPPM — — — — 579 324 
JPSM — — — — 355 64 
JPSSM — — 154 4 821 527 
JR 37 27 326 276 766 895 
JSM — — — — 699 135 
MER — — — — 290 65 
MKS — = — — 379 857 
ML — — — — 648 148 
MM — — — — 47 110 
MNS 533 386 825 756 830 1208 
PM — — — — 1237 169 
SMR 37 3 68 41 256 474 


Notes Numbers include self-citations Journal abbreviations are shown at the bottom of Figure 2 


period studied (from 11 ın 1966-67 to 25 in 1981-82 to 49 
in 1996—97), a small set of journals accounts for a dispro- 
portionate share of total influence and received most of the 
citations in the network In contrast, many of the secondary 
Journals exert no significant structural influence on other 
network members For example, during the first time period, 


the first four journals accounted for 7446 of the total influ- 
ence and the first six for 94% During the second period, the 
first four journals accounted for 70% of the total influence 
and the first six for 82% During the third period, the first 
four journals accounted for 56% of the total influence and 
the first six for 63% The concentration of influence has 
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TABLE 2 
Journal Influence During Three Time Periods 











1966—67 1981—82 1996—97 

Share (%) Rank Share (%) Rank Share (%) Rank 
ACR — — 69 5 35 6 
AMA — = — — 5 27 
BH 17 9 17 11 8 20 
CMR 24 7 7 15 10 19 
DS — — 2 18 3 37 
EJM — — 2 17 15 17 
HBR 274 1 107 4 69 4 
IJRM — — — — 8 22 
IMM — — 10 12 26 10 
JA — — 9 13 15 15 
JAMS — a 1 21 29 8 
JAR 117 5 47 7 25 11 
JB 82 6 25 9 6 26 
JBBM — — — — 0 47 
JBE — — — — 7 23 
JBIM — — — — 2 39 
JBL — — 1 20 1 44 
JBH — 4 16 22 12 
JCA — — 21 10 4 30 
JCM — — — — 3 35 
JCPO — — 0 22 1 43 
JCPS — — — — 2 40 
JCR — — 120 3 137 3 
JDM — = — — 3 36 
JEP — — — — 4 32 
JGM — — — — 1 45 
JHCM — — — — 3 33 
JIBS — — 0 22 19 13 
JIM — — — — 2 42 
JM 192 2 194 2 19 1 1 
JME — — 0 22 6 24 
JMM — — -— — 3 34 
JMR 138 3 279 1 164 2 
JMRS 11 2 18 3 38 
JMTP — — — — 0 48 
JNPSM — — — — 0 49 
JPIM — — — — 15 16 
JPPM — — — 8 21 
JPSM — — — — 2 41 
JPSSM — — 0 22 14 18 
JR 21 8 26 8 26 9 
JSM — — — — 4 31 
MER — — — — 1 46 
MKS — — — — 33 7 
ML — — — — 6 25 
MM — — — — 4 28 
MNS 134 4 49 6 36 5 
PM — — = — 4 29 
SMR 2 10 8 14 18 14 
Total influence 1 151 4 690 15 141 


Notes Journal abbreviations are shown at the bottom of Figure 2 


remained rather high despite the dramatic increase ın jour- 
nal volume 

One question that arises 1s whether a journal’s total 
influence depends on the number of journals from which it 
receives citations We call this the span of influence of a 
journal A journal's influence is narrow if relatively few 
journals are dependent on it, it ts broad 1f many other jour- 
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nals are dependent on it. Specialized journals have a narrow 
span of influence, and general interest journals have a broad 
span The matrix term [I — D]-! in Equation 2 indicates how 
much influence each Journal in the network derives from 
other journals It 1s thus possible to compute the share of a 
journal’s influence obtained trom other network members 
and investigate the breadth of its influence А convenient 


FIGURE 1 
Influence Shares of the Top Ten Journals in 
1996-97 for Three Time Periods 
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————— Journal of Marketing 
—@— Journal of Marketing Research 
—А— Journal of Consumer Research 


~-48-- Harvard Business Review 









---Ф-- Management Science 

---*-- Advances in Consumer Research 
—EH-— Marketing Science 

—Ф—— Journal of the Academy of Marketing Science 
—A— Journal of Retailing 

--Я+4-- Industrial Marketing Management 











overall measure of a journal’s span of influence can be 
defined with the Herfindahl index as proposed in economics 
(for a recent application in a related context, see Tellis, 
Chandy, and Ackerman 1999) The Herfindahl index is cal- 
culated as Н, = Хо, 2, where œ, (1 = J) 15 the percentage share 
of journal 1'5 total influence derived from journal у Thus, the 
index ranges from 0 to 1 We define influence span as 1 — Н, 
so values close to 0 indicate narrow influence, and values 
close to 1 indicate broad influence 

The span of influence of each journal was calculated and 
correlated with its influence level Although in principle the 
level and span of a journal's influence need not be highly 
correlated (1e, specialized, narrow journals could have a 
high or low level of influence, as could general interest, 
broad journals), we find that there is a strong relationship 
between the two variables The rank-order correlation 
between the level and span of influence in each of the three 
periods is 90 (n= 11, p< 05), 89 (n = 25, p< 0001), and 
87 (n = 49, p < 0001), respectively In other words, influ- 
ential marketing journals tend to have a broad span of influ- 
ence (1e, derive their influence from many different jour- 
nals), and specialized journals tend not to be very influential 
in marketing 

The journals with the broadest span of influence were 
the Harvard Business Review, Journal of Marketing, and 
Journal of Business їп 1966—67 and the Journal of Market- 
ing, Journal of Marketing Research, and Harvard Business 
Review їп 1981—82 and 1996—97 Only a few journals show 
a marked deviation from the general pattern that level and 
Span are strongly related, such that their level of influence is 
higher than would be expected from their span of influence 


(e g , the Journal of Consumer Affairs ın the second period 
and the Journal of International Business Studies, Journal 
of Marketing Education, and Industrial Marketing Manage- 
ment 1n the third period) However, 1n absolute terms, the 
influence of these journals is relatively small 2 


Journal influence in Subareas of Marketing 


So far, the analysis of journal influence has dealt with the 
marketing discipline as a whole, represented by the 49 jour- 
nals Perhaps the influence of some journals differs system- 
atically across various subareas in the marketing discipline 
Such journals may be influential in one area but less influ- 
ential in others An overall analysis of the span of influence 
1S an important first step, but only an analysis of subarea 
influence can show ın which areas narrow journals exert 
most of their influence То establish journal influence in 
subareas of marketing, the subareas must be established 
first Then, influence scores can be calculated for each of the 
subareas 


Subareas of the marketing discipline. Following previ- 
ous work in citation analysis (e g , Pieters and Baumgartner 
2002, Pieters et al 1999), we identified subareas in market- 
ing on the basis of the volume of citations that Journals send 
to and receive from other journals The idea 15 that journals 
with strong mutual citation relationships are likely to be 
similar in substantive content or theoretical and/or method- 
ological approach For example, a journal that covers adver- 
using 1s likely to cite journals that deal with advertising 
issues relatively frequently and journals devoted to, say, 
marketing education less frequently Likewise, a marketing 
education Journal will cite other marketing education Jour- 
nals more frequently than it cites advertising journals 
Which subareas in marketing actually emerge depends on 
the extent to which specific journals cite one another 

To identify subareas in marketing on the basis of journal 
citation patterns, we estimated the log-multiplicative model 
recently proposed by Pieters and colleagues (1999) for cita- 
tion analysis, which is based on the work of Goodman 
(1991) and other researchers ın sociology (Clogg and Shi- 
hadeh 1994) The model, described in the Appendix, repre- 
sents the journals in a low-dimensional space similar to mul- 
tidimensional scaling and can be used to identify groups of 
Journals with strong mutual citation relationships. Although 
we estimated a log-multiplicatrve model for each of the 
three two-year periods, meaningful subareas of marketing 
emerged only for the time period 1996-97 In the first 





Ап the current application, structural influence is highly corre- 
lated with the number of citations received (Spearman rank—order 
correlations of 92, 95, and 94 for periods 1 to 3), but for other 
disciplines and networks, this need not be the case There are sev- 
eral reasons for this substantive finding First, because influence ts 
extremely concentrated ın marketing (a few journals account for 
most of the influence, and the remaining Journals vary relatively 
little in influence), weighting citations by influence has little effect 
Second, even direct dependencies are relatively small in this jour- 
nal network, so indirect dependencies (which are based on the 
products of direct dependencies) contribute little Third, the high 
correlation between level and span of influence in marketing 
means that journals that are cited by many other journals have a 
large influence as well 
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period, which included only 11 journals, the one- 
dimensional solution had a more parsimonious fit than the 
two-dimensional solution, and ın the second period, it was 
difficult to identify discrete clusters of journals, even though 
the two-dimensional solution yielded an acceptable fit and 
was similar to the solution for the final period 3 The two- 
dimensional solution for the third period, which was opti- 
mal, is shown in Figure 2 Journals that are close together 1n 
Figure 2 entertain strong mutual citation relationships, and 
Journals that are distant entertain weak or no mutual citation 
relationships 

The two dimensions in the citation map are readily inter- 
pretable The horizontal dimension distinguishes journals 
with a managerial orientation (right) from those with a con- 
sumer orientation (left) On the right-hand side of the map 
are journals with a managerial perspective, such as Califor- 
nia Management Review, Sloan Management Review, and 
Harvard Business Review On the left-hand side of the map 
are consumer journals (and journal-like publications) such 
as Advances in Consumer Research, Journal of Consumer 
Psychology, and Journal of Consumer Research Yn the mid- 
dle of the citation plot, where the firm meets the consumer, 
typical marketing journals are located, such as the Journal 
of Marketing, Journal of Marketing Research, and European 
Journal of Marketing 

The vertical dimension distinguishes journals with a for- 
mal, quantitative, or more theoretical orientation (top) from 
Journals with an application, qualitative, or more descriptive 
orientation (bottom) At the top are modeling-oriented and 
methodological journals such as Decision Sciences, Market- 
ing Science, and Management Science At the bottom are 
application-oriented, descriptive journals such as Journal of 
Marketing Education, Journal of Global Marketing, and 
Journal of Health Care Marketing A cluster analysis (using 
Ward’s method based on the coordinates of the journals in 
the map) identified five groups of cohesive journals in the 
citation map, which constitute our subareas in marketing 4 
In Figure 2, we have drawn ellipses around the subareas 

Subarea | comprises the core marketing journals (n = 8) 
This cluster consists of the general interest marketing jour- 
nals such as Journal of Marketing, Journal of Retailing, and 
International Journal of Research in Marketing and several 
more quantitative marketing journals, such as Marketing 
Science, Journal of Marketing Research, and Marketing 
Letters 

Subarea 2 represents the consumer behavior journals 
(n = 9) It consists of journals such as Journal of Consumer 
Research, Journal of Consumer Psychology, and Journal of 





3A Procrustes analysis (Peay 1988), which assesses how well 
two sets of solutions coincide, between the dimension coefficients 
for the common journals in 1981—82 and 1996—97 accounted for 
92% of the variance (n = 25, p « 001) 

4Visual inspection of the dendrogram clearly indicates five clus- 
ters, the R2 of 78 1s acceptable, and interpretation of the five clus- 
ters 1s straightforward To validate the solution, we calculated cita- 
tion exchanges among journals both within and between clusters 
Journals that belong to the same cluster on average cite one another 
four times more frequently than they cite journals that belong to a 
ditterent cluster The only exception occurs for the applied market- 
ing journals, which form a relatively diffuse cluster of journals 
dealing with specific marketing topics 
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Economic Psychology and consumer policy journals such as 
Journal of Consumer Affairs, Journal of Consumer Policy, 
and Journal of Public Policy & Marketing 

Subarea 3 consists of the managerial marketing Journals 
(n 2 9) It includes managerial journals such as California 
Management Review, Sloan Management Review, and Har- 
vard Business Review and inter- and multidisciplinary acad- 
emic journals that cover marketing issues, such as Manage- 
ment Science, Journal of Business, and Journal of Product 
Innovation Management 

Subarea 4 consists of Journals oriented toward marketing 
applications (n = 21) Included in this subarea are general 
marketing-related journals (Journal of Business Research), 
industrial marketing journals (e g , Industrial Marketing Man- 
agement, Journal of Business and Industrial Marketing), 
international marketing journals (e g , Journal of International 
Business Studies, Journal of Global Marketing), and service 
marketing journals (Journal of Services Marketing, Journal of 
Professtonal Services Marketing) These journals deal with 
specific marketing tactics, target groups, or application areas, 
and they tend to have less influence Their location in the mid- 
dle to lower part of the citation map indicates that they cover 
general interest marketing issues with a focus on application 

Finally, subarea 5 consists of the two journals specializ- 
ing in marketing education issues, the Journal of Marketing 
Education and Marketing Education Review 


Subarea influence analysis We can now determine how 
the influence of journals varies by subareas in marketing 
using Equation 3 The subarea influence shares and ranks of 
Journals are shown in Table 3 

Several findings stand ош Note that 1n each of the five 
subareas in marketing, a different journal attains the top influ- 
ence rank In the core marketing area, the Journal of Market- 
ing Research 1s most influential. In the consumer behavior 
area, the Journal of Consumer Research 1s most influential In 
the managerial marketing area, the Harvard Business Review 
is most influential In the marketing applications area, the 
Journal of Marketing 1s most influential. Finally, in the mar- 
keting education area, the Journal of Marketing Education 15 
most influential However, the Journal of Marketing and Jour- 
nal of Marketing Research have particularly broad spans of 
influence, attaining a top-five position in each of the subareas 

Also note that influence 1s concentrated most heavily in 
the consumer behavior area, in which the Journal of Con- 
sumer Research itself accounts for 32% of the total influ- 
ence The Harvard Business Review 1s almost as dominant 
in the managerial marketing area (29%) 

The Journal of Marketing Research 1s the most influen- 
tial journal in the subgroup of core marketing journals 
(23%), followed by the Journal of Consumer Research and 
the Journal of Marketing Marketing Science 15 fourth, and 
Management Science 15 fifth in this cluster The journals that 
are typically considered “A journals” in research-ortented 
universities are ranked as the top-five influential journals in 
the core marketing subarea Together, these five journals 
account for 69% of the total influence in this area 

The Journal of Marketing ıs the dominant journal in the 
marketing application area (23%) Other influential journals 
in this area are the Journal of Marketing Research, Journal 
of Consumer Research, Harvard Business Review, and Jour- 


FIGURE 2 
Subareas in Marketing Based on Journal Citation Patterns 
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ceedings, BH - Business Horizons, CMR - California 


Management Review, DS - Decision Sciences, EJM - European Journal of Marketing, HBR - Harvard Business Review, IJRM - Interna- 
tional Journal of Research in Marketing, IMM - Industrial Marketing Management, JA - Journal of Advertising, JAMS - Journal of the 
Academy of Marketing Science, JAR - Journal of Advertising Research, JB - Journal of Business, JBBM - Journal of Business to Busi- 
ness Marketing, JBE - Journal of Business Ethics, JBIM - Journal of Business and Industrial Marketing, JBL - Journal of Business Logis- 
tics, JBR - Journal of Business Research, JCA - Journal of Consumer Affairs, JCM - Journal of Consumer Marketing, JCPO - Journal 


of Consumer Policy, JCPS - Journal of Consumer Psychology, 


JCR - Journal of Consumer Research, JDM - Journal of Direct Market- 


ing, JEP - Journal of Economic Psychology, JGM - Journal of Global Marketing, JHCM - Journal of Health Care Marketing, JIBS - Jour- 
nal of International Business Studies, JIM - Journal of International Marketing, JM - Journal of Marketing, JME - Journal of Marketing 
Education, JMM - Journal of Marketing Management, JMR - Journal of Marketing Research, JMRS - Journal of the Market Research 
Society, JMTP - Journal of Marketing Theory and Practice, JNPSM - Journal of Nonprofit and Public Sector Marketing, JPIM - Journal 
of Product Innovation Management, JPPM - Journal of Public Policy and Marketing, JPSM - Journal of Professional Services Marketing, 
JPSSM - Journal of Personal Selling and Sales Management, JR - Journal of Retailing, JSM - Journal of Services Marketing, MER - 
Marketing Education Review, MKS - Marketing Science, ML. - Marketing Letters, MM - Marketing Management, MNS - Management Sci- 
ence, PM - Psychology and Marketing, SMR - Sloan Management Review 


nal of the Academy of Marketing Science. These five jour- 
nals account for 5846 of the total influence 

Now that we have described the evolution of influence in 
the disciple as а whole and identified specific subareas in 
marketing, we can analyze how the subareas have changed 
over tıme Despite the small numbers of journals in the first 


two periods, which calls for caution in interpreting the find- 
ings, some fascinating trends can be discerned First, the 
largest growth in journals during the 30-year period has 
taken place in the marketing applications subarea This sub- 
area went from a single representative in 1966—67 (Business 
Horizons) to 21 journals in 1996—97 and became the largest 
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ТАВГЕ 3 
Journal Influence: Overall and by Subarea (1996-97) 








Subarea 2: Subarea 3: Subarea 4: Subarea 5: 
Overall Subarea 1: Core Consumer Managerial Marketing Marketing 
Influence Marketing Behavior Marketing Applications Education 
Share Share Share Share Share Share 
(96) Rank (926) Rank (96) Rank (26) Rank (26) Rank (36) Rank 
JM 19 1 1 153 3 145 3 15 1 2 228 1 120 2 
JMR 164 2 232 1 165 2 108 4 151 2 69 3 
JCH 137 3 162 2 320 1 42 6 9 1 3 46 6 
HBH 69 4 37 6 16 11 285 1 67 4 6 1 4 
MNS 36 5 59 5 15 12 116 3 24 11 13 19 
ACH 35 6 30 9 83 4 4 22 28 10 8 25 
MKS 33 7 79 4 25 6 26 9 21 13 13 19 
JAMS 29 8 16 13 13 13 7 15 40 5 59 5 
JH 26 9 23 10 20 7 10 13 32 7 10 22 
IMM 26 10 8 18 3 24 30 7 38 6 43 8 
JAR 25 11 34 7 46 5 5 18 19 15 8 25 
JBR 22 12 17 12 16 11 2 25 28 9 20 15 
JIBS 19 13 30 27 5 21 7 15 29 8 4 1 10 
SMR 18 14 10 17 3 29 91 5 15 17 20 15 
JA 15 15 30 8 19 9 2 25 11 20 8 25 
JPIM 15 16 19 11 5 21 22 10 16 16 5 29 
EJM 15 17 5 21 3 24 4 20 22 12 41 10 
JPSSM 14 18 6 19 2 31 12 12 20 14 43 8 
CMR 10 19 2 32 2 33 29 8 12 19 20 15 
BH 8 20 1 37 1 36 4 22 14 18 3 35 
JPPM 8 21 5 21 20 8 1 29 6 23 3 35 
IJRM 8 22 11 16 3 24 1 29 8 21 5 29 
JBE 7 23 2 32 9 15 2 25 8 22 18 17 
JME 6 24 2 34 0 45 0 40 2 39 17 1 1 
ML 6 25 12 14 6 18 2 25 4 33 3 35 
JB 6 26 11 16 3 29 5 18 4 30 10 22 
AMA 5 27 3 29 3 27 0 40 6 24 36 11 
MM 4 28 4 23 1 36 6 16 5 28 13 19 
PM 4 29 2 34 7 17 0 40 5 27 0 44 
JCA 4 30 3 29 11 14 0 40 3 37 0 44 
JSM 4 31 3 25 2 31 0 40 5 26 3 35 
JEP 4 32 4 24 8 16 0 40 3 35 0 44 
JHCM 3 33 1 37 2 33 0 40 5 26 0 44 
JMM 3 34 2 34 0 39 4 20 4 30 5 29 
JCM 3 35 0 42 3 27 0 40 4 31 0 44 
JDM 3 36 1 37 1 36 0 40 4 33 3 35 
DS 3 37 2 30 0 39 19 11 1 43 5 29 
JMRS 3 38 4 23 2 33 0 40 3 38 0 44 
JBIM 2 39 0 42 0 39 1 29 3 34 10 22 
JCPS 2 40 3 27 5 21 0 40 1 44 0 44 
JPSM 2 41 0 47 0 45 0 40 3 37 5 29 
JIM 2 42 0 47 0 45 0 40 2 42 28 13 
JCPO 1 43 1 39 5 21 0 40 1 45 3 35 
JBL 1 44 0 47 0 45 0 40 2 40 0 44 
JGM 1 45 0 47 0 45 0 40 2 41 0 44 
MER 1 46 0 42 0 45 0 40 0 49 28 13 
JBBM 0 47 0 47 0 45 2 25 1 46 0 44 
JMTP 0 48 0 47 0 45 0 40 0 47 3 35 
JNPSM 0 49 0 42 0 45 0 40 0 48 0 44 
Total 
influ- 
ence 15141 3 031 2 387 1 116 8 210 392 
Notes Journal abbreviations are shown at the bottom of Figure 2 
subarea in the final period. Similarly, though less spectacu- marketing and managerial subareas only grew from 5 to 8 
lar, there were no journals in the subarea of consumer and from 5 to 9 journals, respectively, during the 30-year 
behavior ın 1966—67 but 9 in 1996—97 In contrast, the core period This development in marketing 15 similar to the gen- 
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eral tendency of maturing markets to become more 
differentiated 

Second, although the core marketing journals have 
retained their influence shares during the 30-year time span, 
the managerial marketing-related journals have lost influence 
in marketing The five core marketing journals that existed in 
1966—67 jointly had a 47% influence share in the first period 
The same five journals had an influence share of 55% in 
1981-82 The eight that existed їп 1996-97 had an influence 
share of 46% 1n the final period. In sharp contrast, the five 
managerial marketing-related Journals that existed in 1966—67 
had an influence share of 52% during the first period, but the 
seven journals that existed їп 1981—82 had an influence share 
of only 22% during that period, and the nine journals that 
existed in 1996—97 had an influence share of 16% in the final 
period This downward trend for the managerial marketing- 
related journals is particularly noteworthy because the influ- 
ence of the core marketing journals remained quite stable 


Relationships Among Measures of Journal 
Influence 


On the basis of the work of Salancik (1986), we argue that 
structural influence is the preferred theory-based measure of 
journal influence Yet to the extent that various measures of 
Journal influence capture the same underlying construct, we 
still expect sizable correlations among alternative measures 

'To examine the convergence of journal influence measures, 
we correlated the structural influence index with alternative 
measures of journal influence for the most recent tıme 
period (1996—97) 

The impact factor reported in the SSCI was included tn the 
analysis as an additional citation-based measure We collected 
the impact factors for the 23 Journals listed in the SSCI for the 
years 1996 and 1997 and averaged the two scores to obtain a 
single impact factor for the time period under consideration 

In addition, we included a subjective measure of Journal 
influence derived by Hult, Neese, and Bashaw (1997) These 
authors asked 309 marketing faculty members at US uni- 
versities to list their top-ten marketing-related journals in 
order of decreasing importance From this information, they 


computed the popularity/familiarity index (PFI) The PFI is 
the number of top-ten votes divided by the number of top- 
ten votes received by the most popular journal Scores are 
available for 41 of our 49 journals 

Zero—order correlations between the two citation-based 
measures and the subjective influence measure appear in the 
lower part of the correlation matrix in Table 4 We report 
Spearman rank—order correlations because most of the mea- 
sures are skewed 

As we expected, the index of structural influence 15 sig- 
nificantly and substantially correlated with the impact fac- 
tors and the subjective measure of journal influence The 
SSCI impact factor, however, 1s not significantly correlated 
with the subjective measure of journal influence (г = 37, not 
significant [n s ]), and it has a lower correlation (r= 54, p< 
01) with the index of structural influence than does the sub- 
Jective measure (r= 80, p< 001) 

One possible explanation for the lower correlation of the 
1mpact factor with structural influence and subjective influ- 
ence is that the former captures recent influence of the aver- 
age article in a journal, whereas the latter capture the influ- 
ence of a journal, which may be based on a longer 
publication history and a larger article base That 15, а Jour- 
nal's age and the number of articles it publishes annually 
should be positively correlated with structural influence and 
subjective influence, such that older journals and journals 
with a higher annual article production are more influential 
The impact factor should not be correlated with these varı- 
ables, because it is based on recent, average article influence 

If the correlation of structural influence and subjective 
influence with journal age and annual article production 
accounts for the lower correlations of the impact factor with 
structural influence and subjective influence, then controlling 
for these variables should increase the correlations among the 
influence measures If, however, the lower correlation of the 
1mpact factor with the other influence measures is due to other 
variables, the correlations among influence measures should 
remain largely unchanged In that case, structural influence 
and impact factors are, as we have argued, fundamentally dif- 
ferent and cannot be readily converted from one to the other. 


TABLE 4 
Spearman Rank-Order Correlations Among Measures of Journal Influence, Journal Age, 


and Number of Articles 
eee 


Index of structural influence 
SSCI impact factor 

PFI index 

Age of journal 


Number of articles published during 1996—97 


Index of SSCI Impact 
Structural Influence Factor PFI Index 
100 55c 70a 
(49) (23) (41) 
54b 100 26 
(23) (23) (20) 
.80a 37 100 
(41) (20) (41) 
67a 35 60a 
(49) (23) (41) 
41a — 02 04 
(49) (23) (41) 


ар < 001 
bp< 01 
ср < 05 


Notes Zero—order correlations among journal influence measures are shown below the diagonal, and partial correlations (adjusted for age of 
Journal and number of articles published) are above the diagonal (for first three variables) Numbers in parentheses are sample sizes 
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To examine this issue, we calculated partial correlations 
among the three influence measures while controlling for 
Journal age and annual article production We used rank- 
order correlations again because of the skewed distributions 
of the influence measures Zero-order correlations of jour- 
nal age and annual article production with the three influ- 
ence measures appear in the last two rows of Table 4 Partial 
correlations among the three influence measures (control- 
ling for journal age and annual article production) are in the 
upper half of the correlation matrix in Table 4 

As we predicted, structural influence 15 positively corre- 
lated with а journal’s age (г = 67, p < 001) and а journal's 
annual article production (г = 41, p « 001) Also as 
expected, the impact factor 1s uncorrelated with these two 
variables Furthermore, subjective influence 15 positively 
correlated with a journal’s age (r = 60, p < 001), but the 
correlation with annual article production is not significant 
(r= 04,ns) 

The partial correlations in the upper halt of Table 4 show 
that controlling for a journal's age and annual article pro- 
duction does not significantly change the pattern of correla- 
tions among the three influence measures That is, none of 
the correlations increases, the correlation between structural 
influence and subjective influence remains highest (r = 70, 
р < 001), and the correlation between the impact factor and 
subjective influence remains insignificant (т = 26, ns) On 
the basis of theoretical considerations, previous findings in 
related disciplines (Johnson and Podsakoft 1994), and these 
results, we suggest that structural influence is the preferred 
citation-based measure of overall journal influence in a 
discipline 


Discussion 


This study demonstrates the new insights that citation analy- 
sis can provide about the structure of journal influence and, 
more broadly, the creation and diffusion of scholarly knowl- 
edge in a discipline. A clear portrait of a maturing market- 
ing discipline emerges when the various findings are inte- 
grated The sheer volume of journals that currently exist, 
their specific content areas and theoretical/methodological 
perspectives, and the extent to which the number of journals 
has grown over the years are indicative of a rapidly evolving 
field Marketing 1s not a homogeneous field of inquiry with 
a single broad group of tightly knit journals, but rather a 
diverse discipline consisting of specific subareas In addi- 
tion to the core marketing area, specific areas of consumer 
behavior, managerial marketing, marketing applications, 
and marketing education can be distinguished These dis- 
tinct subareas illustrate the level of specialization that has 
taken place in the discipline. Whereas in the 1960s, there 
were only a handful of journals that dealt with marketing 
issues and journal space was scarce, the number of market- 
ing and marketing-related journals has since grown consid- 
erably It has even become a challenge to be aware of all the 
Journals and assess how influential they are in generating 
and disseminating marketing knowledge 

There have been distinct shifts in the influence of spe- 
cific journals over time On the one hand, the influence 
share of the more general business and management- 
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oriented journals, such as the Harvard Business Review, 
Journal of Business, California Management Review, and 
Management Science, has declined systematically ın mar- 
keting On the other hand, there has been a simultaneous 
increase in the influence of specialized marketing journals 
such as the Journal of Consumer Research, Marketing Sci- 
ence, and Journal of the Academy of Marketing Science The 
concentration of influence in marketing ın a select set of 
leading Journals is high and, despite the increasing number 
of journals, has remained quite stable during the 30-year 
time period studied In the third time period, 1996—97, the 
top-5 Journals accounted for more than 6045 of the total 
influence available in the network of 49 marketing journals 
That 1s, a small group of journals dominates the scientific 
discourse, and most other Journals exert no noticeable struc- 
tural influence in the marketing network Jointly, these 
trends reveal a rapid specialization in marketing and a loos- 
ening of ties with the broader discipline of management and 
business 

The increasing number of specialized marketing jour- 
nals, the fragmentation of the discipline into subareas, the 
stronger interdependencies among journals, the greater 
influence of specialized marketing journals, and the smaller 
influence of general business and management-oriented 
journals are evidence of the maturation of marketing into an 
independent, segmented academic discipline, which 1s 
indebted to, but separate from, related fields such as 
management 

The findings also clarify the role of the Journal of Mar- 
keting 1n the marketing discipline Our bibliometric analysis 
confirms Kerin’s (1996) view of its large and pervasive 
influence It 1s the most influential marketing journal over- 
all, and true to its editorial policy and focus, it spans the 
entire discipline Moreover, it 1s the only journal to serve 
this role The Journal of Marketing 1s unique 1n occupying a 
top-three position in each of the five subareas 1n marketing 
In addition, the influence share of the journal 1s high and has 
remained stable during the 30-year period studied This high 
and steady influence share 1s remarkable tn view of the 
dynamics of the marketing journal market and the increases 
and decreases in influence of various other journals over 
time These findings go against Day’s (1996) speculation 
that the emergence of new, specialized marketing journals 
has reduced the influence of the Journal of Marketing as an 
overall thought leader Rather, the introduction of several 
new marketing journals appears to have added to its influ- 
ence in the discipline However, there 1s evidence for a 
change in its role in the marketing discipline Whereas pre- 
viously, it exerted a dominant influence on the core market- 
ing journals, which presumably produce the most funda- 
mental marketing knowledge, the journal now ranks only 
third in the core marketing subarea It currently receives 
most of its influence from journals in the marketing appli- 
cations field, many of which are of recent origin From a 
thought leader at the forefront of generating specific mar- 
keting knowledge, the Journal of Marketing appears to have 
grown into an integrator, with the more global role of piec- 
ing individual parts of the marketing puzzle together and 
balancing academic rigor with managerial relevance Some 
time ago, Lazer (1976, р 78) argued that 115 weakness was 


that it had tried to be “an everything publication for every- 
one in marketing” Rather than a weakness, this 1s perhaps 
the responsibility and strength of a journal that tries to inte- 
grate the multifaceted discipline that marketing has become 

Our research supports the usefulness of the index of 
structural influence to assess journal influence in a disci- 
pline The index is based on a substantive theory of influ- 
ence in exchange networks and identifies both the level and 
span of journal influence It also shows convergence with 
alternative influence measures The ability to decompose 
journal influence into various subareas provides insights that 
cannot easily be obtained from alternative influence mea- 
sures The joint application of the log-multiplicative model 
to identify subareas in marketing and the index of structural 
influence to assess journal influence have proved fruitful 
The log-multiplicative model captures reciprocity in Journal 
citations (1e, citation. symmetry), whereas the index of 
structural influence captures dependence in journal citations 
(1e, citation asymmetry) Used in combination, these tech- 
niques reveal which Journals are influential, both longitudi- 
nally and in different subareas of marketing 


Further Research and Implications 


This study examines the influence of marketing journals in the 
diffusion of scholarly knowledge 1n a network of marketing 
journals rather than other types of journal influence Journals 
may be influential in other domains, for example, by offering 
a forum for discussion within a professional or academic 
organization, transferring academic knowledge to marketing 
professionals, being included in the marketing curricula of 
universities, being a source of knowledge for marketing text- 
books, and so forth The influence of journals may vary across 
domains, and to the extent that this occurs, our analysis under- 
estimates the influence of journals that serve these other func- 
tions For example, some Journals may be influential in inspir- 
ing other marketing journals, whereas others may inspire 
marketing curricula or have a large readership among market- 
ing practitioners. Building on the experience of other business 
administration disciplines, such as finance (Corrado and Fer- 
ris 1997), it seems worthwhile to examine marketing journals’ 
influence across multiple domains to gain greater insight into 
the diverse roles that specific journals play in the development 
and propagation of scientific knowledge 1n the discipline 
The current research examines Journal influence in the 
marketing discipline only Some journals may have an influ- 
ence in other disciplines as well Thus, the current analysis 
underestimates the total structural influence of interdiscipli- 
nary journals This is particularly true for management- 
oriented journals, such as the Harvard Business Review, and 
broad journals, such as the Journal of Business and Man- 
agement Science It raises the more general issues of the 
interdisciplinary influence. of journals and the cross- 
fertilization of related disciplines, which was recently 
explored by Pieters and Baumgartner (2002) They examine 
citation patterns among ten social science and business 
administration disciplines, each represented by five key 
journals Marketing was represented by the Journal of Con- 
sumer Research, Journal of Marketing, Journal of Market- 
ing Research, Journal of Retatling, and Marketing Science 
It appears that the other disciplines build only to a small 


extent on knowledge developed in marketing journals, with 
the exception of management information systems/opera- 
tions research (which included Management Sctence, a jour- 
nal that frequently contains marketing-oriented. articles) 
The five top marketing journals were cited only 53 times by 
the five top journals in psychology between 1995 and 1997 
and not at all by top journals in economics, sociology, or 
anthropology In other words, marketing knowledge does 
not yet have much influence on its sister disciplines, at least 
as reflected in citation patterns. It 15 therefore unlikely that 
including nonmarketing journals in the citation. network 
would have much of an effect on the ranking of marketing 
Journals 

Pieters and Baumgartner (2002) find that marketing 
journals rely significantly on knowledge from several other 
disciplines, notably management, psychology, management 
information systems/operations research, and economics, 
though there were few citations from marketing to finance, 
accounting, political science, sociology, and anthropology 
In their analysis, citation patterns were examined after 
aggregation across the five journals that represented each 
discipline A more fine-grained investigation of interdisci- 
plinary citation patterns among specific marketing journals 
and specific journals in other disciplines would be promis- 
ing It might identify marketing journals that are more or 
less mono- or multidisciplinary or those that serve as strong 
or weak ties in knowledge development and dissemination 
across disciplines 

It would also be worthwhile to explore in greater detail 
why some journals are more influential than others Our 
findings indicate that structural influence is correlated with 
a Journal's age and the number of articles it publishes per 
year The relationship with age, which also held for a sub- 
Jective measure of influence, may indicate a first-mover 
advantage, by which journals that launch a discipline or a 
subarea of a discipline are able to establish a position of 
leadership that is difficult to challenge in the future This 
might also be the reason for the rapid ascent of the Journal 
of Consumer Research and Marketing Science, which suc- 
ceeded, during a time when the journal market grew fairly 
rapidly, in positioning themselves as the thought leaders in 
areas that were of central concern to the discipline (1e , con- 
sumer behavior, analytical modeling) but were not covered 
adequately by existing journals The findings also show that, 
in marketing at least, a journal's overall level of influence 15 
strongly related to tts breadth of influence That is, a journal 
is influential to the extent that many other journals cite it At 
present, we do not know why some journals succeed in 
attracting citations from many other journals, and further 
research will need to show whether the correlation between 
level and span of influence is a general phenomenon that 15 
typical of other fields It 1s likely that methods other than 
citation analysis will need to be used to uncover the whys of 
Journal tnfluence, because there are probably intricate social 
processes at work that require in-depth longitudinal analyses 
of individual journal histories 

Our findings may be employed ın several ways, two of 
which we discuss in more detail. Marketing researchers, 
educators, professionals, students, and libraries can use 
rankings of journals by structural influence when deciding 
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which journals to read or subscribe to Although structural 
influence should not be the only factor on which such deci- 
sions are based, it is an important indicator of the likelihood 
that a journal will contain information that may affect the 
discipline or specific subareas This should be helpful to 
prospective consumers of scientific marketing knowledge 
Rankings of journals by structural influence can also be use- 
ful to potential producers of knowledge, such as authors 
considering to which Journals to submit their work Authors 
want to have their manuscripts published in journals that are 
likely to enhance the visibility and impact of their research 
The Journal ranking reported here 1s based on a theory-based 
measure of structural influence that has good convergence 
with a recent expert rating of journal reputation, and it 15 
more complete than other influence rankings Furthermore, 
rankings are available by subareas in marketing This may 
help prospective authors who work ın particular areas of 
marketing, because there are important differences in Jour- 
nal rankings by area 

The results of this study might also be useful for hiring 
and tenure decisions. Although articles in the "big 3" (Jour- 
nal of Marketing, Journal of Marketing Research, and Jour- 
nal of Consumer Research) are universally regarded as top 
publications, articles in other journals may not be properly 
recognized, particularly if the candidate is working in a spe- 
cific area Consider, for example, a researcher їп the man- 
agerial marketing area In this field, the Harvard Business 
Review 1s the most influential journal, Management Science 
1s third, and Sloan Management Review 15 fifth For depart- 
ments emphasizing managerial marketing and for professors 
with such a research focus, these journals should be among 
the premier publication outlets, and articles 1n these journals 
should be given appropriate weight ın tenure decisions 


Appendix 
The following symmetric log-multiplicative citation 
model was estimated 


M 
(Al) logF, =u+uS +в +8, + у Emymem 


т=1 


The expected number of citations from journal 1 to journal j 
1s denoted by Е,, and the u’s are standard log-linear parame- 
ters The и parameter 15 a constant, the uS parameters control 
for differences among journals ın the overall volume of citing 
other journals in the network, and the uR parameters account 
for differences among Journals in the overall volume of being 
cited by other Journals in the network The 8, parameter rep- 
resents the effects of self-citations in the diagonal of the cita- 
tion matrix (те, ё, = 0 for ı + and free otherwise), and the 
last term is a symmetric log-multiplicative effect Specifi- 
cally, £ and £ are the scores of journals 1 and j on the mth 
dimension, and V" is a scaling factor Details are provided by 
Clogg and Shihadeh (1994), Goodman (1991), Pieters and 
colleagues (1999), and Pieters and Baumgartner (2002) 

We estimated the citation model ın Equation АТ for 1 to 
7 dimensions (M = 1 to 7) using routines available in the 
LEM program (Vermunt 1998) The following benchmark 
models were estimated an independence or main-effects 
model (containing the first three terms ın Equation Al) and 
a model of modified independence accounting for self- 
citations (containing the first four terms ın Equation А1) 
Model selection was based on fit (Bayesian information cri- 
terion and percentage inertia accounted) and interpretability 
of the solution We selected the two-dimensional solution 
because it fit the data well and yielded the most meaningful 
interpretation of the data It decreased the 12 statistic of the 
independence model by 79% and that of the modified inde- 
pendence model by 55% (Bayesian information criterion = 
—12479 40, L? = 9997 30 with 2159 degrees of freedom) 
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MYRON LEONARD, Editor 
Western Carolina University 


Review 





This section is based on a selection of article abstracts from a compre- 
hensive business literature database Marketing-related abstracts from 
more than 125 journals (both academic and trade) are reviewed by JM 
staff Descriptors for each entry are assigned by JM staff Each issue of 
this section represents three months of entries into the database 


Each entry has an identifying number Cross-references appear immedi- 
ately under each subject heading 


SUBJECT HEADINGS 


1 THE MARKETING ENVIRONMENT 
11 Consumer Behavior 
12 Legal, Political, and Economic Issues 
13 Ethics and Social Responsibility 


2 MARKETING FUNCTIONS 
21 Management, Planning, and Strategy 
22 Retailing 
23 Channels of Distribution 
24 Electronic Marketing 
25 Physical Distribution 
26 Pricing 
27 Product 
28 Sales Promotion 
29 Advertising 
2 10 Personal Selling 
2 11 Sales Management 


3 SPECIAL MARKETING APPLICATIONS 
31 Industrial 
32 Nonprofit, Political, and Social Causes 
33 International and Comparative 
34 Services 


4 MARKETING RESEARCH 
41 Theory and Philosophy of Science 
42 Research Methodology 
4S3 Information Technology 


5 OTHER TOPICS 
51 Educational and Professional Issues 
52 General Marketing 


1. THE MARKETING ENVIRONMENT 


1.1 Consumer Behavior 


See also 27, 36, 58, 62, 79, 100, 101, 104, 106, 110, 111, 115, 116, 
143, 144, 159, 160, 166, 167, 168, 169, 172, 178, 180, 184 


The Attitudinal Model of Technology-Based Self-Service: Mod- 
erating Effects of Consumer Traits and Situational Factors. 


140 / Journal of Marketing, April 2003 


Pratibha A Dabholkar and Richard Р Bagozzi, Journal of the 
Academy of Marketing Science, 30 (Summer 2002), pp 184—201 
[Literature review, Hypotheses, Experiment, Impacts, Self-effi- 
cacy, Inherent novelty seeking, Need for interaction with a service 
employee, Self-consciousness, Perceived waiting time, Social anx- 
1ety through perceived crowding, Statistical analysis, Implica- 
tions ] 


Comparative Evaluation and the Relationship Between Qual- 
ity, Satisfaction, and Repurchase Loyalty. Svein Ottar Olsen, 
Journal of the Academy of Marketing Science, 30 (Summer 2002), 
pp 240-49 [Literature review, Model proposal, Consumer sur- 
veys, Seafood products, Comparative and noncomparative formats, 
Statistical analysis, Implications, Norway ] 2 


Reaching the Male Consumer by Way of Daytime TV Soap 
Operas. Cynthta M Frisby, Journal of Advertising Research, 42 
(March/April 2002), pp 56—64 [Literature review, Interviews and 
focus groups, Impacts, Makes them feel good, provides an escape, 
helps to aid in social conversions with the opposite sex, Advertis- 
ing implications ] 3 


The Influence of Network Branding on Audience Affimty for 
Network Television. Carolyn А Lin, David J Atkin, and Robert 
Abelman, Journal of Advertising Research, 42 (May/June 2002), 
pp 19—32 [Literature review, Model presentation, Hypotheses and 
research questions, Telephone survey, Impacts, Viewing motiva- 
tions, Awareness levels, Viewing patterns, Interrelationships, Sta- 
tistical analysis ] 


The Power of Affect: Predicting Intention. Jon D Morris, 
Chongmoo Woo, James A Geason, and Jooyoung Kim, Journal of 
Advertising Research, 42 (May/June 2002), pp 7-17 [Discussion, 
Self-Assessment Manikin (pleasure, arousal, dominance), Data 
collection (mall intercept studies), Affect, when measured by a 
visual measure of emotional response, dominates over cognition 
tor predicting conative attitude and action ] 5 


Interactive Psychographics: Cross-Selling in the Banking 
Industry. James W Peltier, John A Schibrowsky, Don E Schultz, 
and John Davis, Journal of Advertising Research, 42 (March/April 
2002), pp 7-22 [Literature review, Model presentation, Hypothe- 
ses, Consumer survey, Market segments (worned traditionalists, 
bank loyalists, secured investors, thrifty bankers), Statistical analy- 
sis, Managerial applications and issues ] 6 


Regret in Repeat Purchase versus Switching Decisions: The 
Attenuating Role of Decision Justifiability. J Jeffrey Inman and 
Marcel Zeelenberg, Journal of Consumer Research, 29 (June 
2002), pp 116—28 [Literature review, Hypotheses, Four studies, If 
there 1s sufficient motivation to warrant a switch, consumers will 
feel less regret 1n the face of a negative outcome realized via a 
Switch than in one realized via a repeat purchase, Statistical analy- 
sis, Implications ] 7 


Journal of Marketing 
Vol 67 (April 2003), 140—150 


Depressive Realism and Health Risk Accuracy: The Negative 
Consequences of Positive Mood. Punam Anand Keller, Isaac M 
Lipkus, and Barbara К Rimer, Journal of Consumer Research, 29 
(June 2002), pp 57-69 [Literature review, Two experiments, 
' Breast cancer, Medical risk feedback, Comparisons, Depressives, 
Nondepressives, Risk estimates, Follow-up, Statistical. analysis, 
Practical implications ] 8 


An Experimental Investigation of the Joint Effects of Advertis- 
ing and Peers on Adolescents? Beliefs and Intentions about Cig- 
arette Consumption. Cornelia Pechmann and Susan J Knight, 
Journal of Consumer Research, 29 (June 2002), pp 5-19 [Litera- 
ture review, Hypotheses, Exposure to videotapes, Cigarette ads 
primed positive smoker stereotypes, Antismoking ad in conjunc- 
tion with cigarette advertising evoked unfavorable thoughts about 
peers shown smoking, Statistical analysis ] 9 


Anticipating Discussion about a Product: Rehearsing What to 
Say Can Affect Your Judgments. Ann E Schlosser and Sharon 
Shavitt, Journal of Consumer Research, 29 (June 2002), pp 
101-15 [Literature review, Hypotheses, Three experiments, 
Depending оп the evaluative implications of what 15 rehearsed, 
anticipating group discussion can lead to attitudes that are more 
extreme, more moderate, or similar to those of people not antici- 
pating discussion ] 10 


Effects of Inconsistent Attribute Information on the Predictive 
Value of Product Attitudes: Toward a Resolution of Opposing 
Perspectives. Jaideep Sengupta and Gita Venkataramani Johar, 
Journal of Consumer Research, 29 (June 2002), pp 39-56 [Liter- 
ature review, Three experiments, A strengthening effect results 
when the processing goal 1s conducive to reconciliation and goal- 
facilitating factors are present in the environment, A weakening 
effect results when conditions are unfavorable to inconsistency rec- 
onciltation, Statistical analysis ] 11 


“Deep” and “Surface” Cues: Brand Extension Evaluations by 
Children and Adults. Shi Zhang and Sanjay Sood, Journal of 
Consumer Research, 29 (June 2002), pp 129-41 [Literature 
review, Hypotheses, Three experiments, Children, relative to 
adults, evaluate brand extensions by relying more on surface cues 
(brand name characteristics used to launch the extension) and less 
on surface cues (category similarity between the parent brand and 
the extension category), Statistical analysis, Theoretical and man- 
agerial implications ] 12 


Us Versus Them, or Us Versus Everyone? Delineating Con- 
sumer Aversion to Foreign Goods. Jill Gabrielle Klein, Journal of 
International Business Studies, 33 (Second Quarter 2002), pp 

345-63 [Literature review, Model presentation, Hypotheses, Sur- 
vey of households, US views of Japan and Japanese products, 
Comparisons, South Korean products, Animosity (war, economic), 
Consumer ethnocentrism, Statistical analysis ] 13 


Consumers? Search and Use of Nutrition Information: The 
Challenge and Promise of the Nutrition Labeling and Educa- 
tion Act. Siva K Balasubramanian and Catherine Cole, Journal of 
Marketing, 66 (July 2002), pp 112-27 [Theoretical discussion, 
Model presentation, Hypotheses, Field and laboratory studies, 
Scanner data analysis, Focus groups, Effects (search, recall, 
choice), Motivation, Knowledge, Attention, Negative and positive 
nutrition attributes, Statistical analysts, Implications ] 14 


Earning the Right to Indulge: Effort as a Determinant of Cus- 
tomer Preferences Toward Frequency Program Rewards. Ran 
Kivetz and Itamar Simonson, Journal of Marketing Research, 39 
(May 2002), рр 155-70 [Literature review, Hypotheses, Series of 
Studies involving travelers waiting for their flights, Preferences for 
luxury versus necessity rewards, Impacts, Program requirements, 
Guilt, Signaling-based explanation, Assessment, Theoretical and 
practical implications ] 15 


Absence Makes the Mind Grow Sharper: Effects of Element 
Omission on Subsequent Recall. Jaideep Sengupta and Gerald J 
Gorn, Journal of Marketing Research, 39 (May 2002), pp 
186-201 [Literature review, Series of experiments, Overt and 
implicit omissions, Product category versus brand name, Prior 
expectations, Processing conditions, Exposure time, Statistical 
analysis, Theoretical and managerial implications ] 16 


The Relationship between Purchase Regularity and Propensity 
to Accelerate. Demetrios Vakratsas and Frank M Bass, Journal of 
Retailing, 78 (Summer 2002), pp 119-29 [Literature review, 
Scanner data (ACNielsen), Charactenstics of random and regular 
buyers, Propensity to accelerate depends on the frequency at which 
a product category 1s purchased, Impacts, Promotional activities, 
Statistical analysis ] 17 


1.2 Legal, Political and Economic Issues 
See also 14,28,31,65,134 


То Agree or Not to Agree: Legal Issues in Online Contracting. 
Carl Раст, Christine Andrews, and William Hillison, Business 
Horizons, 45 (January/February 2002), pp 43-52 [Discussion, 
Risks, Jurisdiction, Contract formation, Contract validity, Contract 
changes and errors, Authentification and attribution, Message 
integnty, Nonrepudiation, Examples ] 18 


Help! I’ve Been Cybersquatted On! William T Rupp and 
Nicholas J Parrish, Business Horizons, 45 (March/April 2002), pp 

53-60 [Buying and registering a domain name with the intent of 
reselling tt back to the person, Court decisions, Legislation, Living 
peoples’ names, Uniform domain name dispute resolution policy, 
Assessment ] 19 


1.3 Ethics and Social Responsibility 
See also 19,59,132,135,198 


If You Want Honesty, Break Some Rules. Ginger L Graham, 
Harvard Business Review, 80 (April 2002), pp 42-47 [Discus- 
sion, Dynamics of avoidance, Teach employees to teach you, Trade 
truth for solutions, Tell stories and create shared experiences, 
Become the model of honesty, Examples ] 20 


The Virtue Matrix: Calculating the Return on Corporate 
Responsibility. Roger L Martin, Harvard Business Review, 80 
(March 2002), pp 68-85 [Conceptual framework, Responsibility 
corporate behavior, Public influences, Barriers, Vision, Globaliza- 
tion impacts, Examples ] 21 


Business Ethics and Health Care: А Stakeholder Perspective. 
Mattia J Gilmartin and R Edward Freeman, Health Care Man- 
agement Review, 27 (Spring 2002), pp 52-65 [Discussion, “Cow- 
boy capitalism" (conceptualizes business as a competitive jungle 
resting on self-interest and an urge for competition ın order to sur- 
vive), Stakeholder capitalism as a framework for reform, Assess- 
ment ] 22 


The Nightmare of International Product Piracy. Laurence 
Jacobs, А Coskun Samlı, and Tom Jedlik, /ndustrtal Marketing 
Management, 30 (August 2001), pp 499-509 [Discussion, Types 
of piracy (counterfeiting, brand piracy, new brand usage, intellec- 
tual property copying), Protective responses (communicatton, gov- 
ernment, legal, direct contact, labeling, strong proactive marketing, 
piracy as promotion), Recommendations ] 23 


Corruption and Foreign Direct Investment. Mohsin Habib and 
Leon Zurawicki, Journal of International Business Studies, 33 (Sec- 
ond Quarter 2002), pp 291—307 [Theoretical discussion, Hypothe- 
ses, Data collection (International Monetary Fund), Foreign 
investors generally avoid corruption because it 1s considered wrong 
and it can create operational inefficiencies, Statistical analysis]. 24 


Gimmie! Gimme! Melinda Ligos, Sales and Marketing Manage- 
ment, 154 (March 2002), рр 32—36, 38, 40 [Reps bribing cus- 
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tomers, Client demands, Subtle requests, Competitive. pressures, 
Legal aspects, Appropriate gifts, Guidelines ] 25 


2. MARKETING FUNCTIONS 


2.1 Management, Planning, and Strategy 


See also 20, 21, 22, 23, 24, 65, 66, 68, 69, 70, 71, 73, 74, 75, 77, 
78, 81, 82, 83, 84, 87, 89, 90, 91, 93, 96, 99, 102, 104, 105, 117, 
126, 127, 128, 130, 135, 137, 138, 140, 141, 142, 145, 146, 147, 
148, 151, 153, 154, 155, 156, 157, 158, 161, 162, 163, 165, 166, 
173, 174, 176, 185, 186, 187, 188, 199, 200 


No Such Thing as a Global Manager. Yehuda Baruch, Business 
Horizons, 45 (January/February 2002), рр 36—42 [Discussion, Age, 
Gender, Mantal status, Nationality, Personality, Former experience, 
Frame of mind, Organizational and research implications ] 26 


In Pursuit of Obnoxiously Devoted Customers. Chip R Bell, 
Business Horizons, 45 (March/April 2002), рр 13-16 [Discus- 
sion, Factors, Enlistment, Engagement, Enlightenment, Entrust- 
ment, Empowerment, Enchantment, Endearment, Assessment ] 27 


Digital Privacy. Christopher J Robertson and Ravi Sarathy, Bust- 
ness Horizons, 45 (January/February 2002), pp 2-5 [Developing 
corporate privacy polictes, Self-regulation vs. government legisla- 
tion, EU approach, Technological privacy aids, Examples ] 28 


A Fresh Look at Industry and Market Analysis. Stanley F 
Slater and Eric М Olson, Business Horizons, 45 (January/Febru- 
ary 2002), pp 15-22 [Model presentation, Market influence on 
profitability, risk, and strategy (complementors, market turbulence, 
customers, market growth, composite competition, suppliers), 
Strategic positioning in. competitive. markets, Michael Porter, 
Examples ] 29 


Relationship Marketing's Strategic Array. Dillard В Tinsley, 
Business Horizons, 45 (January/February 2002), pp 70-76 [Litera- 
ture review, Strategies (supporting, augmented), Impacts, Effective- 
ness, Long-term relationships, Product innovations, Examples] 30 


Business Tactics for Confronting Economic Recession and 
Planning for Recovery. John A Pearce П and Richard В Robin- 
son, Jr, Entrepreneurial Executive, 7 (2002), рр 1-16 [Discus- 
sion, Success tactics (retrenchment, tightening credit, maintaining 
budgets and prices, increasing liquidity, reducing debt, deferring 
capital expenditures, pursuing selective growth), Competitive 
dynamics, Examples ] 31 


Relationships Between Communication Style and Leader- 
Member Exchange: An Issue for the Entrepreneur. Augusta C 
Yrle, Sandra J Hartman, and William P Galle, Jr , Entrepreneurial 
Executive, 7 (2002), pp 17-34 [Literature review, Survey of 
employees, Employees perceive differences 1n level of participa- 
tion-related communication, depending on whether they believe 
they are in a higher or lower quality leader-member exchange rela- 
tionship, Statistical analysis, Implications ] 32 


Beware the Busy Manager. Heike Bruch and Sumantra Ghoshal, 
Harvard Business Review, 80 (February 2002), pp 62-69 [Study, 
Effectiveness, Focus and energy, Matrix, Classifications (procrasti- 
nators, disengaged, distracted, purposeful), Challenge and choice, 
Assessment ] 33 


Maneuver Warfare: Can Military Strategy Lead You to Vic- 
tory? Eric К Clemons and Jason А Santamarta, Harvard Business 
Review, 80 (April 2002), pp 56-65 [Discussion, Targeting critical 
vulnerabilities, Boldness, Surprise, Focus, Decentralized decision 
making, Rapid tempo, Combined arms, Integrated attack, Assess- 
ment ] 34 


The People Who Make Organizations Go—or Stop. Rob Cross 
and Laurence Prusak, Harvard Business Review, 80 (June 2002), 
pp 104-12 [Discussion, Management styles, Roles (central con- 
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nector, boundary spanner, information broker, peripheral special- 
1st), Personal network management, Examples ] 35 


Target the Almost Rich. Brian A Johnson and Paul E Nunes, 
Harvard Business Review, 80 (June 2002), pp 22,24 [Top-quintile 
earners make nearly half the country's income, but don't spend as 
1f they do, Marketers must influence their spending choices, 
Guidelines ] 36 


Charting Your Company's Future. W Chan Kim and Renee 
Mauborgne, Harvard Business Review, 80 (June 2002), pp 76—83 
[Market strategy, Strategy canvas (visual awakening, exploration, 
observations and feedback, communication), Examples ] 37 


Selling the Brand Inside. Colin Mitchell, Harvard Business 
Review, 80 (January 2002), pp 99-105 [Communication, Employ- 
ees, Choose the moment, Link internal and external marketing, 
Bring the brand alive, Assessment ] 38 


Getting the Truth into Workplace Surveys. Palmer Morrel- 
Samuels, Harvard Business Review, 80 (February 2002), pp 
111-18 [Discusston, Surveys to measure employee motivation, 
Job pertormance, and the effectiveness of HR programs, Guide- 
lines for content, format, language, measurement, and administra- 
tion ] 39 


The Hidden Challenge of Cross-Border Negotiations. James K 
Sebentus, Harvard Business Review, 80 (March 2002), pp 76-85 
[Discussion, Cultural differences, Representatives, Decision mak- 
ers, Informal influences, Top down and consensus approaches, 
Coalition building, Examples ] 40 


Turn Customer Input into Innovation. Anthony W Ulwick, Har- 
vard Business Review, 80 (January 2002), pp 91-97 [Discussion, 
Techniques, Problems with listening to customers, Focus on out- 
comes, Customer interviews, Capture and organize desired out- 
comes, Rate them for importance and satisfaction, Identify oppor- 
tunity areas, Case study ] 


Change the Way You Persuade. Gary A Williams and Robert B 
Miller, Harvard Business. Review, 80 (May 2002), рр 64—73 
[Interviews, Executives, Management styles (charismatics, 
thinkers, skeptics, followers, controllers), Ways to influence each, 
Assessment ] 42 


Marketing Segmentation: Diagnosing and Treating the Barri- 
ers. Sally Dibb and Lyndon Simkin, Industrial Marketing Man- 
agement, 30 (November 2001), pp 609-25 [Literature review, 
Impacts, Infrastructure in place at the start of the segmentation 
process, The process itself, Series of implementation questions, 
Case studies used to develop revised strategies ] 43 


Cultural Competitiveness in Global Sourcing. G Tomas M 
Hult, Industrial Marketing Management, 31 (January 2002), pp 
25-34 [Model presentation, Hypotheses, Survey of sourcing direc- 
tors of multinational corporations, Variables, Entrepreneurship, 
Innovativeness, Learning, Subjective cycle time, Objective cycle 
time, Statistical analysis, Implications ] 44 


The Impact of Organizational Integration and Product Devel- 
opment Proficiency on Market Success. Murray К Millson and 
David Wilemon, Industrial Marketing Management, 31 (January 
2002), pp 1—23 [Literature review, Model presentation, Field sur- 
vey, Attitudes, Organizational integration and product market suc- 
cess, Organizational integration and new product development pro- 
ficiency, New product development proficiency and new product 
market success, Statistical analysis, Implications for managers and 
scholars ] 45 


The Negotiation Process as a Predictor of Relationship Out- 
comes in International Buyer-Seller Arrangements. Alex Shar- 
land, /ndustrial Marketing Management, 30 (October 2001), pp 
551—59 [Literature review, Model presentation, Survey of purchas- 
ing professionals, Variables, Technical assistance, Working alone, 
Working quickly, Meetings with other departments and customers, 


Senor management involvement, Impacts, Relationship evaluation 
(past, present, future), Statistical analysis, Implications ] 46 


Measuring Customer-Perceived Value in Business Markets: A 
Prerequisite for Marketing Strategy Development and Imple- 
mentation. Wolfgang Ulaga and Samir Chacour, Industrial Mar- 
keting Management, 30 (August 2001), рр 525-40 [Literature 
review, Value map, Measurement process (start-up, survey, strategy 
formulation), Value audit, Quality, Price, Service, Example, Man- 
agerial 1mplications, Germany ] 47 


Embracing Uncertainty: The Hidden Dimension of Growth. 
Phillip С Clampitt, Robert J Dekoch, and М Lee Williams, Ivy 
Business Journal (Canada), 66 (January/February 2002), pp 
57-61 [Model presentation, Develop mindset and competencies, 
Cultivate awareness, Communicate uncertainty, Experiment, Use 
intuition to guide complex decision-making, Foster focused flexi- 
bility, Assessment ] 48 


Cost-effective Marketing in an Uncertain Economy. Christo- 
pher Halsall and Kathleen McLaughlin, Ivy Business Journal 
(Canada), 66 (January/February 2002), рр 6-8 [Strategic plan- 
ning, Factors, Uncover segment bottlenecks and drivers versus 
averages for the brand, Prioritize the bottlenecks with the biggest 
near-term earnings payoff, Employ creative marketing actions to 
remove the bottleneck, Assessment ] 49 


Making Difficult Decisions in Turbulent Times. Michael A 
Roberto, Ivy Business Journal (Canada), 66 (January/February 
2002), pp 14-20 [Strategic planning, Reasoning by analogy, 
Learning from others, Adopting a rule of thumb or heuristic, Refor- 
mulation, Deference to experts, Rigorous debate, Experimentation, 
Process evaluation ] 50 


Key to a Successful Closed Loop Forecasting Process. Stephan 
Johnson, Journal of Business Forecasting, 21 (Summer 2002), pp 
8-10 [Discussion, Factors, Data source, Forecast and accuracy 
generation, Collaboration, Accuracy review, Final forecast data, 
Adjust for 1mprovement ] 51 


Taking the Measure of e-Marketing Success. Scott Cotter, Jour- 
nal of Business Strategy, 23 (March/April 2002), pp 30-37 [Dis- 
cussion, Key performance indicators, Business performance man- 
agement, Interim Metrics, Process perspective, Scenarios, 
Assessment ] 52 


How Firms Relate to Their Markets: An Empirical Examina- 
tion of Contemporary Marketing Practices. Nicole E Coviello, 
Roderick J Brodie, Peter J Danaher, and Wesley J Johnston, Jour- 
nal of Marketing, 66 (July 2002), pp 33-46 [Literature review, 
Model development, Research questions, Survey, Comparative 
analysis, Consumer and goods firms, Business and service firms, 
Activities, Transactional, Relational, Assessment, Managerial 
implications, United States and four other Western countries ] 53 


The Effects of Entrepreneurial Proclivity and Market Orienta- 
tion on Business Performance. Ken Matsuno, John T Mentzer, 
and Aysegul Ozsomer, Journal of Marketing, 66 (July 2002), pp 
18-32 [Literature review, Model development, Hypotheses, Survey 
of manufacturing companies, Structural influences (direct and indi- 
rect), Reduction of departmentalization, Statistical analysis] — 54 


The Employee-Organization Relationship, Organizational Cit- 
izenship Behaviors, and Superior Service Quality. Simon Ј Bell 
and Bulent Menguc, Journal of Retailing, 78 (Summer 2002), pp 
131-46 [Literature review, Model proposal, Hypotheses, Survey 
of sales managers and employees, Perceived organizational sup- 
port, Organizational identification, Job autonomy, Organizational 
citizenship behavior, Customer perceptions of service quality, Sta- 
tistical analysis, Insurance industry ] 55 


Incumbent Entry into New Market Niches: The Role of Expe- 
rience and Managerial Choice in the Creation of Dynamic 
Capabilities. Andrew А King and Christopher L Tucci, Manage- 


ment Science, 48 (February 2002), pp 171-86 [Literature review, 
Data collection (Disk/Trend Report), Experience in previous mar- 
kets increased the probability that a firm would enter a new mar- 
ket, Impacts, Value, Statistical analysis ] 56 


Loosening Up: How Process Networks Unlock the Power of 
Specialization. John Seely Brown, Scott Durchslag, and John 
Hagel Ш, McKinsey Quarterly, (Special Edition 2002), рр 58—69 
[Discussion, Managerial preference, Orchestrators, Skills (recruit- 
ing the right providers, configunng the right modules, overseeing 
the performance of the network), Hardwired and loosely coupled 
business processes, Examples, Managerial implications ] 57 


Customer Retention Is Not Enough. Stephanie Coyles and Tim- 
ойу C Gokey, McKinsey Quarterly, (No 2, 2002), рр 80-89 
[Discussion, Customers who change their buying patterns, Dimen- 
sions of loyalty, Profiling customers, Dealing with dissatisfaction, 
Examples ] 58 


Managing Information Security. Daniel Е Lohmeyer, Jim 
McCrory, and Sofya Pogreb, McKinsey Quarterly, (Special Edition 
2002), pp 12-15 [Discussion, Security breaches (hackers, viruses, 
worms), Problems, Technological solutions, Variable degrees of 
risk, Top management support, Examples ] 59 


Roping in the Followers. Mark McMaster, Sales and Marketing 
Management, 154 (January 2002), pp 36—39 (Corporate culture, 
Team building programs, Impacts, Relevance to day-to-day work 
activities, Too much fun, Use as a cure for larger problems, Top 
management support, Examples ] 60 


So You Wanna Be a CEO. Eilene Zimmerman, Sales and Mar- 
keting Management, 154 (January 2002), pp 30-35 [Management 
styles, Self-awareness, Developing relationships, Broad perspec- 
tive, Department interactions, Examples ] 61 


2.2 Retailing 
See also 72, 80, 84, 85, 92, 97, 98, 101, 106, 150, 188 


Journal of Retailing, 78 (Spring 2002), pp 9-83 [Eight articles on 
retailing in the 21« century, Reflections and prognosis, Themed 
flagship brand stores, Induced arousal and pleasure on the internet, 
Customer loyalty in e-commerce, Internet and catalog value com- 
parisons, Consumer behavior implications for international retail- 
ing, Retailing as a career, Future perspectives ] 62 


Retail: The Wal-Mart Effect. Bradford C Johnson, McKinsey 
Quarterly, (No 1, 2002), pp 40—43 [Discussion, Business growth, 
Productivity, Information technology, Inventory control, Higher- 
value goods, Assessment ] 63 


2.3 Channels of Distribution 
See also 30, 44, 46, 47, 80, 85, 142, 165, 191 


Reverse Auctions in Industrial Marketing and Buying. Larry R 
Smeltzer and Amelia Carr, Business Horizons, 45 (March/Apnl 
2002), рр 47—52 [Item ıs offered by a number of sellers, so the 
buyer controls the market, Electronic tormat, Potential advantages 
and disadvantages, Appropriate conditions, Assessment ] 64 


Customer Relationship Strategies and the Smoothing of Indus- 
try-Specific Business Cycles: The Case of the Global Fine 
Paper Industry. Kimmo Alajoutsyarvt, Mats В Klint, and Hen- 
nikki Tikkanen, Industrial Marketing Management, 30 (August 
2001), pp 487-97 [Discussion, Logic of buyer-seller relation- 
ships, Relationship strategies (competitive, cooperative, domi- 
nance, submission), Mode of behavior, Assessment, Managerial 
implications ] 65 


Can You Buy a Business Relationship? On The Importance of 
Customer and Supplier Relationships in Acquisitions. Helen 
Anderson, Ур! Havila, and Asta Salmi, Industiial Marketing 
Management, 30 (October 2001), pp 575-86 [Literature review, 
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Impacts, Market-based assets, Resource-intensive process, Con- 
nectedness, Case study, Graphics industry, Sweden ] 66 


Country-Company Interaction Effects and Supplier Prefer- 
ences among Industrial Buyers. Frank Bradley, Industrial Mar- 
keting Management, 30 (August 2001), pp 511-24 [Discussion, 
Models, Impacts, Country of origin influences, Personal inter- 
views, Results showed that country influences did not have a direct 
effect on company preferences but may have had a weak effect 
when interacting with company effects determined by marketing 
mıx variables, Statistical analysis ] 67 


An Exploration of the Moderating Role of Buyer Corporate 
Culture in Industrial Buyer-Seller Relationships. Kelly Hewett, 
R Bruce Money, and Subhash Sharma, Journal of the Academy of 
Marketing Science, 30 (Summer 2002), рр 229-39 [Literature 
review, Model presentation, Hypotheses, Survey of marketing 
executives and buyers, Relationship quality (trust, commitment), 
Repurchase intentions, Clusters (clan, market, hierarchy, adhoc- 
racy), Statistical analysis, Managerial tmplications ] 68 


A Survivor’s Guide to Integrated Demand and Supply. Bob 
Reary, Journal of Business Forecasting, 21 (Summer 2002), pp 
3-7 [Demand planning, Software packages, Data and applications, 
Ownership, Frequency of re-planning, Channels of distribution, 
Performance targets, Roll-out strategy, Assessment ] 69 


Reconstruct Your Business Around Customers. Dennis Rheault 
and Steve Sheridan, Journal of Business Strategy, 23 (March/April 
2002), pp 38—42 [Discussion, Integrated channel management, 
Stages (beginner, competitive, advanced, best in class), Strategy 
and customer targets, Assessment ] 70 


The Role of the Institutional Environment in Marketing Chan- 
nels. Кајдеер Grewal and Ravi Dharwadkar, Journal of Marketing, 
66 (July 2002), pp 82-97 [Literature review, Propositions, 
Processes (regulating, validating, habitualizing), Internal economic 
and sociopolitical structures, Examples ] 71 


Risk Sensitivity in Distribution Channel Partnership: Implica- 
tions for Manufacturer Return Policies. Andy A Tsay, Journal 
of Retailing, 78 (Summer 2002), рр 147-60 [Literature review, 
Model presentation, Propositions, Variables, Wholesale price, 
Retail order quantity, Price and demand in high and low demand 
scenarios, Manufacturer and retailer value tunctions, Equilibrium, 
Assessment ] 72 


Focus on Core Competency. Susan Avery, Purchasing, 131 
(March 7, 2002), pp 30-32 [Outsourcing, Advantages, Problems, 
Supplier selection, Risks, Management, Performance measure- 
ment, Compensation, Top management support, Assessment ] 73 


2.4 Electronic Marketing 
See also 18, 19, 52, 62, 64, 114, 125, 131, 141, 178, 186 


Competing in High-Growth Markets: The Case of E-com- 
merce. Chiquan Guo, Business Horizons, 45 (March/April 2002), 
pp 77-83 [Discussion, Target markets, Attractions, Pittalls, 
Potential risks, Sustained customer interest, Top management sup- 
port, Assessment ] 74 


The Role of Flexibility ın Online Business. Muammer Ozer, 
Business Horizons, 45 (January/February 2002), рр 61-69 [Dis- 
cussion, Factors, Technological, Human resource, Operational, 
Marketing (market research, services/products offered, pricing, 
distribution, public relations), Financial, Мапарепа!, Examples ] 

75 


The Ten Deadly Myths of E-commerce. Bert Rosenbloom, Busi- 
ness Horizons, 45 (March/April 2002), рр 61-69  [Discussion, 
Disintermediation, Lower costs, Real-time product flow, “Profits 
don’t count”, Market cap worship, “Convenience and efficiency are 
everything”, Pure play, Valuation by publicity, Internet as a whole 
new culture, Assessment ] 76 
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Industrial. Marketing Management, 31 (February 2002), pp 
71-188 [Twelve articles on Internet-based business-to-business 
marketing, Trends, E-commerce, Managing channels of distribu- 
tion, Internet auctions, Trust production and privacy concerns, E- 
commerce in China, Website evaluation, Fortune 500 manufacturer 
websites, Industrial communication, Building customer relations, 
Structural analysis of digital markets, Comparisons of Internet- 
based and traditional small firms in Tatwan ] 77 


Should We E-? Thea Durfee and George Chen, Journal of Busi- 
ness Strategy, 23 (January/February 2002), pp 14-17 [Model pre- 
sentation, Strategies (brand, sales/channel, fulfillment), Examples ] 

78 


Do Better Customers Utilize Electronic Distribution Channels? 
The Case of PC Banking. Lorin M Hitt and Frances X Fret, 
Management Science, 48 (June 2002), pp 732-48 [Discussion, 
Value creation, Hypotheses, Data collection (customers), Compar- 
tsons, Traditional customers, Demographic characteristics, Con- 
sumer behavior, Attrition, Assessment, Strategic implications ] 79 


The E-tailer’s Secret Weapon. Sandeep Dayal, Thomas D 
French, and Vivek Sankaran, McKinsey Quarterly, (No 2, 2002), 
pp 72-79 [Discussion, Category management (wholesalers that 
develop specific expertise in managing stocks of a given type of 
product), Web environment, Partnerships, Examples ] 80 


E-procurement Helps Set Strategy that Cuts Costs. Susan 
Avery, Purchasing, 131 (March 7, 2002), pp 25-29 [Managing 
the MRO buy, Site purchasing operations, Commodities, Suppher 
qualification process, Value-added services, Improving working 
capital, Internal customers, Sourcing, Examples ] 81 


Online Buy Gains Speed. David Hannon, Purchasing, 131 (Feb- 
ruary 7, 2002), pp 22-24 [Supplier exchanges, onginal equipment 
manufacturers, Bid events, Cost effectiveness, Sourcing, Some 
companies have purchasing power strong enough to carry their 
own platform, Private trading networks, Examples, Automotive 
industry ] 82 


E-Marketing Evolution. Sheree Curry, Sales and Marketing Man- 
agement, 141 (June 2002), pp 32-36 [Discussion, Market strat- 
egy, Cost-efficient advertising, Online campaigns, Ettectiveness, 
Examples ] 83 


E-Retailers Use Analytics Software to Improve Website Perfor- 
mance. Susan Reda, Stores, 84 (March 2002), pp 64, 66, 72. [Dis- 
cussion, Understanding of how visitors use the website, Forecast- 
ing traffic and products viewed most frequently, Log files, 
Customization, Purchasing information, Examples ] 84 


On-Line Retail Grows Up. Susan Reda, Stores, 84 (February 
2002), рр 30-32, 34 [Discussion, Site visits, Fulfillment 
processes, Integrating bricks and clicks, Promotional impact, Soft- 
ware packages, Multi-channel strategies, Inventory discipline, 
Examples ] 85 


2.5 Physical Distribution 
See also 129,170,175 


Managing Capacity and Inventory Jointly in Manufacturing 
Systems. James R Bradley and Peter W Glynn, Management Sct- 
ence, 48 (February 2002), рр 273-88 [Discussion, Inventory-pro- 
duction polictes, Stochastic modeling, Approximating optimal 
capacity and base stock, Extensions, Diffusion processes, Statisti- 
cal data ] 86 


Information Flows in Capacitated Supply Chains with Fixed 
Ordering Costs. Srinagesh Gavimeni, Management Science, 48 
(May 2002) pp 644-51 [Discussion, Two models, Operating 
policies, Costs, [Information sharing, Inventory control, Computa- 
tional results ] 87 


Order-Based Backorders and Their Implications in Multi-Item 
Inventory Systems. Jing-Sheng Song, Management Science, 48 
(April 2002), pp 499-516 [Discussion, Demand correlation, Per- 
formance evaluation, Approximation, Assemble-to-order, Compo- 
nent commonality, Product structure, Examples ] 88 


Just-in-Time Strategy for a Turbulent World. Lowell L Bryan, 
McKinsey Quarterly, (Special Edition 2002), pp 16—27 [Discus- 
sion, Competitive advantage, Portfolio-of-initiatives approach, 
Advantages of familiarity, Innovation, Opportunities, Willingness 
to change direction, First movers, Assessment ] 89 


Freight Expectations. Lucio Pompeo and Ted Sapountzis, McK- 
insey Quarterly, (No 2, 2002), pp 90-99 [Risk and revenue man- 
agement, Demand changes, International, Price uncertainty, Per- 
formance, Improvements, Examples ] 90 


Shippers and Rail Carriers Build Bridges. David Hannon, Pur- 
chasing, 131 (February 7, 2002), pp 25-26 [Discussion, Impacts, 
Railroad industry's era of mass consolidation, Captive shippers, 
Service problems, Interchange between railroads, Tracking and 
tracing, Examples ] 91 


Retailers Seek Greater Efficiency in Store-Opening Process. 
Tony Seideman, Stores, 84 (March 2002), рр 52, 54 [Logistics 
management, Outsourcing, Product shipments, Cost effectiveness, 
Mall problems, Store planning, Fixtures, Examples ] 92 


2.6 Pricing 
See also 90,107,108,115,130 


How to Manage an Aggressive Competitor. George E Cressman, 
Jr, and Thomas T Nagle, Business Horizons, 45 (March/April 
2002), рр 23-30 [Discussion, Pricing decisions, Cost of retalia- 
tion, Competitor's willingness and ability to continue price cutting, 
Multiple responses, Other markets at risk, Success, Guidelines ] 
93 


Hedonic Price Methods and the Structure of High-Technology 
Industrial Markets: An Empirical Analysis. George Baltas and 
Jonathan Freeman, Industrial Marketing Management, 30 (Octo- 
ber 2001), pp 599-607 [Discussion, Model proposal, Segment- 
specific and supplier-name effects on hedonic price, Manutacturers 
may exploit heterogeneity in product applications, Specification 
and calibration data, Disk drive industry, Statistical analysis, Pol- 
icy implications ] 94 


Engineering New-Product Success: The New-Product Pricing 
Process at Emerson. Jerry Bernstein and David Macias, Industrial 
Marketing Management, 31 (January 2002), pp 51-64 [Discus- 
sion, Customer value research (qualitative, quantitative), Studies 
(European, US), Transforming data to information, Customer on- 
entation, Success, Factors, Managerial implications ] 95 


Are You Leaving Money on the Table? Ajit Kambil, Н James 
Wilson, III, and Vipul Agrawal, Journal of Business Strategy, 23 
(January/February 2002), pp 40-47 [Discussion, Pricing, Strate- 
gic options (time-based pricing, segmentation, dynamic merchan- 
dising), Interactions, Aligned with the brand, New capabilities, 
Executive commitment, Examples ] 96 


Investigating Category Pricing Behavior at a Retail Chain. 
Pradeep K Chintagunta, Journal of Marketing Research, 39 (May 
2002), pp 141-54 [Literature review, Model presentation, Data 
collection (UPC scanner data), Impacts, Side payments, Store 
brand objectives, Store traffic effect, By specifying a demand func- 
tion at the brand-chain level for each brand in the product category, 
the author derives pricing rules for the retailer ] 97 


Electronic Shelf Labels Draw New Interest as Prices Fall. Bruce 
Fox, Stores, 84 (January 2002), pp 26, 28, 30 [Discussion, Advan- 
tages, Eliminating scanner error, Reducing labor costs, Enabling 
price changes at any time, State recognition, Effectiveness, Exam- 
ples ] 98 


2.7 Product 


See also 4, 10, 11, 12, 13, 14, 30, 38, 45, 95, 97, 107, 114, 123, 
126, 150, 151, 152, 167, 173, 174 


How Brand Reputation Affects the Advertising-Brand Equity 
Link. Arun Chaudhun, Journal of Advertising Research, 42 
(May/June 2002), pp 33-43 [Discussion, Model presentation, 
Two surveys (consumers and product managers), Measures (brand 
advertising, age, familiarity, uniqueness, number of competitors), 
Impacts, Sales, Market share, Relative price, Statistical analysis ] 

99 


Designing Loyalty-Building Programs for Packaged Goods 
Brands. Michelle L Roehm, Ellen Bolman Pullins, and Harper A 
Roehm, Jr, Journal of Marketing Research, 39 (May 2002), pp 
202-13 [Literature review, Series of experiments, Incentives that 
have overlap with brand associations can prompt rehearsal that 
increases the accessibility of favorable brand associations, Prob- 
lems, [ncentives that are tangible or concrete, Assessment] 100 


Antecedents of Private Label Attitude and National Brand 
Promotion Attitude: Similarities and Differences. Judith А Gar- 
retson, Dan Fisher, and Scot Burton, Journal of Retailing, 78 
(Summer 2002), pp 91-99 [Discussion, Model presentation, 
Hypotheses, Survey of grocery shoppers, Measures, Private label 
attitude, Value consciousness, Price-quality association, Smart 
shoppers self-perception, Brand loyalty, National brand promotion 
attitude, Statistical analysts ] 101 


Structuring the New Product Development Pipeline. Ming Ding 
and Jehoshua Eliashberg, Management Science, 48 (March 2002), 
pp 343-63 [Literature review, Model proposal and extension, 
Deciston tree, One- and two-stage product analyses, Illustrative 
example, Practical implications, Pharmaceutical industry ] 102 


Complementary Product Integration by High-Technology New 
Ventures: The Role of Initial Technology Strategy. Satish Nam- 
bisan, Management Science, 48 (March 2002), pp 382-98 [Liter- 
ature review, Multinomial logit model, Hypotheses, Survey of soft- 
ware firms, Variables, Complementary technologies, Degree of 
product modularity, Extent of CPI considerations, Intensity of 
product upgrades, Product category and size, Size of new venture, 
Statistical analysis, Implications ] 103 


Revving Up Auto Branding. Anjan Chatterjee, Matthew E 
Jauchius, Hans-Werner Kaas, and Aurobind Satpathy, McKinsey 
Quarterly, (No 1, 2002), pp 134-43 [Discussion, Buyer behavior, 
Factors, Target high-potential segments, Isolate purchasing bottle- 
necks, Expand the range of consumer benefits, Concentrate on con- 
sumer touch points, Reliance on integrators of products and the 
way they are marketed, Examples ] 104 


Involve Buyers! Jim Carbone, Purchasing, 131 (March 21, 2002), 
pp 27-28, 30, 32 [Electronics original equipment manufacturers, 
Purchasing involvement in new product development, Teams, 
Design issues, Supply chain improvements, Financial results, 
Examples ] 105 


2.8 Sales Promotion 
See also 15, 17 


Pleasant Surprises: Consumer Responses to Unexpected In- 
Store Coupons. Carrie M Heilman, Kent Nakamoto, and Ambar 
G Rao, Journal of Marketing Research, 39 (May 2002), pp 
242-52 (Discussion, Conceptual model, Hypotheses, In-store 
experiment, Impacts, Size of shopping basket, Number of 
unplanned purchases, Product types, Statistical analysis ] 106 


Developing Synergies Between Promotions and Brands in Dif- 
ferent Price-Quality Tiers. Katherine N Lemon and Stephen M 
Nowlis, Journal of Marketing Research, 39 (May 2002), pp 
171-85 [Literature review, Hypotheses, Model presentation, Scan- 
ner data and experiments, Results provide insights into conditions 
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under which specific marketing tools are most effective for which 
brands, Statistical analysis, Implications ] 107 


А Meta-Analysis of the Impact of Price Presentation on Per- 
ceived Savings. Aradhna Krishna, Richard Briesch, Donald R 
Lehmann, and Hong Yuan, Journal of Retailing, 78 (Summer 
2002), pp 101—18 [Literature review, Four models, Deal reaction, 
Attitudes, Products, Deal characteristics, Situation, Study effect, 
Interactions, Statistical analysis, Managerial and academic сопіп- 
butions ] 108 


2.9 Advertising 
See also 3, 4, 5, 9, 16, 83, 99, 131, 136, 143, 144 


Recruiting the Wrong Salespeople: Are the Job Ads to Blame? 
Brian Р Mathews and Tom Redman, Industrial Marketing Man- 
agement, 30 (October 2001), pp 541—50 [Study of 300 ads, Ads 
tend to be for unqualified, relatively inexperienced. individuals, 
who are poorly paid, Recruitment of high quality staff to sales 
posts 1s limited by ads that lack information of fundamental tmpor- 
tance to potential applicants, Assessments, UK ] 109 


The Customer Pulling Power of Different-sized Yellow Pages 
Advertisements. Avery M Abernethy and David N Laband, Jour- 
nal of Advertising Research, 42 (May/June 2002), pp 66-72 [Lit- 
erature review, Data collection (ARC Research), Call rates 
increase when the size of the yellow pages ad is larger, but the 
increase in call rates 1s not at an even rate, Statistical analysis ] 
110 


Nonconformity Advertising to Teens. Yeqing Bao and Alan T 
Shao, Journal of Advertising Research, 42 (May/June 2002), pp 
56-65 [Discussion, Hypotheses, Field and laboratory studies, 
Reeve's Unique Selling Proposition, Impacts, Brand perceptions, 
Product trial, Statistical analysis ] 111 


Advertising Research and Its Influence on Managerial Prac- 
tice. Joep Р Cornelissen and Andrew R Lock, Journal of Adver- 
tising Research, 42 (May/June 2002), рр 50-55 [Due to the dearth 
of formal advertising theones that lend themselves to an instru- 
mental application, advertising practittoners have resorted to con- 
ceptual use as well as to symbolic use, Assessment ] 112 


А New Model for Measuring Advertising Effectiveness. Bruce 
F Hall, Journal of Advertising Research, 42 (March/April 2002), 
pp 23-31 [Discussion, Factors, Perception, Experience, Memory, 
Empirical observations on the business environment, Copy testing 
implications ] 113 


Recall of Brand Placements in Computer/Video Games. 
Michelle R Nelson, Journal of Advertising Research, 42 
(March/April 2002), рр 80-92 [Literature review, Two studies, 
Brands demonstrated recall superiority when they were a major 
part of game-play or when they were local or new brands, atypical 
of brands found in games, or relevant to the consumer ] 114 


Audience Characteristics and Bundling: A Hedonic Analysis of 
Magazine Advertising Rates. Martin А Koschat and William P 
Putsis, Jr, Journal of Marketing Research, 39 (May 2002), pp 
262-73 [Discussion, Data collection (price, circulation, readership 
size and demographics), Magnitude of the price and revenue pre- 
miums earned by “unbundling” a magazine’s readers can be sub- 
stantial ] 115 


Breaking Through the Clutter: Benefits of Advertisement 
Originality and Famiharity for Brand Attention and Memory. 
Rik Pieters, Luk Warlop, and Michel Wedel, Management Science, 
48 (June 2002), pp 765-81 [Literature review, Model presenta- 
tion, Hypotheses, Data collection (eye tracking research), Impacts, 
Attention, Accuracy, Intormation storage and retrieval, Statistical 
analysis ] 116 
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2.10 Personal Selling 
See also 25, 109, 120, 122, 123, 124 


The Effects of Job Autonomy, Customer Demandingness, and 
Trait Competitiveness on Salesperson Learning, Self-Efficacy, 
and Performance. Guangping Wang and Richard G Netemeyer, 
Journal of the Academy of Marketing Science, 30 (Summer 2002), 
pp 217-28 [Literature review, Hypotheses, Two empirical studies 
show consistent results regarding the positive effects of learning 
and efficacy on performance as well as the influences of three 
exogenous constructs on learning and efficacy, Statistical analysis, 
Implications ] 117 


The Hidden Minefields in the Adoption of Sales Force Automa- 
tion Technologies. Cheri Speier and Viswanath Venkatesh, Journal 
of Marketing, 66 (July 2002), pp 98-111 [Literature review, 
Model presentation, Hypotheses, Survey of salespeople, Effects, 
Individual characteristics, Perceptions of technology, Professional 
state, Person-technology fit, Subjective and objective outcomes, 
Statistical analysis, Implications ] 118 


2.11 Sales Management 
See also 25, 60, 61, 109, 118, 149, 200 


On the Hunt. Kathleen Cholewka, Sales and Marketing Manage- 
ment, 154 (April 2002), рр 42-44, 46, 48-49 [Finding an entirely 
new sales team, Deciding on attributes, Hiring top performers, 
Compensation, Training, Examples ] 119 


Culture Killers. Ron Donoho, Sales and Marketing Management, 
154 June 2002), рр 48-52, 54 [Discussion, Problems, Rampant 
gossip, Playing favorites, Intense competition, Lack of communt- 
cation, Overt manipulation, Success, Guidelines ] 120 


Prime-Time Sellers. Ron Donoho, Sales and Marketing Manage- 
ment, 154 (February 2002), pp 26-29 [Televiston programming, 
Sales planning, Negotiation, Relationship-building, Communica- 
tion, Case study ] 121 


Help (still) Wanted. Katharine Kaplan, Sales and Marketing Man- 
agement, 154 (February 2002), pp 38-43 [Employee recruitment, 
Sales and marketing positions, Referrals, Former employees, Job 
fairs, Company reputation, Web sites, Examples ] 122 


Express Train. Mark McMaster, Sales and Marketing Manage- 
ment, 154 (May 2002), pp 46—48, 50, 52, 54 [Online new-product 
training, Software packages, Costs, Effectiveness, Learning tor- 
mats, Executive support, Success measures ] 123 


Spy Games. Erin Strout, Sales and Marketing Management, 154 
(February 2002), pp 30-34, 36-37 [Employee surveillance, 
Impacts, Salespeople, Trust, Morale, Factors, Productivity, Selling 
and service techniques, Wasting time, Violating company policy, 
Examples ] 124 


Casting the Net Wide. Eilene Zimmerman, Sales and Marketing 
Management, 154 (April 2002), pp 50-52, 54, 56 [Web conter- 
encing, Presentations, Business growth, Educational tool, Case 
studies, Advantages, Drawbacks, Success, Guidelines ] 125 


3. SPECIAL MARKETING APPLICATIONS 


3.1 Industrial 


See also 43, 45, 47, 54, 64, 65, 66, 67, 68, 72, 73, 77, 81, 82, 86, 
88, 94, 95, 103, 105, 142, 151, 165, 170, 171, 177 


Customers as Innovators: A New Way to Create Value. Stefan 
Thomke and Enc von Hippel, Harvard Business Review, 80 (April 
2002), pp 74-81 [Discussion, Methods, Customer tool kits, Com- 
pany repositioning, Examples, Guidelines ] 126 


Business to Business Market Segmentation. Per Vagn Freytag 
and Ann Hojbjerg Clarke, Industrial Marketing Management, 30 
(August 2001), pp 473-86 [Discussion, Industrial markets, A 


model stresses the rmportance of understanding customers’ charac- 
tenstics, needs, future directions, and what kind of overall rela- 
tionship 15 required ] 127 


Car Talk: Assessing Telematics. Anjan Chatterjee, Matthew 
Jones, Hans-Werner Kaas, and Phil Wojcik, Journal of Business 
Strategy, 23 (March/Apnl 2002), рр 24—29 [Communication 
technologies, Relative uncertainty versus impact of external forces, 
Scenario planning, Strategy development framework, Organiza- 
tional attributes necessary for different postures (shape, adapt, 
reserve) ] 128 


Make to Order or Make to Stock: Model and Application. S 
Rajagopalan, Management Science, 48 (February 2002), pp 
241-56 [Literature review, Inventory/production, Approxima- 
tions/heuristics, Multi-item, Stochastic batch production system, 
Computational study ] 129 


Deflation! Taming the Risks. Anne Millen Porter, Purchasing, 
131 Ganuary 17, 2002), pp 21-22, 24 [Falling commodity prices, 
Impacts, Supply relationships, Corporate reputations, Domestic 
manufacturing base, Cost disclosure, Training supply-management 
personnel, Fact-based processes for making supplier rationaliza- 
tion decisions, Examples ] 130 


3.2 Nonprofit, Political, and Social Causes 
See also 164, 199 


Journal of Nonprofit and Public Sector Marketing, 9 (No 4, 2001), 
pp 5-84 [Five articles on social marketing, Productive social insti- 
tution, misapplication, social disorder, Effectiveness of “ambush” 
and cause related ad appeals, Charitable donations as social 
exchange or agapic action on the Internet, Impacts, globalization 
and liberalization, Social engineering and economic restructunng ] 

131 


Corporate Perspectives on Cause Related Marketing. Roger 
Bennett, Journal of Nonprofit and Public Sector Marketing, 10 
(No 1, 2002), pp 41-59 [Literature review, Research questions, 
Survey, Benefits, Criteria for project selection, Extent of commer- 
cial orientation, Relationships with charity partners, Evaluation 
methods, Approaches to campaign evaluation, Correlation analy- 
sis, Implications for charity fundraising, UK ] 132 


Appealing to the Unchurched: What Attracts New Members? 
Barbara Carrick Coleman, Journal of Nonprofit and Public Sector 
Marketing, 10 (No 1, 2002), pp 77-91 [Survey of church mem- 
bers, Vartables, Aspects of the worship service, Adult, children, 
and senior education programs, Recreational activities, Denomina- 
tional loyalty, Destre to be part of a spiritual community, Impacts, 
Word-of-mouth, Statistical analysis ] 133 


Economics, Market Segmentation and Recruiting: Targeting 
Your Promotion to Volunteers’ Needs. Randall L Ewing, 
Michele А Govekar, Paul L Govekar, and Meenakshi Rishi, Jour- 
nal of Nonprofit and Public Sector Marketing, 10 (No 1, 2002), 
рр 61-76 [Literature review, Data collection (Key findings 1999), 
Volunteer rate and population, GDP and total volunteers, Unem- 
ployment and volunteer rate, Assessment, Marketing implications ] 

134 


Cause-Related Marketing via the World Wide Web: A Rela- 
tionship Marketing Strategy. Stewart W Husted and Francis R 
Whitehouse, Jr , Journal of Nonprofit and Public Sector Marketing, 
10 (No 1, 2002), pp 3-22 [Literature review, Small firms, Cor- 
porate responsibility appeals, Affilration with foundation cause, 
Featured program, Actions taken, Support given, Locus of cause 
related actions, Assessment, Recommendations ] 135 


An Assessment of School System and Mass Media Sources of 
Information on the Relationships of Generalized Exchange 
Perceptions to Voter Support for Public Education. Kimball Р 
Marshall, William S. Piper, and Lisa Micich, Journal of Nonprofit 


and Public Sector Marketing, 10 (No 1, 2002), pp 23-40 [Later- 
ature review, Survey of registered voters without school age chil- 
dren, Attitudes, Community benefits of public schools, System per- 
formance, Tax equity, Social responsibility, Statistical analysis ] 
136 


The Impact of Involvement, Perceived Moral Intensity, and 
Satisfaction upon Trust in NonProfit Relational Contexts: 
Processes and Outcomes. James L Thomas, Brent J Cunning- 
ham, and Joann Krauss Willtams, Journal of Nonprofit and Public 
Sector Marketing, 10 (No 1, 2002), pp 93-115 [Literature review, 
Model development, Survey of students, Results 1ndicate signifi- 
cant relationships emphasizing the importance of relationship man- 
agement for nonprofit and public sector entities, Statistical analy- 
sis, Managerial implications ] 137 


For Nonprofits, Time Is Money. Paul J Jansen and David M 
Katz, McKinsey Quarterly, (First Quarter 2002), pp 124-33 
[Soctety pays a price when assets are stockpiled, Discounted value 
of foundation grants and costs, Payout strategies, Public policy 
options, Assessment ] 138 


Peddling God. Dale Buss, Sales and Marketing Management, 154 
(March 2002), pp 42-46, 48 [Discussion, Church's market strat- 
egy, Consumer orientation, Word of mouth, Marketing tie-ins, 
Music, Weekday programs, Case study ] 139 


3.3 International and Comparative 


See also 2, 10, 13, 23, 24, 26, 40, 44, 46, 47, 53, 62, 66, 67, 77, 90, 
109, 131, 132, 157, 159, 161, 176, 189, 198 


Global Strategy Lessons from Japanese and Korean Business 
Groups. Howard S Tu, Seung Yong Kim, and Sherry E Sullivan, 
Business Horizons, 45 (March/April 2002), pp 39-46 [Compar- 
tsons, Chaebols (Korea), Keiretsus (Japan), Ownership and con- 
trol, Structure, Finance, Government influence, Culture, Assess- 
ment ] 140 


Boon or Bane? Impact of the Digital Age on Small Business 
Exporting. В Elango and J Donald Jones, Entrepreneurial Exec- 
ипуе, 7 (2002), pp 45-61 [Internet impact on international trade, 
Benefits, Barriers (credit card population, cost of telecommunica- 
tions, security issues, regulatory environment, language о! trade, 
currency of trade, cost of purchases, shipping time/return, site user- 
friendliness), Examples, Recommendations ] 141 


Embeddedness and the Evolution of Global Networks: An Aus- 
tralian Case Study. Richard Fletcher and Nigel Barrett, Industrial 
Marketing Management, 30 (October 2001), pp 561-73 [Discus- 
sion, Social, market, regional, technological, institutional, and 
infrastructural networks, Temporal, spatial, and representational 
dimensions, Managerial implications ] 142 


Internet Diffusion in Japan: Cultural Considerations. Carrie 
LaFerle, Steven M Edwards, and Yutaka Mizuno, Journal of 
Advertising Research, 42 (March/April 2002), pp 65-79 [Discus- 
sion, Propositions, Data collection, Comparisons, United States 
and other countries, Hofstede’s cultural dimensions, Statistical 
analysis, Managerial implications ] 143 


Advertising Trends in Urban China. Dongsheng Zhou, Weijiong 
Zhang, and Ilan Vertinsky, Journal of Advertising Research, 42 
(May/June 2002), pp 73-81 [Literature review, Telephone survey, 
Attitudes toward advertising and the amount of advertising, Differ- 
ences (gender, age, income, education), Comparisons, Previous 
studies of Chinese attitudes toward advertising, Statistical analysis, 
Implications ] 144 


Institutional, Culture and Transaction Cost Influences on 
Entry Mode Choice and Performance. Keith D Brouthers, Jour- 
nal of International Business Studies, 33 (Second Quarter 2002), 
pp 203-21 [Literature review, Hypotheses, Survey of firms, 
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Financial and nonfinancial measures, Statistical analysis, Implica- 
tions, EU ] 145 


Equity Ownership in International Joint Ventures: The Impact 
of Source Country Factors. Yigang Pan, Journal of International 
Business Studies, 33 (Second Quarter 2002), pp 375-84 [Discus- 
sion, Hypotheses, Sample of 8078 IJVs in China, Equity owner- 
ship tends to be higher for parent firms from a source country with 
strong currency, low cost of borrowing, strong export capability, 
and high uncertainty avoidance, Statistical analysis ] 146 


National and Organizational Culture Differences and Interna- 
tional Joint Venture Performance. Vijay Pothukuchi, Fariborz 
Damanpour, Jaepil Choi, Chao C Chen, and Seung Ho Park, Jour- 
nal of International Business Studies, 33 (Second Quarter 2002), 
pp 243-65 [Literature review, Hypotheses, Data collection 
(Indian partners and partners from 21 other countries), Negative 
effect from culture distance originates more from differences ın 
organizational culture than from differences in national culture, 
Statistical analysis ] 147 


Social Ties and Partner Identification in Sino-Hong Kong 
International Joint Ventures. Peter Leung-Kwong Wong and 
Paul Ellis, Journal of International Business Studies, 33 (Second 
Quarter 2002), pp 267-89 [Literature review, Propositions, Data 
collection (case study method), Social networks provide a valuable 
resource for reducing [JV partner search costs ] 148 


When Does Trust Matter? Antecedents and Contingent Effects 
of Supervisee Trust on Performance in Selling New Products in 
China and the United States. Kwaku Atuahene-Gima and 
Haryang La, Journal of Marketing, 66 (July 2002), pp 61—81 [Lit- 
erature review, Conceptual framework, Hypotheses, Survey and 
on-site interviews, Supervisor accessibility and achievement опеп- 
tation influence supervisee trust ın both samples, Process control 
has positive support in the Chinese sample, Statistical analysis, 
Managerial implications ] 149 


Do Retail Brands Travel? Peter N Child, Suzanne Heywood, and 
Michael Kliger, McKinsey Quarterly, (Мо 1, 2002), pp 11-13 
[Study of grocery and clothing brands, Market segments, Compar- 
isons, Consumers’ ratings, Impacts, Service/quality, Price/value, 
Affinity, Assessment, France, Germany, UK ] 150 


A Tune-Up for China’s Auto Industry. Paul Gao, McKinsey 
Quarterly, (No 1, 2002), рр 144-55 [Joint ventures, Competi- 
tion, Market shares, Impacts, Entry into World Trade Organization, 
Need for asset-light strategy, Distribution, Services, Contract man- 
ufacturing, Intellectual property, Outsourcing, Examples ] 151 


Branding Electronics. Jaap B Kalkman and Michiel Peters, McK- 
insey Quarterly, (No 1, 2002), pp 13-16 [Electricity retailing, 
Factors (low price, service, new technology, environmental friend- 
liness, health and personal well-being), Survey of households, 
Ranking of selected brand concepts, Assessment, Germany, Spain, 
UK] 152 


3.4 Services 


See also \, 6, 8, 15, 22, 55, 79, 91, 121, 133, 139, 152, 169, 179, 
180, 187, 197 


What Businesses can Learn from the Movies. William Shanklin, 
Business Horizons, 45 (January/February 2002), pp 23-28 [Dis- 
cussion, Technological challenges, Color television, Cable and pay 
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Culture's Consequences: Comparing Values, Behav- 
iors, Institutions and Organizations Across Nations, 
2d ed. 

by Geert Hofstede (Thousand Oaks, CA: Sage Pub- 
lications, 2001, 596 pp., $97.95) 


The publication of this second edition of Culture's Conse- 
quences marks an important moment in the field of cross- 
cultural studies The first edition of the book, published in 
1980, launched what some have called a revolution in the 
social sciences Researchers who previously had not ques- 
tioned whether theories of human behavior were applicable 
to all people were suddenly confronted with a systematic 
framework of cultural dimensions suggesting that not only 
behavior but also the processes and mechanisms governing 
behavior could be captured in four cultural dimensions 
Although the first edition brought the field of cross-cultural 
studies to the forefront of social science research, Hofstede's 
framework has since come under intense scrutiny Although 
this second edition makes many needed changes and addi- 
tions, it will be interesting to discover whether the intellec- 
tual community still finds simple frameworks, even those as 
influential as Hofstede's, to be relevant to cross-cultural 
research 

The second edition ts a good place for interested mar- 
keting scholars to get an introduction to cross-cultural 
issues The book includes both a (limited) survey of relevant 
research during the past 25 years and an introduction to Hof- 
stede's framework. However, if new researchers are inspired 
to do cross-cultural research, they must go beyond Hofst- 
ede's framework to adequately represent the dynamic and 
complex effect of culture on psychological processes and 
behavior Hofstede's approach 15 perhaps most appropriate 
as a teaching aid for introducing the notion of cultural dif- 
ferences to marketing students, because it provides an easy- 
to-understand framework with many examples of practical 
business applicability I studied under Hofstede during my 
undergraduate, study-abroad days at Maastricht University, 
and I have successfully followed his lead many times with 
my global marketing students in teaching such topics as 
Intercultural marketing communications 

Although Hofstede's framework for understanding 
national differences has been one of the most influential and 
widely used frameworks in cross-cultural marketing studies, 
1n the past ten years or so, it has also become one of the most 
widely criticized. Detractors contend that his dichotomized 
way of representing cultural differences leads to unjustifi- 
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able generalizations and ignores the subtleties and frequent 
contradictions inherent in many national cultures Many 
social scientists contend that there 1s no such thing as 
national culture, because subcultures in a country can vary 
greatly ın their values and beliefs Moreover, the original 
data presented by Hofstede in the first edition of this book, 
from which he derives his framework, have been misunder- 
stood and applied in inappropriate ways, leading to criti- 
cisms of the framework from a methodological stance 

No new data are presented in the second edition, the data 
presented are the same original data collected from IBM 
employees in the late 1960s and early 1970s What 15 new, 
however, 1s that the findings from various studies that used 
the framework are discussed, some additional countries are 
included, dated material 1s removed, calculations are redone, 
and, most interesting, Hofstede responds to his critics head 
on 

Although Hofstede’s work has fallen out of favor with 
many marketing scholars (for reasons discussed subse- 
quently), it 1s nevertheless still widely used in marketing 
research There is no denying the impact this work has had 
on marketing thinking in the past 20 years Hofstede himself 
describes his impact as paradigm shifting (p 73), and his 
work was significant in sensitizing many marketing scholars 
to the question of the universal applicability of many com- 
mon marketing models—models that have since been shown 
to be culturally variable, such as the diffusion of innovation 
model and the advertising effects model 

The data published 1n the first edition of Culture’s Con- 
sequences were collected using IBM employees (because it 
was believed they would be similar on almost all dimensions 
except culture) in a 53-country project aimed at systemati- 
cally understanding cultural similarities and differences 
around the world by measuring cultural values related to 
spheres such as interpersonal relationships and hierarchies 
The second edition supplements the first with an additional 
19 countries, using data collected subsequently by Hofstede 
and others Four dimensions of culture emerged that help 
explain the differences among respondents (1) uncertainty 
avoidance, a society’s tolerance of the unpredictable, (2) 
power distance, a society’s acceptance of the unequal distri- 
bution of power, (3) individualism/collectivism, the extent 
to which the interests of an individual prevail over the inter- 
ests of the group within a society, and (4) masculinity/fem- 
ininity, the relative strength of masculine versus feminine 
values in a society 

Since these dimensions were initially published in 1980, 
researchers have "confirmed" them in various cultures 
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around the world and have used them to analyze a variety of 
marketing issues, such as variations їп symbolic consump- 
tion behavior, consumer responses to advertising, marketing 
management practices in various cultural settings, and so 
forth 

In 1987, researchers based 1n Hong Kong, headed by 
Michael Bond, published results from a Chinese Value Sur- 
vey they had administered in 23 countries (Chinese Culture 
Connection 1987) This survey replicated three of the origi- 
nal four of Hofstede’s cultural dimensions However, the 
fourth dimension was different, ostensibly because the sur- 
vey was prepared on the basis of Eastern values rather than 
Western values They termed this new dimension long- 
term/short-term orientation When Hofstede republished his 
original results in a textbook version of the first edition of 
Culture’s Consequence, titled Cultures and Organizations 
(1991), he included this dimension as a fifth dimension of 
culture It is also included as an added chapter in this second 
edition of Culture's Consequences This second edition 
includes chapters on all five of the dimensions, explaining at 
length what they mean and represent, and incorporates find- 
ings from the 1980s and 1990s into the discussions of each 
dimension 


Notable Additions to the Second 
Edition 

The second edition emphasizes the reporting of the many 
validations of Hofstede’s framework since the first edition 
was published However, he may be a bit disingenuous, in 
that he includes only the studies that confirm his original 
framework Results that challenge his framework are 
ignored Moreover, the minor empirical variations that he 
reports have appeared in the literature are simply brushed 
aside That said, Hofstede openly acknowledges a consider- 
able Western bias in the entire research project He even out- 
lines his own history, beliefs, values, and scores on all 
dimensions, so readers can take them into account when 
evaluating and interpreting the results he presents 

In a widely expanded introductory chapter on the nature 
of values and culture, Hofstede discusses the so-called eco- 
logical and reverse ecological fallacies The ecological fal- 
lacy occurs when data collected at a country wide level (e р, 
Hofstede's data) are used to predict individual behavior 
Hofstede's data have been used in this manner many times 
in marketing research—a highly inappropriate use of his 
indices For example, a diversity of people who score higher 
(or lower) on the masculinity scale can be expected in any 
given country When a country scores high on the masculin- 
ity index, it implies there are more people in that country 
who subscribe to masculine values, but ıt does not indicate 
how to determine whether any given individual will score 
high on these values Without confirming at the individual 
level whether a person indeed subscribes to the values indi- 
cated at a countrywide level, a researcher cannot assume a 
person will act in the way ascribed to his or her country in 
general Because his data have been misused so often in this 
way, Hofstede is careful to explain “unit of analysis” in 
detail This is a key point on which his data and framework 
seem to be misunderstood by marketing scholars Individual 
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behavior cannot be predicted with his framework Rather, 
the unit of analysis 15 the nation Thus, predictions can be 
made only at this generalized level Although Hofstede 
acknowledges index variation within countries, he makes no 
attempt to account for it 

The reverse ecological fallacy occurs when variables 
correlated at the individual level are used to explain coun- 
trywide data Although this error occurs less frequently than 
the ecological fallacy, Hofstede cautions that it 1s also highly 
inappropriate Most important, he points out that these 
issues are not merely measurement issues but paradigm 
issues A recent special issue of Journal of Cross-Cultural 
Psychology explores how to conceptualize and measure dif- 
ferences cross-culturally, as advocated by Hofstede (for a 
summary, see Singelis 2000) 

In response to those critics who have contended that his 
data are stale, Hofstede notes (p 66) that no one set of mea- 
sures or items on a measure will always account for national 
differences throughout time. He explains, for example, that 
the original questionnaire used to measure masculinity in 
the 1970s has been modified in more recent studies, because 
the meaning of this construct in various societies has 
changed since Шеп Having acknowledged this, Hofstede 
has a tendency to brush aside variations in the replication 
studies rather than openly discuss whether his five cultural 
dimensions are still meaningful in the way they were origi- 
nally envisioned 

With reference to the long-term/short-term orientation 
dimension, the other four dimensions tend to divide in an 
East-West division, but this dimension does not Hofstede 
claims (p 368) in this second edition, however, that the exis- 
tence of this value “proves” that there is a cultural basis for 
the economic growth of the so-called Asian dragon coun- 
tries, because there is a correlation between countries scor- 
ing high on this dimension and growth during the 1990s 
Growth of the dragon countries has dramatically slowed 
since the recent Asian economic crisis, and Hofstede admits 
the relationship could be temporary Many scholars have 
pointed out, however, that attributing the dragon countries’ 
growth to culture 15 spurious, in that the same cultural traits 
were often used ın the past to justify why they were eco- 
nomically “backwards ” 

In the final applications chapter (intercultural encoun- 
ters), Hofstede recognizes that his results suggest a rela- 
tivism with respect to such macro-level concepts as democ- 
racy (he argues it 15 not necessarily the correct political 
system for all countries), capitalism (same as preceding), 
and human rights (е g , the United Nations goal of universal 
human rights would not be supported by his data) Whereas 
arguing for an increased relativism with respect to political, 
economic, and moral systems may be a laudable goal, it also 
serves to illustrate one of the primary drawbacks of this sec- 
ond edition making sweeping statements when they are not 
justified by the data and relating the framework to every 
aspect of human society and behavior For example, Hofst- 
ede cites (p 117) archaeological evidence that 4000 years 
ago there were centralized governments in the Middle East 
and democracies in Scandinavia to support the view that the 
power distance variable has been at work for millennia It 
would appear that Hofstede subscribes to the view that all 


historical, political, economic, and social (or any other) 
events that have ever happened throughout history, in the 
present or in the future, are related to and can be explained 
by his national culture dimensions Although his framework 
may be appropriate for accounting for certain observable 
behaviors (1e , the differences 1n rates of eating out in vari- 
ous countries), most business and cultural researchers would 
hardly buy into the argument that his framework of values 
can account for all world occurrences 


Summary 


Hofstede outlines (р 73) what he believes are the five pri- 
mary criticisms his original work received that surveys are 
not a suitable way to measure cultural differences, that 
nations are not the best units for studying culture, that study- 
ing the subsidiaries of one company ts not representative of 
national cultures, that the data are old and obsolete, and that 
five dimenstons are not enough to represent the complexity 
of culture He answers each of these criticisms with a reply 
along the lines of, “things could be improved and changed, 
and I hope they are, but this research ts a valid and impor- 
tant start” He insists his work was a paradigm shift and 
argues throughout this second edition that the cultural ten- 
dencies he has tapped into are centuries old, and thus his 
data are not outdated Hofstede firmly maintains throughout 
that cultural tendencies and values are inherently stable, a 
stance at which many anthropologists would take umbrage 
Most social science researchers, including those in the busi- 
ness disciplines, use a dynamic constructivist model of cul- 
ture when engaging m cultural analyses, and this develop- 
ment in cultural studies seems to have passed by Hofstede 

A major flaw in this second edition is Hofstede's ten- 
dency to review only literature that supports his framework 
The book would have been stronger with a representative 
sample (pro and con) of the literature that has employed his 
framework In discussing the marketing applications of his 
framework in Chapter 9, for example, he seems to have a 
particularly limited horizon, citing primarily the work of De 
Mooy (1998), a former associate of his, when his work has 
been used by multple marketing researchers А more bal- 
anced review would illustrate both the impact his work has 
had on the field and the inappropriate uses of his framework 
in the field 

Overall, the main problem with Hofstede's research pro- 
gram, including its representation in this second edition, 15 
that he holds a static vision of culture, a view no longer ten- 
able in light of decades of social science research suggesting 
otherwise He uses historical occurrences to tautologically 
Justify his five dimension scores, which implies that almost 


all behavior and historical conflicts are value based, another 
contention argued against їп many business and social sci- 
ence disciplines 

In the end, the results of Hofstede's research program 
can be useful to marketing researchers 1f their goal is to 
compare actual behavior (not processes or motives) at the 
countrywide level For example, Houston and Eckhardt 
(2001) use Hofstede's categorizations to cross-culturally 
investigate a wide variety of observable behaviors related to 
food consumption, such as brand choice and brand loyalty, 
їп several Asian countries. Such observable measures are 
descriptive accounts of phenomena that reveal themselves in 
a similar manner across cultures Thus, using a framework 
such as this 1s appropriate and can identify patterns of simi- 
larity ın a global context If a researcher is going to use a 
framework like this, Hofstede's is the most comprehensive 
and validated Even so, the results of studies using his 
framework typically suggest new areas of inquiry, and they 
are not conclusive. Hofstede himself acknowledges that one 
of the primary contributions of his research is to stimulate 
researchers to think in a different way and come up with 
more sophisticated cultural models In that spirit, I encour- 
age marketing researchers interested in cross-cultural issues 
to use this second edition of Culture's Consequences as a 
starting point for thinking about and categorizing cultural 
differences (and similarities) But by all means, they should 
go beyond Hofstede's model and investigate and represent 
the dynamism and complexity of culture in their own 
research 
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The Marketing Literature Review for July 2003 is the first to be available 1n an electronic format, 
and it replaces the printed version appearing in each issue of Journal of Marketing From the July 
issue Onward, ıt will be featured online quarterly, corresponding to the publication of Journal of Mar- 
keting The content of the Marketing Literature Review 15 electronically searchable and can also be 
accessed from AMA's Marketing Educator Online at http //www marketingpower com/educator/. 

In addition to the Marketing Literature Review, complete tables of contents, author biographies, 
and executive summaries of articles are included for each issue 


Corrections 


The Table of Contents of the April 2003 (Vol 67, No 2) issue of Journal of Marketing should have 
listed the sections "Marketing Literature Review" on page 140 and "Book Reviews" on page 151 


In the article by Ziamou and Ratneshwar in the April 2003 (Vol 67, No 2) issue of Journal of Mar- 
keting, two Table 2 (p 54) headings were labeled incorrectly The Column 2 and 4 headings should 
read “Explicit Comparison of New Functionality with Existing Functionality ” 





Rajesh К. Chandy, Jaideep C. Prabhu, & Kersi D. Antia 


What Will the Future Bring? 
Dominance, Technology 
Expectations, and Radical Innovation 


Are dominant firms laggards or leaders at innovation? The answers to this question are conflicting and controver- 
sial In an attempt to resolve conflicting answers to this question, the authors argue that dominance is a multifac- 
eted construct in which individual facets result in differing (and countervailing) propensities to innovate To identify 
the overall effects of dominance, it is necessary to consider the effects of these facets taken together The authors 
also study a hitherto ignored yet important driver of innovation, technology expectations, and show that managers 
have widely divergent expectations of the same new technology Furthermore, even when their expectations are 
the same, managers of dominant firms display investment behavior at odds with their counterparts at nondominant 
firms The authors use a triangulation of research methods and combine insights from lab studies with those from 


field interviews, archival data, and a survey of bricks-and-mortar banks' responses to Internet banking 


one of enduring (and renewed) interest to scholars in 

marketing, corporate strategy, economics, and sociol- 
ogy, among other fields (Cooper and Schendel 1976, Hen- 
derson 1993, Miller 1990, Scherer 1992, Schumpeter 1942) 
The prognosis from this research has mostly been gloomy, 
albeit with a hint of hope First, the gloomy part Many 
scholars note that as firms become more dominant, they 
become more wedded to the status quo and reluctant to 
embrace radically new products (е g , Cooper and Schendel 
1976, Henderson 1993, Schumpeter 1942) Incremental 
improvements become firms’ preferred mode of action, and 
dominant firms either spurn radical innovations or, at best, 
leave them to collect dust on laboratory shelves (e g , Utter- 
back 1994) As the technological environment turns on the 
dominant firms, thetr reluctance to pursue radically new 
products eventually leads to their weakening and downfall 
Dominant firms’ very success sows the seeds of their failure 
For this reason, some scholars have compared dominant 
firms to Icarus, the tragic figure from Greek mythology 
whose success at flying to great heights led to his death 


Т: relationship between dominance and innovation 1s 
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when the sun melted his wings and he plunged into the sea 
(Miller 1990) 

However, reality does not always adhere to the plot of 
a Greek tragedy, there are some reasons for hope As 
Cohen and Levin (1989, p 1078) state in an extensive 
review of the literature, the results linking dominance and 
innovation “аге perhaps most accurately described as frag- 
ile” Followers of a more recent school of thought note 
that dominant firms do enjoy some important advantages 
For example, dominant firms have greater access to 
resources, which 1s a key advantage ın trying to build and 
sustain radically new technologies and markets Some 
recent research suggests that large and incumbent firms 
are often some of the most aggressive radical innovators 
(е g , Chandy and Tellis 2000, Zucker and Darby 1997) A 
casual glance at business periodicals reveals that many 
dominant firms actively pursue such new technologies and 
are relatively successful in doing so What explains this 
performance? Little 1s known about why some dominant 
firms pursue radical innovations aggressively and others 
do not 

We attempt to reconcile the opposing views on the rela- 
tionship between dominance and radical innovation We 
consider dominance a composite of several facets, each with 
different and countervailing behavioral effects on firms’ 
propensity to innovate This viewpoint is in contrast to exist- 
ing research, which (1) has typically equated dominance 
with related though conceptually distinct proxies, such as 
firm size and incumbency, and (2) has rarely integrated the 
different facets of dominance to assess its overall effect on 
radical innovation By examining the behavioral conse- 
quences of each facet of dominance and the combined 
effects of these facets taken together, we attempt to provide 
a clearer understanding of the relationship between domi- 
nance and innovation, something that researchers in the field 
have repeatedly called for (e g , Scherer 1992) 


Dominance. Technoloav Exnerctations. and Вата! Innovation ! 1 


We argue that there is another, hitherto overlooked, rea- 
son some dominant firms invest aggressively in radical inno- 
vation and others do not managerial expectations When a 
radically new technology 1s nascent, managers confronting 
the same technology may hold differing expectations about 
the technology's likely effect on existing products Specifi- 
cally, managers may hold at least three differing expecta- 
tions about the technology’s likely effect on existing 
products 


1 The new technology will enhance the effectiveness of exist- 
ing products, just as electric motors made dishwashers and 
laundry machines more powerful 


2 The new technology will make existing products obsolete, 
Just as integrated circuit technology made slide rules 
obsolete 


3 The new technology will have little or no effect on existing 
products, just as microwave heating technology hardly 
affected conventional oven sales 


We argue that these expectations result in significantly 
different levels of investment 1n radical innovation. More- 
over, managers who have the same technology expectations 
may exhibit. different investment behavior, depending on 
their level of dominance in the existing product generation 
Studying expectations and their interaction with firms’ over- 
all dominance provides a more complete explanation for the 
empirical disconnect between the pessimistic predictions of 
much of the literature on dominance and radical innovation 
and the aggressively innovative behavior of some dominant 
firms 

In addition, studying expectations helps us understand 
the dynamics of investment in radical new technology 
before the actual effects of the technology are evident 
Although emerging research focuses on the effects of radi- 
cally new technologies on existing products (e g , Anderson 
and Tushman 1990, Cooper and Schendel 1976), most of 
this research examines the impact of new technologies 1n a 
historical context, after the impact 1s already evident It is 
possible to categorize specific technologies post hoc as hav- 
ing helped, hindered, or had no effect on the existing prod- 
uct category (Utterback 1994), but managers make invest- 
ment decisions before the effects have taken place Key 
decisions are made while the technology is still nascent, 
when its eventual effect on existing products 15 far from cer- 
tam Yet little research has examined decision making by 
managers in this “pre-paradigmatic” stage of radical innova- 
tion (Ооз: 1982) 

Moreover, many authors note the importance of a 
*vision" for the future in promoting radical innovation (see 
Ohmae 1984) By introducing managers' expectations into 
the analysis, we present a view of managers as active agents 
who employ their imaginations in making decisions and 
who, to a certain extent at least, are instrumental ın creating 
their own futures We show that “paranoid” firms (eg, 
Grove 1996) are the most aggressive innovators 

Finally, we use experimental techniques to investigate 
the causal relationships among dominance, expectations, 
and radical innovation, and we use field studies to provide 
real-world context and insight Few studies of innovation 
employ time-series experimentation to examine causality 
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(Poole et al 2000, Weick 1967) Our field study enables us 
to study real-world firms 1n an industry facing the effects of 
a radically new technology, specifically, we study how man- 
agers of bricks-and-mortar banks responded to the advent of 
Internet banking We employ multiple methods—1n-depth 
interviews, survey data, and archival data—to study the 
1mpact of dominance and expectations at a unique point in 
the evolution of Internet banking The (папршайоп of 
research methods yields a rich payoff in terms of empirical 
insight, a balance of internal and external validity, and 
robust findings 


Theory 


Definitions 


The term dominance refers to the extent of market power 
that firms enjoy (Bain 1968, Scherer 1980) A radical inno- 
vation 1s a product that requires substantially different tech- 
nology and marketing skills compared with existing prod- 
ucts 1n the industry (Chandy and Tellis 1998, see also Garcia 
and Calantone 2002) The greater a firm's emphasis on a 
radically new product, the more aggressive it ıs ın radical 
innovation We define technology expectations as managers’ 
beliefs about the likely impact (obsolescence, enhancement, 
or no effect) of the new technology on existing products 


Conceptual Overview 


Investment 1n a radical innovation is a function of a firm's 
motivation and ability to do so Firms with the motivation 
and ability to invest are likely most aggressive ın pursuing 
the radical innovation Firms’ dominance affects their 
motivation and ability to invest Dominant firms are prone 
to inertia and escalation of commitment, both of which 
reduce motivation to invest As a result, dominant firms 
may show a preference for the status quo, that 1s, they may 
continue with the existing product generation However, 
dominant firms are also wealthier than nondominant firms 
and therefore have greater ability to invest in the radical 
innovation 

Technology expectations have a critical role in driving 
investment in radical innovation Specifically, they alter the 
manner in which managers frame an investment and, by 
doing so, amplify (or diminish) managers’ motivation to 
pursue radical innovation The effect of expectations on the 
motivation to pursue radical innovation results in a corre- 
sponding change in firms’ investment aggressiveness 


Study Scope and Assumptions 


For conceptual and empirical clarity, we restrict our scope to 
incumbent firms Thus, we do not attempt to explain the 
behavior of firms that have no presence in the existing prod- 
uct generation This approach 1s in line with previous 
research, which also focuses on incumbent firms (eg, 
Chandy and Tellis 1998, Hannan and Freeman 1989, 
Scherer 1992) All incumbent firms have a stake 1n the sta- 
tus quo because they have some investments in the current 
product generation 


We assume the impact of the new technology on existing 
products to be an exogenous shock Individual firms, even 
powerful ones, have little control (at least 1n the long run) 
over whether the new technology enhances, makes obsolete, 
or has no effect on current products (see Anderson and 
Tushman 1990, Solow 1956) Although some dominant 
firms might appear all-powerful and invincible at one point, 
over the long run few firms control tbe fates of technologies 
and industries 

We also assume that managers (even those of wealthy 
firms) have capital constraints One consequence of capital 
constraints 1s that investing ın a new product implies less 
investment in existing products, that 1s, there 1s a trade-off 
between existing products and new products Investing 1n 
the new product likely makes a firm less competitive 1n the 
existing product generation (e g, Blundell, Griffith, and 
Van Reenen 1999) The default course of action 15 there- 
fore to continue investing in the existing product genera- 
tion, the alternate course of action 1s to invest in the new 
product 


Hypotheses 


Are dominant firms more or less likely than nondominant 
firms to invest aggressively 1n a radical innovation? Schum- 
peter (1942) first highlighted the role of market power in 
innovation, arguing that dominance favors radical innova- 
поп Many researchers have since steadily attempted to test 
Schumpeter's hypothesis empirically (see Cohen 1995, 
Scherer 1992), yet few researchers provide a behavioral 
rationale for dominant firms’ radical innovation behavior 
(Scherer 1992) Indeed, prominent researchers have criti- 
cized the atheoretical nature of work in the field (Cohen 
1995) We highlight the multifaceted nature of dominance 
and provide behavioral explanations of how each facet 
affects dominant firms’ investment in innovation We also 
consider how these facets taken together influence the over- 
all impact of dominance on investment in radical innovation 


The Many Faces of Dominance 


Consider Microsoft or Intel today Both firms are well 
entrenched and thus have larger investments 1n their current 
markets than do other firms They also have greater market 
shares than do other firms Finally, both firms are wealthier 
and have greater access to resources than do other firms 
These three facets—greater investments, greater market 
shares, and greater resources—define dominance (see Bain 
1968, Borenstein 1990, 1991) These three facets may also 
have different impacts on dominant firms’ motivation and 
ability to pursue radical innovation Although there 1s a sub- 
stantial literature on some behavioral effects, such as esca- 
lation of commitment and inertia, previous research has not 
linked these effects to the three facets of dominance or 
brought together these effects to understand the overall 
influence of dominance on radical innovation (see Cohen 
1995, Scherer 1992) By doing so, we hope to clarify the 
conflicting views tn the literature on dominance and radical 
Innovation 


Escalation of commitment The effect of investments The 
theory of escalation of commitment attempts to explain why 
people continue to pursue courses of action even after it 1s 
irrational to do so (Boulding, Morgan, and Staelin 1997, 
Staw 1981) According to this theory, managers frame the 
decision to invest 1n a new product relative to continuing 
with the initial commitment to the old product The more 
committed managers are to the old course of action, the 
greater the loss they perceive 1n the decision to switch to the 
new course of action (Bazerman 1994) Loss aversion (Kah- 
neman and Tversky 1979) therefore causes managers to be 
unlikely to switch from the old course of action (Brockner 
and Rubin 1985) and to place less emphasis on the new com- 
pared with the old course of action By definition, all incum- 
bents have some investment in (and therefore some commit- 
ment to) the existing product generation (see Brockner and 
Rubin 1985, Staw 1981) However, because dominant firms 
have more investments in the existing product than do other 
firms, they are especially prone to escalate their commitment 
to the existing product compared with the radical innovation 
Thus, 


Hia The larger а firm's investments in the existing product gen- 
eration, the less aggressively its managers invest in the rad- 
ical innovation relative to the existing product generation 


Inertia The effect of market success Incumbent man- 
agers’ susceptibility to inertia, and their resulting preference 
for the status quo, 1s well documented in prior research 
(Hannan and Freeman 1989, Nelson and Winter 1982) All 
incumbents are prone to inertia, but as with escalation of 
commitment, dominant incumbents may be especially sus- 
ceptible to it A major source of inertia in a firm 15 its per- 
ceived success 1n 115 current course of action (see Leonard- 
Barton 1992, Nelson and Winter 1982) The more successful 
the firm perceives its current course of action, the more it 
reinforces its commitment to that course of action A strong 
market position signals the validity of the firm's decision- 
making procedures, it legitimizes precedents and causes 
them to become normative standards for the future (Hannan 
and Freeman 1989, Nelson and Winter 1982) The firm sub- 
sequently makes decisions about the future simply based on 
inertia from the past According to this argument, the 
stronger a firm's market position, the greater are the inertial 
constraints ıt faces Dominant firms therefore are less moti- 
vated to switch from the status quo, and they likely invest 
less aggressively in radical innovation than do nondominant 
firms Therefore, 


Нур The stronger a firm's market position in the existing prod- 
uct generation, the less aggressively 1ts managers invest Іп 
the radical innovation relative to the existing product 
generation 


The wealth effect The escalation of commitment and 
Inertia arguments do not, however, account for dominant 
firms’ having more resources than other firms The greater 
wealth of dominant firms provides them with greater ability 
to invest in radical innovation Greater wealth also cushions 
dominant firms from the risk of failure inherent in radical 
innovation (Nohria and Gulati 1996), thus, dominant firms 
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have the means to experiment extensively in research and 
development, which could result 1n dominant firms invest- 
ing more in a new product Managers of dominant firms may 
also invest heavily in radically new products rather than 
existing products because they might stand a greater chance 
of making the new idea a marketplace success than would 
firms with few financial and marketing resources For exam- 
ple, dominant firms likely have larger sales forces, which 
enables them to ensure greater distribution of a fledgling 
product (Chandy and Tellis 2000) Thus, 


Н The greater a firm's wealth, the more aggressively its 
managers invest 1n the radical innovation relative to the 
existing product generation 


Taken together, what are the overall effects of domi- 
nance on managers’ investment aggressiveness in radical 
product innovation? Recent evidence suggests that, overall, 
dominant firms are likely more aggressive in their invest- 
ments 1п a radically new product than are other firms Radi- 
cal innovations are resource intensive and could become 
increasingly so over time (e g, Chandy and Tellis 2000, 
Jelinek and Schoonhoven 1990) In addition, the innovation 
ethic 15 now more widespread among managers, including 
those of dominant firms This awareness of the need for 
1nnovation is partly a result of a significant recent literature 
on the (beneficial and destructive) effects of innovation 
(eg, Christensen 1997, Hamel 1999), combined with the 
many consulting and education activities by the authors and 
followers of this literature (e g , Hamel 2001, Mack 1999) 
The implication of these arguments is that any increased 
1nertia and escalation of commitment that comes with dom- 
inance might be outweighed by the benefits of greater 
wealth In light of these findings, we propose the following 


Hia Overall, managers of dominant firms invest more aggres- 
sively in the radical innovation relative to the existing 
product generation than do managers of nondominant 
firms 


Expectations and Radical Innovation 


In the subsequent paragraphs, we develop hypotheses on the 
role of technology expectations in radical innovation deci- 
sions 1n general We then consider how these expectations 
influence dominant and nondominant firms Throughout the 
section, we compare the condition in which managers 
expect the new technology to enhance the existing technol- 
ogy or to make it obsolete with the case in which they expect 
the new technology to have no impact on existing technol- 
ogy Thus, the no-effects expectation 1s the benchmark 
against which we compare the other two types of expecta- 
tions obsolescence and enhancement 

Obsolescence versus no-effect expectations Expecta- 
tions of obsolescence cause managers to be less secure 
about their current course of action (eg, Jassawala and 
Shashittal 1998) In this case, the new technology has a neg- 
ative effect on the success of the current course of action, 
based as it 1s on the old, soon-to-be-obsolete technology 
Managers who expect obsolescence therefore perceive that 
continuing with the existing technology will lead to a major 
loss in market position Conversely, managers who expect 
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the new technology to have no effect on existing products 
perceive no such loss (and, therefore, no effect on the suc- 
cess of the current course of action) (see Clark and Mont- 
gomery 1996, Grove 1996) Thus, 


Н» Managers who expect the radical innovation to make exist- 
ing products obsolete invest more aggressively in the radi- 
cal innovation relative to the existing product generation 
than do those who expect the new technology to have no 
effect on existing products 


Enhancement versus no-effect expectations What if 
managers expect that investing in the new technology 1s 
likely to enhance the performance of existing products? We 
argue that these managers invest less aggressively in the new 
technology than do managers who expect the technology to 
have no effect The rationale for this hypothesis rests on the 
absence of a compelling incentive to switch emphasis from 
an existing technological base that 1s expected to be only 
enhanced by the new technology Specifically, managers 
who expect enhancement do not frame investing in the new 
technology and continuing with the old technology as com- 
peting courses of action Moreover, they perceive that the 
existing technology plays a significant, enhanced role in the 
market (e g , Jassawala and Shashittal 1998) They therefore 
expect the new technology to have a positive effect on the 
success of the current course of action Because the new 
technology is an exogenous shock, this positive outcome 
occurs regardless of a firm's own investments 1n the new 
technology (Solow 1956) The managers' perceptions of 
greater success by maintaining the current course of action 
feeds their inertia (Henderson 1993, Nelson and Winter 
1982) and reinforces their commitment to the existing tech- 
nology Managers who expect no effect, however, expert- 
ence less inertia and escalation of commitment, because 
they receive no such reinforcement Thus, 


H4 Managers who expect the radical innovation to enhance 
existing products invest less aggressively in the radical 
innovation relative to the existing product generation than 
do those who expect the new technology to have no etfects 
on existing products 


Interaction of Dominance and Expectations 


As we noted previously, there 15 considerable empirical evi- 
dence that some dominant firms invest aggressively in radical 
new technologies and others do not What explains this vari- 
ation in dominant firms’ investment in radical innovation? In 
an attempt to address this question, we examine the interac- 
tion effects of firm dominance and managers’ technology 
expectations on the level of investment in radical innovation 

Under expectations of obsolescence, managers of all 
firms, dominant and nondominant, perceive that maintaining 
the current course of action will cause a loss ın market posi- 
tion However, dominant firms have more to lose from obso- 
lescence than do their nondominant competitors. Specifi- 
cally, dominant firms risk losing their strong market position 
because their success is based on the old technology Thus, 
managers of dominant firms perceive the new technology to 
be a greater threat to their market position than do managers 
of nondominant firms Therefore, managers of dominant 
firms are even more motivated than are those of nondomi- 


nant firms to break out of their inertia, reduce their commit- 
ment to the existing product generation, and invest aggres- 
sively in radical innovation. Thus, 


H4 Dominant firm managers who expect the radical innova- 
tion to make existing products obsolete invest more 
aggressively in the radical innovation relative to the exist- 
ing product generation than do nondominant firm man- 
agers with the same expectations 


We noted previously that when managers expect the new 
technology to enhance the performance of the existing tech- 
nology, managers of both dominant and nondominant firms 
might invest less aggressively than they would otherwise 
However, dominant firms expect to gain more than non- 
dominant firms would from the positive influence of the new 
technology Specifically, given dominant firms’ stronger 
market position, any positive influence from the new tech- 
nology on existing products 1s magnified Managers of dom- 
inant firms therefore expect to be even more successful by 
maintaining the existing course of action This perception of 
renewed (enhanced) success causes dominant firms to be 
less motivated and more wedded to the status quo when they 
expect enhancement Therefore, they invest even less 
aggressively in radical innovation under this condition 
Thus, 


Н; Dominant firm managers who expect the radical innova- 
tion to enhance the performance of existing products invest 
less aggressively in the radical innovation relative to the 
existing product generation than do nondominant firm 
managers with the same expectations 


Method 


We used two empirical approaches (1) time-series, cross- 
sectional analysis in a controlled setting and (2) structured 
interview—informed survey research combined with archival 
data in a field setting The time-series, cross-sectional analy- 
sis tests causal links among the key variables being studied 
In-depth interviews enabled us to obtain direct, firsthand 
insights into the actual dynamics of technology expectations 
and radical innovation Archival data, together with our sur- 
vey of managers in an industry confronting radical innova- 
tion (те, retail banking and the Internet), provide evidence 
of the applicability of our arguments to a real-world context 
By employing multiple methodologies to investigate radical 
product innovation in a programmatic fashion, we can better 
ensure the internal and external validity of the research (e g , 
Winer 1999) As Jick (1979) notes, multiple and indepen- 
dent methods, such as the ones proposed here, do not share 
the same weaknesses or potential for bias Triangulation 1s 
particularly appropriate for initial research in an area, 
because 1t provides “thick descriptions" of phenomena and 
facilitates their interpretation 


Lab Studies 


Research Context 


We used the MARKSTRAT2 simulation (Larreche and 
Gatignon 1990) to test our hypotheses ın a controlled set- 


ting MARKSTRAT provides an excellent environment for 
this research for several reasons, which we outline in 
Appendix A We tested our hypotheses over two separate 
studies Study 1 tests Hj, which describes competing argu- 
ments on the role of dominance in decisions on radical inno- 
vation Study 2 tests hypotheses H5—Hs, which incorporate 
the effects of technology expectations on radical innovation 
The subsequent sections provide the details of each study 
and descriptions of the results 


Study 1 


Subjects and Procedure 


In Study 1, we used data from eight MARKSTRAT2 runs 
(each run involved the creation of one industry), conducted 
with MBA students at a large public university 1n California 
For each run, we randomly assigned participants to teams of 
three to four members each and then randomly assigned the 
teams to 1 of 5 possible firms per industry (in MARK- 
STRAT there are 5 firms per industry) All participants 
played the run over seven periods in six of the runs and over 
ten periods in the other two Overall, therefore, we gathered 
data from 40 firms competing across eight runs (industries) 
over seven to ten periods for a total of 310 observations 

We collected data on each firm's expenditures, market 
shares, and budgets in each period in the Sonite (existing 
technology) and Vodite (new technology) markets ! We used 
these variables to test for the relative strength of escalation 
of commitment, inertia, and wealth, respectively, and the 
overall effect of dominance on firms' relative expenditure on 
new technology (H;,-H;) 


Measures 


Consistent with our definition, we measured investment 
aggressiveness in a relative sense each firm's expenditure in 
the Vodite market divided by its combined expenditures in 
the Sonite and Vodite markets These expenditures include 
research and development and advertising expenses that are 
specific to the Sonite and Vodite products 2 This measure of 


l'The MARKSTRAT manual instructs participants that the exist- 
ing and new technologies are independent of each other, that 1s, the 
growth of the new technology has no effect on the existing tech- 
nology As a result, all participants 1n this study have the same 
expectation of no effects We thus control for the effect of expecta- 
tions on investment behavior 

2In MARKSTRAT2, expenses related to sales force and distrib- 
ution are not specific to a particular technology Consequently, we 
do not expect these expenses to have a systematic impact on the 
firm's expenses in the new technology relative to the existing tech- 
nology Although firms spend money to purchase Sonite and Vodite 
specific market research, the costs of the market research are low 
compared with the other expenses They are also relatively con- 
stant across all teams (see, e g , Glazer and Weiss 1993, р 516) 
Consequently, we do not include sales force and market research 
expenses in calculating technology expenditures On average, mar- 
ket research expenditures are 596 of total expenditures (standard 
deviation = 3, range = 096-1896) To check for robustness, we also 
estimated Equation 3 using a measure of investment that 1ncluded 
market research expenditures The effects remain robust to this 
change 
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investment in radical innovation thus measures the firm's 
emphasis on Vodite investments relative to 1ts overall prod- 
uct investments 3 We also measured investment ın absolute 
terms the firm's total investments 1n the Vodite market 

Recall that the escalation of commitment effect is based 
on the firm's level of past investments To test the escalation 
of commitment effect, we calculated the average cumulative 
expenditures by the firm in the existing (Sonite) technology 
until the previous period The inertia effect 1s based on the 
firm's market position. To test the inertia effect, we used the 
firm's average market share (in MARKSTRAT dollar sales) 
in the existing technology until the previous period The 
wealth effect 1s based on the firm's financial resources To 
test the wealth effect, we used the average cumulative bud- 
get available to the firm until the current period 4 (In 
MARKSTRAT, a firm's budget 1s a linear function of its net 
marketing contribution or profit ) We obtained all this data 
from the output that MARKSTRAT2 provides to the game 
administrator MARKSTRAT2 also provides each team with 
information on its market share, profits, and several other 
variables each period 

We also tested the overall effect of dominance on invest- 
ment in the radically new technology To do so, we first con- 
ducted a principal component factor analysis of the previous 
three variables (past investment, market share, and budget) 
We used the factor score from this factor analysis as a con- 
solidated measure of firm dominance (Bollen and Lennox 
1991) 


Model Formulation 


To test our hypotheses, we use a fixed-effects model with a 
Prais-Winsten regression estimator that accounts for AR(1) 
serial correlation and computes panel-corrected standard 
errors (Greene 2000) The fixed-effects specification listed 
subsequently also enables us to account for unobserved het- 
erogeneity due to team-, firm-, and industry-specific effects 
We estimate the following two equations to test hypotheses 
Н.На, which pertain to the effect of dominance on invest- 
ment in radically new technology Equation 1 decomposes 
the effects of dominance into the escalation of commitment, 
inertia, and wealth effects Equation 2 represents the overall 
effects of dominance (measured with the factor score from 
the factor analysis described previously) on radical 
Innovation 


(1) Investment, = Œo + © (average cumulative expenditures in 


existing technology), ,.. | 


3Use of the relative measure results in a dependent variable that 
lies between zero and one To avoid the problem of predictions out- 
side this range, we used a logistic transformation, у = In[p/(1 — p)], 
this also provides a unit of measurement that ıs related more lın- 
early to the independent variables (Neter, Wasserman, and Kutner 
1985) Our use of generalized least squares estimation for each 
operationalization of the dependent variable enables us to report R2 
measures To facilitate the logistic transformation, we replaced 
data points with zero values with a small fraction ( 01) and those 
with values of 1 with 99 

Ап this study, and in Studies 2 and 3, we also used single-period 
measures of each of these components of dominance The effects 
remain robust to these alternate formulations 


А 1 .laurnal of Marketina Лиу 9NN2 


+ Q (average market share ın existing 
technology), ; _| 

+ оз (average cumulative budget), e 

* $ (industry average expenditure) 


+ K (firm) + V, + Ер 


(2) Investment, = Bo + В; (dominance), ,_ | + А (industry 
average expenditure) + ү (firm) + v, + £4, 


where 
investment = (пем technology expenditure)/(total 
expenditure in new and existing technol- 
ogy) for relative measure of investment 
and new technology expenditure for 
absolute measure of investment, 
industry 
average 
expenditure =a variable that controls for industry- 
specific effects, 
firm = a matrix of dummies that control for firm- 
specific fixed effects, 
£y = ре, ci + Me |р] € 1, Ne ~ ШЧ (0, 02), апі 
у, = team-specific errors 


Results 


Table 1 presents the estimation results for Study 1 All 
reported coefficients reflect standardized values (Kim and 
Ferree 1981) For this and all subsequent analyses, we also 
computed the White (1980) general test statistic, the tests 
indicate that heteroskedasticity 15 not a problem We use the 
terms Og and fj, to refer to the coefficients based on the 
relative measure, and we use Од and B,, to refer to the coef- 
ficients based on the absolute measure of investment in rad- 
ical innovation We account for industry-specific effects by 
including an industry-level variable that measures the aver- 
age total expenditure in each period across all firms in the 
industry The firm variable controls for heterogeneity due to 
firm assignment (е g , differences ın starting positions for 
Firms 1—5) We only include statistically significant fixed 
effects in the final regression equation 

The escalation of commitment effect (H,,) implies that a 
firm with many investments in an existing product genera- 
tion invests less aggressively in the radical innovation We 
found a significant, negative effect of past Sonite expendi- 
tures on the aggressiveness with which firms invest in the 
radical innovation (0р = — 08, p< 10, орд =- 18, p< 01) 
The inertia effect (Нь) argues that, other things being equal, 
managers with strong market positions likely continue with 
the existing product generation at the expense of the radical 
innovation We found that firms with high lagged market 
shares invest less aggressively in new Vodite products than 
do other firms (Оор = — 20, p < 05,054 2— 17, p< 05) The 
wealth effect (Hie) suggests that high profits endow допи- 
nant firms with resources that enable them to be more 
aggressive in their investments in radical innovation than are 
other firms The results indicate a positive, significant effect 
of firms’ budgets on investment in radical innovation (03р = 
40, p< 01, Osa = 24, р « 01) 


TABLE 1 


Dominance and Its Facets (Study 1) 
—m——————————————MM—MÉÉ—AI VU 








Relative Vodite Absolute Vodite 
Investment Investment 
Hypothesized 
Independent Variables Process Effect Model 1 Model 2 Model 1 Model 2 
Expenditures in existing technology Escalation of - — 08* — 18*** 
commitment 

Market share in existing technology Inertia - – 20** —17** 
Budget Wealth + 40*** 24*** 
Dominance + 40*** .15* 
Industry average expenditure 24*** 22*** 68*** 57*** 
Firm 2 32*** 26*** 
Firm 3 – 27*** —79*** 
R2 38 28 42 31 
ES 
"p< 10 
"p< 05 
“p< 01 


Notes Models 1 and 2 present the estimation results of Equations 1 and 2, respectively 


We further test the overall effect of dominance (На) by 
estimating Equation 2 The factor score from the factor 
analysis of the past investment, market share, and wealth 
variables has a positive coefficient that 1s significantly dif- 
ferent from zero (Вів = 40, p< 01, Bia = 15, р < 10) 


Discussion 


The Study 1 results suggest that the three facets of domi- 
nance—market share, investments, and wealth—affect inno- 
vation behavior differently, therefore it 1s important to 
account for these differing effects Overall, dominance has a 
positive effect on the aggressiveness with which managers 
pursue radical innovation, but managers might hold different 
expectations about the likely effects of the new technology 
on existing products We manipulate participants! expecta- 
tions about the effects of the new technology in Study 2 


Study 2: Experiment 


In Study 2, we attempt to answer the question, How do 
expectations about new technology influence managers’ 
product development decisions in dominant and nondomi- 
nant firms? We used time-series, cross-sectional data to test 
our causal relationships in a controlled setting 


Subjects and Procedure 


Similar to Study 1, we used the MARKSTRAT2 simulation 
to test the hypotheses 5 Participants in the simulation were 
graduate students їп business at a public university. in 





ЗАЦ aspects of the game were identical to those in Study 1, with 
one exception In Study 2, we made interest-free loans available, 
subject to a formal application process We did so because the pos- 
itive overall effect of dominance in Study 1 could potentially have 
been due to a MARKSTRAT-specific bias in favor of initially 
wealthy firms We wished to rule out this possibility ın Study 2 We 
made the availability of interest-free loans known to all participants 
in the first penod and reminded them of it in every period Some 
firms sought and received loans, and others did not We control for 
the loan amount in our models 


Europe We conducted the study over one semester and used 
data from six concurrent runs (industries) of the simulation 
We randomly assigned participants to teams of three to four 
members each We then randomly assigned these teams to 
firms in one of the six industries All participants played the 
game over eight periods Therefore, we gathered data from 
30 firms competing in six industries over eight periods for a 
total of 240 observations 

We experimentally manipulated (at the industry level) 
participants’ expectations about the radically new technol- 
ogy 6 We assigned ten teams each (two industries each con- 
sisting of five firms) to the enhancement and obsolescence 
conditions. We assigned the teams in the remaining two 
industries to the no-effect and control conditions, 
respectively 

H5-Hs, which we test in this study, pertain to the role of 
technology expectations and their interaction. with. domi- 
nance Because our interaction hypotheses apply only to 
overall dominance, we did not decompose the overall mea- 
sure of dominance in this analysis We did, however, repli- 
cate our test of hypotheses H;,-H;. by reestimating Equa- 
tion 1 with Study 2 data We also surveyed each team 1n each 
period on its perceived dominance (see Appendix В) The 
correlation between this measure and our archival measure 
of dominance is high (г = 84, p < 01), which indicates that 
our measure of dominance reflects participants! own views 
of their relative market position 

We introduced the technology expectation manipula- 
tions at the end of the fourth period, by which point clear 
patterns of dominance had emerged in each industry Specif- 





$We chose not to manipulate dominance because Study 1 sug- 
Bests that this factor varies naturally within the simulation from 
репой to period Even if we had ensured starting positions that 
place some firms in a better position than others, this superionty 
would have washed out because of subjects’ use of individual 
strategies Therefore, we measured dominance as a continuous 
function of firms' average cumulative budgets, past investments, 
and market share by using a factor analysis procedure identical to 
Study 1 
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1cally, by the end of the fourth period, the cumulative mar- 
keting contribution of firms across industries ranged from 
$26 million to $486 million None of the participants had 
made any investments in the new product generation before 
this time, and they did not have any market research data on 
the new product generation for much of the time until we 
introduced the manipulations Thus, participants made deci- 
sions on the new product after we introduced the technology 
expectation manipulations 


Manipulations 


At the end of the fourth decision period, we provided par- 
ticipants with a memo that contained information on 
prospects for the radically new technology (see Appendix 
C) We told firms in the enhancement (obsolescence) condi- 
tions that the new technology was likely to make products 
based on the existing technology more effective (obsolete) 
We instructed firms in the no-effect (no specific expecta- 
tions) conditions that the new technology was likely to have 
no effect (unclear effects) on products based on the existing 
technology 

As we noted previously, the MARKSTRAT student 
manual actually suggests that there are no interactions 
between the existing and the new technologies To allow for 
varying expectations about the effects of the new technol- 
ogy, the simulation administrator instructed participants at 
the start of the simulation to 1gnore this sentence in the stu- 
dent manual As part of the cover story for the experiment, 
the administrator told participants that the game parameters 
had been modified at the start and that the effects of the new 
technology were unclear The administrator also noted that a 
memo with information about the likely effects of the new 
technology was forthcoming Manipulation checks indicate 
that the cover story worked as intended 


Manipulation Checks 


To further understand the process underlying participants" 
investment decisions in each condition, we also surveyed 
each team on its perceptions of the potential for gains or 
losses 1n the industry in the next period (the two items for 
this perceived loss scale are provided in Appendix B) We 
collected this perceptual data for each period after the fourth 
period, when we distributed the memo The differences їп 
covariance-adjusted means of perceived loss across condi- 
tions are as expected Specifically, the difference between 
obsolescence and no effect (1 82, p « 05) and enhancement 
and no effect (—6 38, p « 05) is statistically significant and 
in the right direction. The difference between the no-effect 
and no-specific-expectations conditions is not statistically 
significant at p « 05 These data provided additional evi- 
dence for our manipulations 


Model Specification 
To test hypotheses Н,-Н;, we again used the Prais-Winsten 


regression estimator to estimate the following fixed-effects 
model with AR(1) errors 
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(3) Investment, = Во + В, (dominance), t- ; + Bz (enhancement), 


+ Вз (obsolescence), 


+ B4 (dominance, ,_ | х enhancement), 
+ В; (dominance, ,_ ; х obsolescence), 
+ у (loan), -1 


+ À (industry average expenditure) 
+ T (firm) + V, + & 


Enhancement and obsolescence are represented as dummy 
varables Participants 1n the no-specific-expectations and 
no-effect conditions behaved similarly on key vartables of 
interest Therefore, we pooled these two groups into one no- 
effects condition The coefficients for the enhancement and 
obsolescence conditions are therefore estimated relative to 
this control condition The loan amount (if any) is repre- 
sented by the loan variable, other variables are as defined 
previously Because the objective of this study 15 to test the 
effects of technology expectations on investment behavior, 
we only used data collected after the period tn which the 
memo with the experimental manipulation had been admin- 
istered (n = 120) 


Results 


Replication tests of НН Because hypotheses Hix- 
Hic apply to investment behavior in the absence of obsoles- 
cence or enhancement expectations, we estimated Equation 
1 only for those teams that fell into the control condition 
This analysis 1s a conceptual replication of the correspond- 
ing analysis in Study 1 The results in Table 2 are consistent 
with our hypotheses (with the exception of the escalation of 
commitment effect on absolute investment) and provide fur- 
ther support for hypotheses H,4-H,. 


Mann effects of expectations H, suggests that managers 
who expect a new technology to make existing products 
obsolete invest more aggressively in radical innovation than 
do managers who expect the new technology to have no 
effect on existing products The results support this hypoth- 
esis (see Table 3) Specifically, obsolescence has a positive, 
statistically significant main effect on investment in radical 
innovation (Bag = 24, p< 01, Взд = 24, p< 05) 

For the enhancement versus no-expectation condition, 
Н; proposes that managers invest less aggressively in a rad- 
ical innovation than do managers who expect no effect In 
support of H3, the coefficient of enhancement is negative 
and statistically significant (Bog = — 52, p < 01, By, = — 41, 
p« 05) 


Interactions of dominance and expectations. H4 predicts 
that, given expectations of obsolescence, managers of dom- 
1nant firms likely invest more aggressively in radical inno- 
vation than do managers of nondominant firms As pre- 
dicted, the coefficient for the interaction of dominance and 
obsolescence is positive and significant (Вв = 21, p < 05, 
Bsa = 34, p < 05), in support of H3 

Hs predicts that, given expectations of enhancement, 
managers of dominant firms likely tnvest less aggressively 


TABLE 2 


Facets of Dominance (Study 2 Control Condition) 


Hypothesized 
Effect 


Independent Variables 


Expenditures in existing technology - 
Market share in existing technology - 
Budget t 
Industry average expenditure 

Firm 3 

Loan 


R2 


Relative Vodite Absolute Vodite 
Investment Investment 
—17* 06 
—1 04*** — 75** 
1 24*** 96*** 
113" 56 
.76*** 
45** 38* 
41 60 


т 


*р< 10 
“p< 05 
"ер < 01 


ТАВІЕ З 


Dominance and Expectations (Study 2) 
—————— шшш == „ыр ufa ptu р ЛЛУ es 


Hypothesized 
Independent Variables Effect 
Dominance + 
Obsolescence + 
Enhancement - 
Dominance x obsolescence + 


Dominance x enhancement 
Industry average expenditure 
Firm 3 

Firm 5 

Loan 


R2 


Relative Vodite Absolute Vodite 
Investment Investment 

1 8** .55** 
24** 24* 

— 52“ – 41“ 
21" 34“ 
06 01 
62“ 43“ 
35** 37** 
37** 22* 

—04 36** 
57 42 


——— OOOO ee eee: O kha ———______________ 


*p< 05 
“p< 01 


in the new technology than do managers of nondominant 
firms This hypothesis is not supported The coefficient for 
the interaction of dominance and enhancement ts not signif- 
icantly different from zero (Вар = 06, p= 26, 844 = Ol, p= 
28) 


Main effect of dominance The results 1n Table 3 indicate 
that the main effect of dominance ts positive and significant 
(Big = 18,p< 01, Вуд = 55, р < 01) The results support 
На Managers of dominant firms tend to invest more 
aggressively in radical innovation than do managers of non- 
dominant firms ? 


Discussion 


Overall, the results indicate that technology expectations 
play a complex role in driving investments in radical inno- 
vations An expectation of obsolescence causes both допи- 
nant and nondominant firms to invest significantly greater 





7Some scholars (eg, Ettlie and Rubenstein 1987) have sug- 
gested a nonlinear (U-shaped or inverted U-shaped) relationship 
between dominance and innovation To test for possible nonlinear- 
ity in the effects of dominance, we also tested an alternate model 
that included a squared dominance term ın Equation 1 The coeffi- 
cient for this term was not significantly different from zero, there- 
fore, we do not include the results ın Table 3 


proportions of their resources toward radical innovations 
than do firms in industries in which expectations of no effect 
are prevalent The situation 1s different in an industry in 
which the enhancement expectation is prevalent Both dom- 
inant and nondominant firms invest significantly lower pro- 
portions toward radical innovation 1n such industries, com- 
pared with industries facing expectations of obsolescence or 
no effect Moreover, regardless of whether the expectation 15 
one of obsolescence or enhancement, expectations have a 
greater effect on 1nvestment behavior for dominant firms 
than for nondominant firms 

Given its longitudinal and experimental design, the 
MARKSTRAT-based study helps ensure internal validity 
Study 3 presents insights from a real industry and practicing 
managers involved in making actual financial decisions 


Study 3: Field Study of Retail 
Banking 


The US retail banking industry during 1999 and 2000 
proved an excellent setting for our field study (see Schotema 
2001) We provide details in Appendix D The following 
sections describe the full-scale field study, їп which we 
attempt to quantify the effects of expectations and domi- 
nance on bricks-and-mortar banks’ investments ın Internet 
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banking (Additional details on the methodological aspects 
of the study are available in Chandy, Prabhu, and Antia's 
[2003] work ) 


Unit of Analysis and Sampling 


Our unit of analysis 15 the US retail banking division for 
each bank (the key informant was the officer in charge of 
US retail banking or the equivalent) We used a frequently 
updated and detailed database published by Thomson/Polk 
to construct our sample frame, which consisted of 550 U S 
retail banks, chosen randomly from the population of U S 
retail banks Our data collection efforts yielded a total of 
189 usable questionnaires, representing а 39 4% response 
rate The mean number of employees at responding institu- 
tions was 428 (standard deviation = 2933) and the mean 
number of bricks-and-mortar branches was 27 (standard 
deviation 2 147) Of the 189 usable questionnaire responses, 
129 were from publicly held retail banks We also checked 
for nonresponse bias, results indicate that such bias is 
unlikely 8 


Measures 


The final measures for each construct appear in Appendix B 
Table 4 reports the correlation matrix and descriptive statis- 
tics for these measures 9 The scale of relative investment 
comprises three items with an а of 88, and the scale of 
absolute investment comprises four items with an о. of 86 
To further test the convergent validity of our measure, we 
also included a third, nonperceptual measure of investment 
in the survey (see Appendix B) The correlations between 
this measure and our dependent measures of relative and 
absolute investment are 67 (р < 01) and 63 (р < 01), 
respectively 

We measured expectations (obsolescence, enhancement, 
and no effect) by asking respondents to allocate 100 points 


8The first wave of responses included 139 of the 189 usable 
responses We first tested for differences between early and late 
respondents (Armstrong and Overton 1977), using the focal van- 
ables of the study as dependent variables The analysis of variance 
yielded no significant differences on any of the variables (F = 04, 
p= 52) We further compared the two groups оп the mean number 
of employees, assets, deposits, net equity, and ownership pattern 
We did not find any significant differences between the two groups 
on any of these measures 

9The overall fit of the mixed-measurement model consisting of 
the three reflective scales and the composite index of dominance 15 
high 02, = [04 7, p = 005, Cmin/degrees of freedom = | 49, root 
mean square error of approximation = 05, Akaike information cri- 
terion = 202 71, comparative fit index = 99, normed fit index = 
98, and Tucker-Lewis index = 99), suggesting unidimensionality 
of the reflective scales All items loaded on their prespecified con- 
structs and had t-values significant at 05, which provides evidence 
of convergent validity Appendix B presents the item parameter 
values for the factor structure matrix and Cronbach's alpha esti- 
mates for all reflective scales АП reliability estimates exceed 70 
An alternate model with cross-loadings specified failed to con- 
verge, which supports the discriminant validity of the constructs 
Discriminant validity of the scales 1s further supported by the 
Lagrange-multiplier tests None of the possible cross-loadings 
exceeds the critical value of the x2 with one degree of freedom 
(Speier and Venkatesh 2002) 
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to reflect their beliefs about the likely impact of the Internet 
on bricks-and-mortar banking, both in the short term (next 
two years) and in the long term (next ten years) Recall that 
our hypotheses compare the behavior of firms that expect 
obsolescence and enhancement with that of firms that expect 
no effect To ensure consistency with our hypotheses and 
comparability between the experimental and the field stud- 
les, we averaged the short- and long-term variables and cre- 
ated two dummy variables (enhancement and obsolescence) 
to represent the three conditions We categorize a firm as 
expecting enhancement (or obsolescence) if it allocates 
more points to that condition relative to the median number 
of points allocated to that condition across all firms 10 

Consistent with the in-depth interviews we conducted 
and the measure of dominance adopted in Studies 1 and 2, 
we measured dominance as a composite of three accounting 
variables We used the average dollar value of bricks-and- 
mortar assets (net of depreciation) as a measure of invest- 
ment in the existing product, average dollar value of 
deposits as a measure of market share,!! and average net 
equity (total equity capital net of preferred and common 
stock, surplus, and undivided profits from bricks-and-mortar 
operations) as a measure of cumulative earnings These 
averages are over a six-year period before the survey (using 
five- and four-year averages produces consistent results) To 
minimize common method bias, we collected archival data 
on the preceding variables from the Federal Deposit Insur- 
ance Corporation We controlled for 1ndividual firms? will- 
ingness to cannibalize with а three-item, seven-point scale 
adapted from Chandy and Tellis (1998) In addition, we con- 
trolled for banks’ ownership with a dummy variable coded 
as 1 for publicly owned banks and as 0 otherwise 


Analysis 


We regressed firms’ investments on the hypothesized 
explanatory variables, including the moderators and control 
variables, as depicted ın Equation 4 We used Lance’s (1988) 
residual centering approach to reduce multicollinearity in 
the interaction terms 


(4) Investment = Bo + Bı (dominance) + f; (obsolescence) 
+ Вз (enhancement) 
+ B4 (dominance x obsolescence) 
+ Bs (dominance x enhancement) 
+ Bs (willingness to cannibalize) 


+ B; (public ownership) + € 





Ю1п 14 cases, the previous procedure assigns firms to more than 
one condition. [n these cases, to maintain the mutually exclusive 
nature of the dummy variables, we assigned the firm to the condt- 
tion with the higher average score The parameter estimates remain 
robust to dropping these 14 cases 

l'The market share for any firm ıs simply that firm's sales 
divided by industry sales In our case, the denominator term (indus- 
try sales) 15 constant across all firms because our data comes from 
a single industry As such, a firm sales measure is equivalent to a 
market share measure 
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Results 


Table 5 presents regression coefficients for Equation 4 The 
models are statistically significant (Е = 11 74, p< 01, Е = 
26 62, р « 01, for relative and absolute measures, respec- 
tively) and explain a significant percentage of variation ın 
Internet banking investments (R? = 14 and 12, 
respectively) 

In support of Hq, the results suggest that, ın general, man- 
agers of dominant firms invest more aggressively 1n radical 
innovation than do managers of nondominant firms (Big = 

12, p< 01, Bia = 11, p « 01) We also find significant sup- 
port for Н» (Bog = 12, р < 05, Boa = 13, p< 05) However, 
we do not find support for H5, which involves the main effect 
of expectations of enhancement (Взр = — 00, B34 = 02) 

H; 15 supported (Вар = 07, p< 01, B44 = 04, p < 05), 
indicating that dominant firm managers who expect the new 
technology to make existing products obsolete invest more 
aggressively in radical innovation than do managers of non- 
dominant firms with the same expectations We also find 
support for Hs, which posits that dominant firm managers 
who expect the new technology to enhance the performance 
of existing products invest less aggressively 1n radical inno- 
vation than do managers of nondominant firms with the 
same expectations (Вер =— 09, p < 05, Bsa = — 07, p< 05) 
As we expected, banks with greater willingness to cannibal- 
ize (Ber = 24, p < 01, Bsa = 21, p < 01) invest more in rad- 
ical innovation, though public banks invest less in Internet 
banking (Вур = — 19, p< 01, Вуд = — 19, p< 01) 

Finally, Table 6 presents the parameter estimates for the 
replication tests of hypotheses H,,-H,, using Equation 1 


These results suffer from multicollinearity and should be 
interpreted with caution. The results in Table 6 are mostly 
consistent with our hypotheses (with the exception of the 
effect of deposits on investment, which is positive instead of 
negative) Thus, we find some additional support for H,, and 
Н, с1а the Internet banking context 


Discussion 


Contributions to Research 


This article makes three main contributions to the research 
on radical innovation (for a summary of results across mea- 
sures and contexts, see Tables 7 and 8) First, we reconcile 
the opposing views 1п the literature on the relationship 
between dominance and radical innovation. Existing 
research typically equates dominance with related though 
conceptually distinct proxies, such as firm size, and rarely 
integrates the three facets of dominance to assess its overall 
effects on radical innovation We show that relying solely on 
individual proxies leads only to an incomplete picture and, 
more significant, to misleading conclusions Dominance is a 
rich composite of all three facets Only when these facets are 
examined 1n a composite manner can the overall effects of 
dominance on radical innovation be properly identified 
Second, we help explain why some dominant firms 
invest aggressively in radical mnovation and others do not 
We examine the role of expectations, 1n particular, we exam- 
ine how different expectations increase or decrease man- 
agers’ motivation to maintain the status quo rather than 


TABLE 5 
Dominance and Expectations (Field Survey) 





Hypothesized Relative Internet Absolute Internet 
Independent Variables Effect Investment Investment 
Dominance + 12** 11** 
Obsolescence + 12* 13" 
Enhancement - — 00 02 
Dominance x obsolescence + 07** 04* 
Dominance x enhancement - — 09* – 07" 
Willingness to cannibalize 24** 21** 
Public ownership - 19** – 19** 
R2 14 12 
*p< 05 
“p< 01 

TABLE 6 


Facets of Dominance (Field Survey, Control Condition) 





Independent Variables 


Hypothesized Effect 


Relative Investment Absolute Investment 





Assets in existing technology = –3 37“ -3 01“ 
Deposits in existing technology = 3 38“ 295“ 
Net equity * 22* 26* 
Willingness to cannibalize 29* 27* 
Public ownership — 13 — 10 
R? 19 16 
*р< 05 

**p « 01 
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TABLE 8 
Summary of Hypotheses and Results on Expectations and Dominance 


—— Po ( — nre —— ug ——-—— ——<——.— RE i i 


Studies and Measures of Radical Innovation 





Study 2 Study 3 
Predicted Relative Absolute Relative Absolute 
Independent Variables Hypothesis Effect Investment Investment Investment Investment 
Obsolescence H2 + Supported Supported Supported Supported 
Enhancement H3 - Supported Supported Not supported Not supported 
Dominance x obsolescence H4 * Supported Supported Supported Supported 
Dominance x enhancement Hs - Not supported Not supported Supported Supported 


invest ın radical innovation Research so far has not 
accounted for the effect of expectations on investment in 
radical innovation Most research has instead focused on 
evaluating the impact of the new technology in hindsight, 
that ıs, after ıt has been introduced Yet, as we argue and 
show, managers form expectations and make investments in 
radical innovation before the eventual effects are evident 
Managers’ a priori expectations strongly affect their invest- 
ment decisions To the best of our knowledge, our study 15 
the first to 1ncorporate the important role such expectations 
play Our findings suggest that the fear of obsolescence is a 
greater incentive to invest їп new technologies than 15 the 
lure of enhancement Our findings also suggest that current 
research 1s overly pessimistic in portraying dominant firms 
as laggards 1n pursuing radically new technologies 


Contributions to Practice 


Our results have implications for managers of both domi- 
nant and nondominant firms For dominant firms, the results 
suggest that they have less to worry about than some of the 
existing research might lead them to believe Although some 
aspects of dominance—greater investments and stronger 
market position in the existing product generation—reduce 
dominant firms’ motivation to invest 1n radical innovation, 
dominant firms’ greater wealth compensates for this reduc- 
tion Across three studies—two in the lab and one in the 
real-world context of Internet banking—dominance, as an 
overall composite of its various facets, has a positive impact 
on investment 1n radical innovation 

Our findings also point to an important way that допи- 
nant firms can overcome the negative effects of inertia and 
escalation of commitment When managers of dominant 
firms believe that the new technology 15 likely to make the 
existing products obsolete, their behavior hardly suggests 
sloth or 1nertia This finding may partly explain the ener- 
getically innovative behavior of firms such as Intel and 
Microsoft, where such fear of obsolescence is a strong part 
of the corporate mind-set (Gates, Myrvhold, and Rinearson 
1995, Grove 1996) The results suggest that such "paranoia" 
causes firms to pursue investments aggressively in radically 
new technologies 

Our results also show that dominant firm managers who 
believe that the new technology 1s likely to increase sales of 
their existing products actually invest less aggressively in 
the new technology than do managers who believe other- 
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wise Consequently, the fear of loss as a result of obsoles- 
cence appears to be a much stronger motivator of invest- 
ments 1n radical innovation among such firms than ts the 
lure of gains from enhancement This result has important 
implications for product champions and change agents try- 
ing to steer a dominant firm toward a new technology Such 
persons should use obsolescence rather than enhancement as 
the rallying cry for their troops 


Appendix A 
Suitability of MARKSTRAT Context 


First, decisions on new technology are intrinsic in the 
MARKSTRAT decision environment Participants make 
decisions about the adoption of a new technology and 
develop radically new products (Vodite) even as they 
manage portfolios of products based on an existing tech- 
nology (Sonite) More specifically, the Vodite fits our def- 
inition of a radical innovation as a product that involves 
technology and marketing skills that are new to the indus- 
try (see Garcia and Calantone 2002) For example, the 
MARKSTRAT2 student's manual describes Vodites as 
products that come from “a basic technological break- 
through” and that “satisfy an entirely different need than 
that of the Sonites” (Larreche and Gatignon 1990) Sec- 
ond, managers and academics alike consider MARK- 
STRAT a realistic simulation of the real world (Glazer 
and Weiss 1993, Kinnear and Klammer 1987) Third, 
researchers have frequently used the simulation to study 
how managers make decisions (e g , Glazer, Steckel, and 
Winer 1992, Glazer and Weiss 1993) Therefore, MARK- 
STRAT provides a well-tested research environment 
Fourth, participants make decisions on various business 
issues, including targeting and positioning, advertising, 
sales force, pricing, and distribution (Larreche and 
Gatignon 1990) in addition to technology investment 
decisions Because decision makers’ attention 15 not 
focused on technology and new product decisions, 
MARKSTRAT provides a relatively conservative means 
of testing our research hypotheses Fifth, the MARK- 
STRAT context enables us to collect data on (1) the 
decision-making processes used by participants over time 
and (2) the actual decisions they made during this period 
This longitudinal information 15 extremely difficult to 
obtain ın the field 


Аррепаїх В 
Measures 
Items marked with an asterisk are reverse coded АП Likert- 
type items are seven-item, "strongly agree" to "strongly dis- 
agree," and have Cronbach's alpha and item parameter val- 
ues for the factor structure matrix reported 


Measures of Constructs Used in Study 2 


Perceived Dominance 
1 Our performance so far has been better than that of everyone 
else in our industry 


2 We have had few serious threats to our position as industry 
leaders so far 


3 We have led the market from the start 


Perceived Loss 


How would you characterize the situation you face in the 
MARKSTRAT industry in the next period? 


a) 1 2 3 4 5 6 7 
Potential Potential 
for loss for gain* 

b) 1 2 3 4 5 6 7 
Positive Negative 
Situation situation 


Measures of Constructs Used in Study 3 


Investment in Internet Banking 
Listed below are statements regarding your Internet-related 
investments 


(A) 1n general 
(B) relative to bricks-and-mortar operations 
(C) relative to total development expenditures 


Please indicate the extent to which you agree or disagree 
with the following statements 


Measure of Absolute Investments in Internet Banking (a = 
86) 
(A) Our Internet related investments ın general 


1 We have done very little with respect to Internet banking at 


our bank * 92 
2 Our bank has only a token Web presence * 74 
3 We haven't done much yet to develop our Internet banking 
capabilities * 93 
4 Most of our development expenditures are targeted toward 
Internet banking efforts 57 


Measure of Relative Investments in Internet Banking (a = 
88) 
(B) Relative to our bricks-and-mortar operations 


1 We have not invested aggressively in Internet banking * 96 
2 Our bank is yet to make significant investments in Internet 


banking * 94 
3 We have earmarked few managenal resources to Internet 
banking 1n the short term * 71 


Nonperceptual Measure of Investments in Internet Banking 
(C) Relative to total development expenditures 


Please indicate the percentage of your bank's development 
expenditures on Internet banking in the last year, relative to 
total development expenditures % 


Willingness to Cannibalize (о. = .70) 


1 Our bank's investments in bncks-and-mortar branches make 
switching to Internet banking difficult * 74 
2 We rely too much on our bricks-and-mortar branches to 
switch focus to Internet banking.* 78 
3 We are reluctant to cannibalize our investments 1n bricks- 
and-mortar branches * 63 


Technology Expectations 


Please indicate your expectations about the likely effects of 
the Internet on bricks-and-mortar banking IN GENERAL 
(те , across all retail banks), by allocating 100 points across 
the following three alternative scenarios 

For example, if you strongly believe that Internet bank- 
ing 1s very likely to have no effect on bricks-and-mortar 
banking 1n the next two years, you could allocate the 100 
points above as follows (a) O points, (b) O points, and (c) 
100 points If you believe all three scenarios are equally 
likely, you could allocate the 100 points above as follows 
(a) 33 3 points, (b) 33 3 points, and (c) 33 3 points 


Points Awarded 





In the Next In the Next 


Scenario Two Years Теп Years 





1 Internet banking ts 
likely to make bricks- 
and-mortar banking 
obsolete 


2 Internet banking 15 
likely to enhance 
bricks-and-mortar 
banking 


3 Internet banking 1s 
likely to have no 
effect on bricks-and- 
mortar banking 


Appendix C 
Experimental Manipulations 


To: XXX Industry Participants 

From: Technology Marketing Consultants, Inc 

СС: MARKTSTRAT Administrator 

Date: — XX/XX/XX 

Subject: How will Vodite technology affect the Sonite 
industry? 


Per your request, we conducted an extensive study of the 
likely effects of the Vodite technology on the Sonite indus- 
try This study involved analysis of multiple sources of data, 
including the following 
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*[n-depth interviews with 78 leading technology and market 
experts 

*А survey of 2132 likely Vodite buyers 

*An observational study of product usage patterns in 165 
selected households 1n a representative test market 


*Historical data on sales and adoption patterns of other (com- 
parable) consumer durable goods 


[Obsolescence Manipulation, emphases in 
original] 


Based on the results of this analysis, it 1s our opinion that 
products based on the Vodite technology are quite likely to 
make Sonite products obsolete Vodites fulfill similar needs 
relative to Sonites and serve similar customers Yet the per- 
formance of Vodite-based products 1s likely to be superior to 
Sonite products For example, the introduction of tape 
recorders decreased the sales of gramophones The Vodite 
technology 1s also projected to offer greater opportunities 
for performance improvement relative to the Sonite product 
category Thus, our analysis indicates that Sonite sales will 
probably drop substantially as the Vodite technology 1s 
developed and introduced to the market 


[Enhancement Manipulation, emphases in 
original] 


Based on the results of this analysis, ıt ts our opinion that 
products based on the Vodite technology are quite likely to 
make Sonite products more effective than before Vodites 
fulfill similar needs relative to Sonites and serve similar cus- 
tomers Moreover, their performance characteristics are 
likely to complement those of the Sonite products For 
example, the introduction of camcorders led to an increase 
in the sale of videocassette recorders The Vodite technology 
1s also projected to offer greater opportunities for perfor- 
mance improvement in the Sonite product category Thus, 
our analysis indicates that Sonite sales will probably 
increase substantially as the Vodite technology 1s developed 
and introduced to the market 


[No-Effect Manipulation, emphases in original] 


Based on the results of this analysis, 1 15 our opinion that 
products based on the Vodite technology are quite likely to 
have no effect on Sonite products Vodites fulfill somewhat 
different needs relative to Sonites The performance charac- 
teristics of Vodite-based products are likely to be different 
trom Sonite products For example, the introduction of 
microwave ovens had no effect on the sales of conventional 
ovens Performance improvement in the Vodite technology 
ıs also projected to be independent of any improvements in 
the Sonite product category Thus, our analysis indicates that 
Sonite sales will probably be unaffected as the Vodite tech- 
nology 1s developed and introduced to the market 


[Control Condition] 


Our analysis indicates little consensus among experts and 
consumers on how the Vodite technology will affect Sonite 
products Three different scenarios are possible 
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*The Vodite technology may make Sonite products obsolete, 
leading to a decrease in Sonite sales For example the intro- 
duction of tape recorders decreased the sales of gramophones 


*The Vodite technology may make Sonite products more effec- 

tive, leading to an increase їп Sonite sales For example, the 
introduction of camcorders led to an increase in the sale of 
videocassette recorders 


*The Vodite technology may have no effect on Sonite products 
For example, the introduction of microwave ovens had no 
effect on the sales of conventional ovens 


Given the uncertainty in the market at the present time, we 
are unable to provide any definitive forecasts on which of 
these three scenarios is most likely to come true 


Appendix D 
Suitability of Internet Banking 
Context 


First, Internet banking fits our definition of radical innova- 
tion In the banking context, the World Wide Web 15 widely 
considered an innovation that caused discontinuities both in 
the technology embedded їп new products that employed it 
and in the marketing skills needed to market the products 
(Schotema 2001, for a more general discussion of the World 
Wide Web and radical innovation, see also Garcia and 
Calantone 2002) Internet banking was, especially at the 
time of the study, salient ın the minds of banking executives 
(Fraser 1996) Yet only a handful of banks had achieved the 
ability to conduct transactions over the Internet during 1999 
and 2000 Specifically, according to data from the Online 
Banking Report, only 319 (3 12%) of the 10,239 banks 
operating in the United States in 1999 had Internet transac- 
поп capability by the end of that year, and only 462 (4 62%) 
of the 10,006 banks operating ın the United States in 2000 
had Internet transaction capability by the end of that year 
The banks' actions with respect to Internet banking were 
considered likely to have considerable impact on their com- 
petitive positions going forward Second, our research also 
revealed considerable variance in opinions about the likely 
effects of the Internet on bricks-and-mortar banking Third, 
US banking firms vary considerably in market positions, 
assets, and resources, which thereby enabled us to test the 
effects of dominance on innovation 

Structured interviews with 14 industry executives with 
diverse designations (chief information officer, chief tech- 
nology officer, e-commerce director, head of retail banking, 
president) provided further confirmation of the suitability of 
the Internet banking context for our research on radical 
innovation. From the interviews, it became clear that some 
managers expected Internet banking to make bricks-and- 
mortar banking obsolete in the not-too-distant future, but 
others expected Internet banking to enhance bricks-and- 
mortar banking These two expectations closely fit the two 
key conditions that are of theoretical interest to us obsoles- 
cence and enhancement 
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The European Review of Agricultural 
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devoted to risk behaviour of market participants in the 
food marketing chain & consumers The special issue 
will appear no later than mid-2004 The guest editors 
for the special issue are Olivier Mahul (World Bank & 
INRA) and Joost ME Pennings (University of Illinois 
at Urbana-Champaign & Wageningen University) 


We invite manuscripts on a broad range of topics 
Including but not limited to risk assessment, risk 
behaviour, risk management and risk policy in 
primary production and їп food supply and marketing 
chains In particular we are seeking papers that 
address one or more of the following issues modelling 
consumer risk behaviour, risk response strategies, 
interaction between risk behaviour/management of 
various market participants, food safety, and risk 
management instruments The methodology to 
address these and other related topics may be rooted 
їп economics, statistics and psychology 
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is November 15, 2003. The standard refereeing 
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Manuscripts should be sent electronically ın pdf 
format, with the identifying cover page in a separate 
file, to ympennin Q uiuc edu A single hard copy should 
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Stephen Brown, Robert V. Kozinets, & John F. Sherry Jr. 


Teaching Old Brands New Tricks: 
Retro Branding and the Revival of 
Brand Meaning 


Retro brands are relaunched historical brands with updated features. The authors conduct a “netnographic” analy- 
sis of two prominent retro brands, the Volkswagen New Beetle and Star Wars. Episode [—The Phantom Menace, 
that reveals the importance of Allegory (brand story), Aura (brand essence), Arcadia (idealized community), and 
Antinomy (brand paradox) Retro brand meanings are predicated on a utopian communal element and an enliven- 
ing paradoxical essence Retro brand management involves an uneasy, cocreative, and occasionally clamorous 


alliance between producers and consumers 


America has no now Оиг culture is composed of 
sequels, reruns, remakes, revivals, reissues, re-releases, 
recreations, re-enactments, adaptations, anniversaries, 
memorabilia, oldies radio, and nostalgia record 
collections 

—George Carlin, Brain Droppings, 1998 


rand extension, the use of an existing brand name to 
B a new product or service (Keller 1993, 

1998), 1s an 1mportant marketing tactic that has 
attracted considerable academic interest (e g, Desai and 
Keller 2002, John, Loken, and Joiner 1998) However, 
another form of brand extension strategy 15 gaining promi- 
nence and requires urgent research attention Many long- 
abandoned brands have recently been revived and success- 
fully relaunched (Franklin 2002, Mitchell 1999, Wansink 
1997), so much so that marketers appear in the midst of a 
“retro revolution" in which revivals of old brands and their 
Images are a powerful management option (Brown 2001) 

The rise of retro brands places marketing in an interest- 
ing conceptual quandary On the one hand, marketers are 
continually reminded of the need for product differentiation, 
that today’s marketing environment demands strong brand 
identities and decries imitation (Aaker 1996) On the other 
hand, contemporary markets are suffused with updated ımı- 
tations, such as retro brands, many of which are proving 
enormously popular (Franklin 2002, Naughton and Vlasic 
1998; Wansink 1997) 

How can marketing academics and practitioners make 
sense of this conceptual conundrum? What are the causes of 
retro brand proliferation? How do retro brands help improve 
understanding of the management of brand meanings? What 
do retro brands reveal about such important issues as brand 


Stephen Brown is Professor of Marketing Research, University of Ulster, 
Newtownabbey, Northern Ireland Robert V Kozinets is Assistant Profes- 
sor of Marketing, and John F Sherry Jr 15 Professor of Marketing, Kellogg 
School of Management, Northwestern University The authors thank Brian 
Sternthal and the Kellogg marketing faculty for constructive suggestions 
The authors also thank the three anonymous JM reviewers for their con- 
structive advice, enthusiasm, and encouragement 


Journal of Marketing 
Vol. 67 (July 2003), 19-33 


personality, person—brand relationships, and brand commu- 
nities? We investigate retro brands to develop practical the- 
ory that contributes to marketing principles and practice, 
particularly brand management. Akin to Keller (1993), we 
aim to inform managers and researchers interested in the 
strategic aspects of brand equity We study retro brands from 
the perspective of consumers and conceptualize the implica- 
tions of this information for marketing practitioners 

We animate and illustrate our investigation of retro 
brand marketing through an empirical analysis of two 
prominent exemplars After briefly examining the back- 
ground literature on three interdependent concepts—brand 
revival, brand heritage, and nostalgia—we develop our con- 
ceptualization of retromarketing and retro brands We then 
describe our methodology, which is followed by a detailed 
analysis of two retromarketing exemplars, and we conclude 
with a consideration of our findings’ implications for prac- 
ticing brand managers 


Theoretical Foundations 


Nostalgia and Heritage 


As the epigraph exemplifies, the late twentieth century was 
characterized by an astonishing “nostalgia boom” 
(Naughton and Vlasic 1998, p 58), and many marketing 
scholars have examined that phenomenon (see also Harris 
2000, Leadbeater 2002, Redhead 2000) Stern (1992), for 
example, attributes the latter-day advent of nostalgic adver- 
tising to the бп de siécle effect, or humankind’s propensity 
to retrospect as centuries draw to a close Belk (1991) con- 
tends that personal possessions, such as souvenirs, pho- 
tographs, heirlooms, antiques, and gifts, serve as material- 
izations of memory and evoke a powerful sense of the past 
Holbrook and Schindler (1989, 1994, 1996) have developed 
a "nostalgia proneness scale” and have tested ıt ın various 
memory-rich domains (e g , music, movies, fashion models, 
classic cars) and among different demographic cohorts 
Peñaloza (2000, р 105) notes the importance of expanding 
the conception of history as “а source of market value" and 
a cultural marker of legitimacy and authenticity Thompson, 
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Pollio, and Locander (1994) report that classic brands not 
only embody the moral values of craftsmanship and lasting 
value but also hark back to a time when the world seemed 
safer, more comprehensible, and much less commercial 
There are also numerous conference papers and analogous 
academuc analyses of the recent retrospective propensity 
(Baker and Kennedy 1994, Baumgartner 1992, Goulding 
1999, 2000, Havlena and Holak 1991, 1996, Hirsch 1992, 
Holak and Havlena 1992, Rindfleisch and Sprott 2000, 
Romanyshyn 1989, Stevens, Brown, and Maclaran 1998) 

Although there 1s a rich marketing literature оп the 
mainsprings of today's nostalgia boom, the scholarly touch- 
stone remains Davis’s (1979) much-cited distinction 
between personal and communal nostalgia The former 15 
associated with individual life cycles, as people age, they are 
wont to reflect on the palmy days of their youth The latter, 
conversely, occurs at a societal level in the wake of epochal 
changes precipitated by wars, revolutions, invasions, eco- 
nomic dislocations, or environmental catastrophes Thus, the 
Great Depression of the 1930s was accompanied by a pro- 
foundly retrospective perspective (Lears 1994), the social 
turmoil of the late 1960s triggered the nostalgia outbreak of 
the 1970s (Schulman 2001), and the post-Communist, new 
world order of the early 1990s created conditions conducive 
to the subsequent rise of retro (Leadbeater 2002) 

Personal and communal nostalgia are closely intertwined, 
nowhere more so than in marketing Long-established brands 
evoke not only former epochs but also former selves Old 
brands serve to bind consumers to their pasts and to the com- 
munities that shared those brands According to McAlexander, 
Schouten, and Koening (2002), brands link people into com- 
munities with common interests (see also Muniz and O' Guinn 
2001) A temporal component can readily be added to this 
(Bergadaa 1990), whereby old brands evoke past events 
Because brands can be linked with events (Keller 1993), the 
associations of the event become associated with the brand 

Indeed, old brands may link people together even more 
powerfully, because they strongly evoke a sense of a utopian 
past and because of the close-knit “caring and sharing” com- 
munities that are associated with it (Kozinets 2002a, р 21) 
Therefore, 1t might be expected that 1n times of threat or of 
sociocultural and economic turbulence, nostalgta would pro- 
vide a sense of comfort and close-knit community, а safe 
haven in an unsafe world Conceptualizing brands is this 
manner combines the individual nostalgia that Belk (1991) 
explores and Holbrook and Schindler (1989, 1994, 1996) 
psychometrize with the communal nostalgia that Stern 
(1992) cogently theorizes In this conception, old brands are 
rich with both personal and communal associations They 
can be invested with the same legitimizing, authenticating, 
market value of history that Peñaloza (2000) finds ın entire 
industries and that Thompson, Pollio, and Locander (1994) 
uncover among contemporary consumers 

The scholarly implications of this personal-communal 
melding are clear Conventional marketing wisdom suggests 
that repositioning 1s one method of revitalizing a brand 
(Aaker 1991) and that the royal road to reyuvenation lies in 
the skillful exploitation of the associations linked to a 
brand’s heritage (Aaker 1996) Brand heritage 1s perceived 
as using marketing-mix variables that invoke the history of 
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a particular brand, including all its personal and cultural 
associations An example is the rich historical associations 
of the Coca-Cola brand with Americana, patriotism, global- 
ization, Santa Claus, and Christmas However, because cul- 
tures are complex and individuals heterogeneous, heritage 15 
often an ambivalent legacy In launching new, improved, or 
cutting-edge products, aspects of heritage might prove a lia- 
bility Heritage, moreover, might need to be created and 
managed, as the literature on. "invented traditions" attests 
(Hobsbawm and Ranger 1983) Although conceptions of 
brand heritage provide one route to an understanding of the 
process of brand renewal, they do not holistically capture the 
intriguing dynamics of retromarketing 1n general and brand 
revival in particular 


Brand Revival and Hetromarketing 


There is considerable overlap among nostalgia, brand heritage, 
and brand revival Revived or retro goods and services (we use 
retro synonymously with revived brands) trade on consumers’ 
nostalgic leanings Familiar slogans and packages, for exam- 
ple, invoke brand heritage and evoke consumers’ memories of 
better days, both personal and communal The success of the 
Museum Store, Past Times, Restoration Hardware, and simular 
retailers of “exact” reproductions and the continuing popular- 
ity of heritage-based campaigns for brands such as Budweiser, 
John Hancock, and Ivory indicate that demand exists for 
allegedly authentic reproductions of past brands 

The problem with exact reproductions, however, is that 
they do not meet today's exacting performance standards 
Retro products, by contrast, combine old-fashioned forms 
with cutting-edge functions and thereby harmonize the past 
with the present (Brown 1999, 2001) In this regard, consider 
the Chrysler PT Cruiser, which amalgamates the shape of a 
1940s sedan with the latest automotive technology to produce 
a futuristic car with anachronistic styling Another striking 
example 1s Nike’s Michael Jordan XI Retro Sneakers These 
shoes may look like a monument to 1950s hoop dreams, yet 
their cushioned soles, aerated uppers, and recommended retail 
prices are state of the marketing art Denny’s retro diner 15 an 
homage to eateries of the 1950s, but its registers are comput- 
erized, the kitchen equipment is cutting edge, smoking ts pro- 
hibited in the dining area, and vegetarian dishes are available 
for those unwilling to revert to carnivorous habits of yore 

We define retro branding, therefore, as the revival or 
relaunch of a product or service brand from a prior historical 
period, which is usually but not always updated to contempo- 
rary standards of performance, functioning, or taste Retro 
brands are distinguishable from nostalgic brands by the ele- 
ment of updating They are brand new, old-fashioned offerings 


Reconceptualizing Nostalgia 


To begin to understand the elements of retro brands and their 
implications for brand management, we employ a more 
nuanced idea of nostalgia than the notion that “things were 
better back then” (е g , Holbrook 1995) For example, in his 
monumental history of Western culture from 1500 to the 
present, Jacques Barzun (2000) describes the alternation and 
coexistence of two powerful antithetical themes, progress 
and primitivism The former is characterized by a secular, 


scientific, technological, and future-looking worldview, the 
latter 1s dominated by a profound sense of loss, a feeling that 
there 1s a price to be paid for progress and that price 15 the 
destruction of community, solidarity, empathy, and close- 
ness to nature, which are markers of the past (see also Gom- 
brich 2002) 

Boym’s (2001) recent reflections on the future of nostalgia 
further develop this notion of an uneasy balance between past 
and future Moved by the post-Communist nostalgia sweeping 
Eastern Europe, Boym asserts that people live in a world where 
progress and primitivism combine, where the latest technolog- 
ical and scientific advances increasingly are used to re-create 
visions of the past, whether of the sinking of the Titanic, the 
gladiatonal contests of ancient Rome, or the scientifically 
cloned dinosaurs of Jurassic Park Progress and primitivism, 
Boym argues, are like Jekyll and Hyde—two contrasting per- 
sonalities simultaneously occupying the same body 

Boym’s (2001) bittersweet yearning for what is gone but 
not forgotten 15 counterpointed by the theories of the leading 
literary critic Fredric Jameson (1991), who contends that 
today's “neo-nostalgia” has nothing to do with the deep 
emotional disturbance that afflicted nostalgia sufferers of 
times past To the contrary, Jameson argues that contempo- 
rary nostalgia 1s essentially emotionless, an aesthetic 
response to evocations of the past Another prominent liter- 
ary critic, Walter Benjamin (1973, 1985, 1999) has proposed 
theories that are rich with references to marketing, consumer 
behavior, and advertising. Although he was affiliated with 
the critical theorists of the Frankfurt School, who abhorred 
commercial life, Benjamin was fascinated by marketing, 
obsolete objects, abandoned possessions, superseded tech- 
nologies, long-forgotten fads, and the remarkable fact that 
new ideas often come wrapped in old packaging 

We discern four themes relevant to our investigation of 
retromarketing and to contemporary brand management 
from Benjamin's interwar writings These themes relate to 
and usefully synthesize extant conceptual elements of brand 
management and marketing These elements are Allegory 
(brand story), Arcadia (idealized brand community), Aura 
(brand essence), and Antinomy (brand paradox) Together, 
these themes constitute the 4As of retro branding 


Allegory Brand allegories are essentially symbolic stories, 
narratives, or extended metaphors As Stern (1988) notes, alle- 
gory 15 frequently used in advertising Allegories successfully 
convey didactic messages that invoke and then offer resolu- 
tions for consumer states of moral conflict In addition, alle- 
gories are dynamic, they alter and change ın response to pop- 
ular tastes and trends (Stern 1988) We examine allegorical 
brand stones from the perspective of consumers (as Keller 
[1993] suggests, see also Stern 1995, 1998, Thompson 1997) 
We use the reception and discourse surrounding retro- 
marketed products, or those products that combine qualities of 
old and new, to study the links among brand meanings, brand 
heritage, and the morality tales that consumers tell one another 


Arcadia For Benjamin, arcadia relates both to his own 
(unfinished) study of Parisian shopping arcades and to the 
golden age of the ancient Greeks In arcadia, an almost 
utopian sense of past worlds and communities is evoked 
This sense of the past as a special, magical place is an inte- 


gral part of retromarketing’s appeal, insofar as an idealized 
past 15 festooned with the latest technological magic The 
presence of this utopian communal ideal has only barely 
been hinted at by scholars who have examined various man- 
ifestations of brand community (McAlexander, Schouten, 
and Koening 2002, Muniz and O'Guinn 2001; Schouten and 
McAlexander 1995) In this article, we attempt to explore 
further the conceptual links among brand meaning, 1deal- 
ized place, consumer community, and times past 


Aura In Benjamin’s most celebrated conception, aura 
pertains to the presence of a powerful sense of “authenticity” 
that original works of art exude As many scholars note (e g , 
Belk and Costa 1998, Holt 1997, Kozinets 2001, 2002a, b, 
Peíialoza 2000, Thompson and Tambyah 1999), consumers’ 
search for authenticity 1s one of the cornerstones of contem- 
porary marketing, notwithstanding the “inauthenticity” of 
today’s consumer culture (Hartman 2002) Authenticity 1s 
also vitally important to brands, uniqueness 1s an important 
aspect of brand identity (see, e g , Aaker 1986, Keller 1993) 
Kelly (1998) considers “brand essence” the core values for 
which a brand stands, which he compares to its “marketing 
DNA” Brand essence 1s thus highly related to authenticity, 
it 15 composed of the brand elements that consumers per- 
ceive as unique In this study, we explore aura-based rela- 
tionships among the authentic, the past, and brand essence in 
the context of consumer dialogue about retro brands 


Antinomy Irresolvable paradox lies at the heart of Ben- 
jamin's philosophy For example, he considers scientific and 
technological progress both as unstoppable, and almost 
overpowering, and as the root cause of people's desire to 
return to simpler, slower, less stressful times In the market- 
ing field, paradoxes are a central theme that explains how 
technology products are consumed (Fournier and Mick 
1999, Mick and Fournier 1998) The paradox premise also 
offers a rich departure point for investigations of the com- 
plexity and open-endedness of brand meaning management 

In this regard, the novelist Alex Shakar (2001, р 61) pos- 
tulates that every product has "two opposing desires that ıt can 
promise to satisfy simultaneously The job of a marketer is to 
cultivate this schismatic core, this broken soul, at the center of 
every product” Shakar suggests that this paradoxical essence, 
or “paradessence,” 15 the crux of consumer motivation Liter- 
ary theorists likewise maintain that ambiguity and paradox 
offer places for readers to insert their hopes and dreams into 
texts (е g , Derrida 1985) Analogously, it 1s arguable that this 
paradoxical "soul" of brands offers an opening for consumers 
to invest themselves emotionally into mass-produced goods 
and services and thereby form the elusive connections that 
result in lasting loyalty Through the inherent paradoxes of 
retro brands, we consider consumers’ responses to the simul- 
taneous presence of old and new, tradition and technology, 
primitivism and progress, same and different 


Method 


To develop our conceptualization of retromarketing, we 
explore it ın its empirical context, as realized in the interac- 
tions of relevant consumers We focus on two prominent, 
much-lauded retromarketing exemplars, both of which are 


Teachina Old Brands New Tricks /21 


cult brands with high levels of customer commitment and 
strong ties to popular culture The first is Volkswagen's New 
Beetle, a modern brand that builds on a famous and indeed 
infamous brand heritage The second 1s Star Wars Episode 
I—The Phantom Menace, a long-awaited brand revival of 
George Lucas’s celebrated cinematic trilogy of the 1970s 
and 1980s 

In keeping with the study’s retrospective spirit, the 
empirical investigation uses a brand new, old-fashioned 
research technique called “netnography” As Kozinets 
(2002b) explains, netnography involves the transplantation 
of ethnography, one of the most venerable marketing 
research procedures, to cyberspace, the latest marketing 
milieu As in the case of its offline counterpart, netnography 
necessitates in-depth immersion in and prolonged engage- 
ment with the many consumer cultures that populate the 
World Wide Web (Kozinets 1999, 2002b) According to 
Muniz and O’Guinn (2001), the Web 1s a place where abun- 
dant information on online consumer groups’ belief systems, 
buying behaviors, and object relations 1s readily available 

We began our investigation with an overview of the rele- 
vant topical news groups and the Web pages related to them 
that were available from our local server (see the Appendix) 
We chose sites both for the quantity and for the directed focus 
of their Web postings (e g , alt fan starwars holds Google's 
highest activity rating, at approximately 130 messages posted 
per day) Recent statistics are difficult to find, but Arbitron 
ranked rec arts sf starwars 294th of all news groups and esti- 
mated that it was read by 118,545 people worldwide (in 
1995) Similarly, Arbitron ranked rec auto vw 599th and esti- 
mated that it had 82,315 worldwide readers (Reid 1995) 

As part of an ongoing research project on popular brands, 
media fans, and virtual communities of consumption, we fol- 
lowed the aforementioned news groups and downloaded 
noteworthy messages during three months beginning in spring 
2001 (we performed follow-up data collection and member 
checking ın spring 2002) In this regard, it should be noted 
that using carefully chosen message threads in netnography 15 
akin to purposive sampling їп market-oriented ethnography 
(Arnould and Wallendorf 1994) Because findings are inter- 
preted in terms of a particular sample, it 15 not necessary that 
the sample be representative of other populations (Kozinets 
2002b) Although we attempted to find diverse message types 
and message postings ın our data set, we intended our sam- 
pling strategy not to offer representativeness or transferability, 
but to focus on analytic depth and the provision of realistic 
examples of retro brands and their receptions 

The volume of downloaded text amounted to 560 
double-spaced, ten-point type size pages, which represents 
432 postings containing 131 distinct e-mail addresses and 
user names (likely related to the number of distinct message 
posters) There were 76 unique message-poster identifiers 
within the downloaded New Beetle messages and 55 unique 
poster identifiers included with the downloaded Star Wars 
messages The messages we downloaded were posted 
between 1999 and 2002 We classified the 432 postings 
(before downloading) into topics either relevant or not rele- 
vant to the brand management topics of interest We each 
manually coded the data and analyzed it ın an initial step to 
identify themes relevant to our hypotheses (on data analysis, 


99 1 Journal of Marketina. Julv 2003 


see Spiggle 1994) Through group comparison and n- 
person discussion, we then allowed a more impressionistic, 
hermeneutic, and grounded interpretation to emerge from 
the data We identified recurrent social and cultural tenden- 
cies within the data and constantly compared these emergent 
themes with our preconceptions derived from Benjamin’s 
work In this step, unexpected findings led us to stretch the 
boundaries of our original definitions (е g , to place more 
emphasis on community and its influence) and to devise 
new notions (1 е, antinomy, or brand paradox) Our overall 
approach 15 їп keeping with the precepts of mainstream 
qualitative inquiry (eg, Arnould and Wallendorf 1994, 
Sherry and Kozinets 2001, Thompson 1997) 

All told, we examined several thousand news-group 
messages and dozens of Web sites and Web rings represent- 
ing the perspectives of several hundred consumers of New 
Beetles and Star Wars prequels 


Findings 
The New Beetle 


The original Volkswagen Beetle was the stuff of motor- 
enthusiast legend Created by the pioneering automotive 
designer Ferdinand Porsche, with a past grounded in the 
common classes of Third Reich Germany, the car proved 
wildly popular across postwar Europe and North America 
The Volkswagen Beetle was globally cherished for its dura- 
bility, economy, user-friendliness, and idiosyncratic design 
At the time, и was considered an exemplary vehicle of the 
people Everyone from commune-bound hippies and 
middle-class couples with children to eccentric multimil- 
lionaires drove Beetles The Beetle even begot a series of 
live-action Disney movies starring the "Love Bug" as “Нег- 
bie,” the sentient vehicle with a heart of gold 

The same enthusiasm coalesced around the New Beetle, 
which Volkswagen launched in 1998 at the Detroit Motor 
Show A happy combination of the traditional bubble shape 
and state-of-the-art automotive technology, the New Beetle 
rapidly attained cult status With their totemizing and fetishiz- 
ing of the retro auto’s shape and flower-power history, New 
Beetle enthusiasts are analogous to the ardent fans of Beatle- 
mania The result ts a retromarketing exemplar that potentially 
extends our understanding of brand meaning management 


Allegory The Beetle’s brand stories To understand the 
brand management implications of the New Beetle, it 1s nec- 
essary to be attuned to the narratives surrounding и, which 
includes attending to the heritage stories circulated by pro- 
ducers and cultural intermediaries such as the media and 
advertisers In this consumer-oriented study of brand mean- 
ing, this attention also includes consumers We therefore pay 
particular attention, as Stern (1988) does in her study of 
advertising allegories, to the moral overtones present in the 
narratives that consumers tell one another about the brand 
These “morallegorical” qualities are captured in the narrative 
of “Adam,” a news-group poster who sought to encapsulate 
the perceived significance of the Beetle’s history as follows 


The VW [Beetle] was designed at a time when only big 
businessmen and other wealthy individuals were able to 
have an automobile The VW [Beetle] was designed 


specifically to and did bestow on the working man, who 
could otherwise never afford it, the feasibility of obtaining 
the freedom that comes with automobile ownership The 
noble thoughts that went into the production of this 
machine included considerations of economy of operation 
and ease of repair. (posted by “Adam,” rec autos makers 
vw aircooled news group, June 21, 1996) 


Adam's posting recapitulates Adolph Hitler’s propagan- 
dist use of Porsche's design for the Volkswagen Beetle, 1t ts 
also notable for overlooking this historical fact The original 
Beetle was grounded in Nazi Germany's narrative of egalitar- 
ian totalitarianism, which in turn is related to the Volkswagen 
brand's genealogy as car of the people As historical commen- 
tators have often noted, Hitler's regime was nothing if not 
шоргап for the German people, and it seems that populist 
brand meanings are inextricably intertwined with the reliable 
design and do-it-yourself qualities of the original Volkswagen 
Beetle However, Adam's narrative also reworks the populist 
Nazi-utopian narrative in terms of an American discourse of 
self-reliance, autonomy, and a can-do attitude Slotkin (1992), 
for example, makes a compelling case that these mythic val- 
ues are central to the construction of American identity 

It 1s easy to find moral standing, even moral brand mean- 
ing, 1n Adam's recounting of the Beetle brand's Ameri- 
canesque egalitarianism Ап honest, brand-of-the-people 
ethos was also articulated in the groundbreaking advertising 
campaign of DDB Needham for the Volkswagen Beetle in 
the 1960s Using copy such as “Lemon” and “Ugly is only 
skin deep," the campaign used ironic, reflexive, self- 
deprecating humor, which helped make Volkswagen the 
best-selling foreign automaker of its time (see Kiley 2002) 
Given that honesty has intrinsic moral overtones, the cam- 
paign creatively counterpointed the infamous puffery of 
advertising with a healthy dose of truthfulness, albeit 
marketing-mediated truthfulness 

In an important extension of this history, online con- 
sumers create tales of their own that build on the brand, 
emphasize its uniqueness, personalize it, and demonstrate to 
others how they can individualize the brand For example, 
the following story of singularity, personality, and idiosyn- 
crasy 15 typical of the types of postings of many Beetle 
enthusiasts as they carefully recount their brand experiences 
for other news-group members 


I inspected it in the driveway of our mom's home, where 
my brother and Í were visiting, and then drove it around 
for half an hour on her neighborhood’s streets, with Tight 
to по traffic, in a suburban area with no traffic signals, and 
in light гап and mist Тһе overall impression of the exte- 
nor styling 1s "extremely cute" Aimost huggable The 
front of the car presents an almost literal face that appears 
to smile The old running boards are just hinted at in the 
new design, which 1s nothing but round, sensual curves 
from stem to stern The seats are VERY comfortable and 
firm, although they're equipped with perhaps the most 
bizarre set of adjustment controls Гуе ever used The 
strange looking, wide stereo system is in the middle of the 
dash Now comes one of the weirder parts of the styling— 
the huge, steeply sloped windshield must have been almost 
three feet from the steering wheel It's the most unusual 
windshield placement I’ve ever experienced The wind- 
shield 15 SO far away from your face as you sit in the seats, 
it’s almost like you’ve turned around and are looking out 


the back window! This makes the top surface of the dash 
absolutely huge The dashtop 1s so big and deep, in fact, 
you could probably set up an entire model train track on it 
) You could put a good sized dog on ıt Or your entire col- 
lection of Star Wars action figures You could plant a lawn 
on it It’s simply the strangest looking and feeling dash- 
top/windshield design I’ve ever seen 1n any car Period 
(posted by “Larabee,” alt volkswagen beetle news group, 
Арп! 12, 1998) 


Larabee's posting 1s seeded with autobiographical detail 
and structured as a story It has all the hallmarks of personal 
narrative, which folklorists recognize as a genre At points, 
Larabee’s evaluation reads less like a dispassionate, deliber- 
ative analysis than an emotional family saga chronicling an 
adoption. In the multifaceted narrative, Larabee reveals not 
only his anthropomorphization of the product and the brand, 
but also that ће ıs not seeking a perfect copy of a classic 
Beetle He emphasizes the brand’s individuality and filters 
this through his own idiosyncrasies It becomes clear from 
the way Larabee negotiates the changes between old and 
new—-judging some of them positively, some of them nega- 
tively—that consumers like him consider retro brands not 
reproductions of namesake brands, but radical redefinitions 
of them Larabee considers the New Beetle brand a restyling 
that updates and transcends The allegory of the New Beetle 
reflects this because it tells a tale of thnft It ıs thus a brand 
story with moral overtones Old Beetle and New Beetle 
share personalities, origins, names, and values, forming a 
brand allegory that ts moral, functional, and yet prone to 
individualization through consumer storytelling 


Arcadia The Beetle brand's idealized communities We 
previously mentioned the original 1960s advertising cam- 
paign for the Volkswagen Beetle in relation to the moral 
qualities of allegory These moral qualities are extended and 
romanticized into a type of utopian brandscape by Arnold 
Communications’s more recent, award-winning marketing 
campaign for the New Beetle The campaign references both 
Sixties nostalgia and the cheap-and-cheerful brand associa- 
tions of the original Beetle Arnold’s campaign uses lines 
such as “Less flower, more power” and “Comes with won- 
derful new features, like heat” The reference to flower 
power intends to evoke more than the old vehicle itself, but 
also a romanticized, upbeat, optimistic, times-are-a- 
changin’ attitude associated with the Sixttes However, just 
as Adam’s allegory overlooked the Volkswagen Beetle’s 
Nazi propaganda past, so too today's happy-hippie market- 
ing campaign suppresses much of the turmoil of the Sixties 
By stressing superficial symbols such as flower power, 
Arnold Communications co-opts and converts the tempestu- 
ous Sixties into a marketable golden age 

This association of the brand with a time and place 1s no 
less evident in the multiplicity of books dedicated to peo- 
ple’s affectionate memories of their original Beetles (see, 
e g , Jacobs and Klebahn 1999, Rosen 1999) In these recol- 
lections, the car evokes the rose-tinted interlude of peace, 
music, and love that was the 1960s The New Beetle repre- 
sents an eternal return to such utopian dreams and associ- 
ated attempts to better the material and spiritual condition of 
humankind Among online community members, the hippie 
associations of the Beetle brand are a common topic of con- 
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versation In one large message thread (41 postings) titled 
“Hippies and Volkswagens,” “Frank” and “Richard” 
describe the relationship as they see it 


Hippies wanted to be different and defy society They did 
it by driving a car that at that time went against every other 
car on the road—If you drive an older VW you аге no dif- 
ferent than the '60s hippies—and as history shows the hip- 
pies were right because the Japanese took off where VW 
left off and filled the gap of what people really wanted 
(posted by "Frank," rec autos makers vw aircooled news 
group, June 21, 1997) 


I think that the interest that the hippies have 1n VW own- 
ership has a lot to do with the unity of owner and vehicle 
With a Volkswagen, you attain a certain self-sufficiency 
when you can do most of the work on your car yourself 
This fits in a lot better with the ideals of less participation 
їп the hornfically wasteful commercial/industrial process, 
where half of all employed people waste time and 
resources quarreling, ın one form or another, over what 
belongs to whom, instead of doing anything productive 
and beneficial to society as a whole Hippies like to feel a 
direct connection with the things 1n the world that support 
them, and a Volkswagen 15 conducive to that, both 1n the 
way the owner should communicate with it frequently 
through maintenance and in the way it feels to drive one 
(posted by “Richard,” rec autos makers vw aircooled news 
group, June 23, 1997) 


Frank casts the brand in quasi-moral terms of Sixties 
rebellion and revolution, mixing that with a striking eco- 
nomic vindication For Richard, the brand takes on many 
meritorious characteristics It 1s associated with indepen- 
dence, environmentalism, anticommercialism, social partic- 
pation, and a sense of the mechanic’s mindfulness that 
recalls Pirsig’s (1974) New Age classic Zen and the Art of 
Motorcycle Maintenance 

Frank’s and Richard’s brand meanings both hint at the 
way old Volkswagen cars allowed the expression of noncon- 
formity, of individuality, similar to the meanings ascribed to 
other cult brands such as Macintosh computers (Muniz and 
O’Guinn 2001) and the Star Trek franchise (Kozinets 2001) 
All three are inimitable brands that have attracted enormous 
consumer loyalty among their customer bases Three 
aspects—low market share and struggling brand (Volkswa- 
gen in the United States, Star Trek, Macintosh), an 1dealized 
time (the Sixties ın each of these examples), and a somewhat 
marginalized yet cohesive social group (hippies, television 
nerds, computer geeks)—seem to have become associated 
with a strong sense of affiliation and belonging in these 
brand communities For example, “Trevor” celebrates 
another new member coming into the fold of Volkswagen 
ownership The new owner inquired about the presence of a 
Beetle owners’ club (common for Beetles) Trevor wel- 
comed him with these words "Trust me, buying a Beetle 
causes you to be part of a club whether you realize it or not 
If nothing else, you have to wave ‘hr’ to the other Beetle dri- 
vers, because they're waving ‘hi’ to you” (posted by 
“Trevor,” alt volkswagen beetle news group, April 3, 2000) 
Muniz and O'Guinn (2001) term this type of identification 
through brand community "consciousness of kind" and the 
type of welcoming behavior "shared ritual " Yet unlike the 
brand communities McAlexander, Schouten, and Koening 
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(2002) study, the arcadian ethos of the retro brand seems to 
be strongly associated with the upstanding individuals and 
caring-sharing society of a dear departed golden age 


Aura Authenticating the Beetle brand Aside from his- 
torical and trademarked continuity, Ше challenge to Volk- 
swagen's managers was animating the New Beetle with the 
same brand essence as the original As the Sixties references 
and advertising examples indicate, brand managers 
attempted to rebuild the Beetle’s brand essence and the 
physical vehicle by piecing it together from pop culture and 
retro references They tried to make the car an “original” 
again, refashioning и to read as both old-fashioned and new- 
fangled, simultaneously retro and techno Readapting the 
vehicle to a new social and historical context refreshes the 
brand meaning that has been denuded through time and by 
repeated reproduction, just as Benjamin asserted that aes- 
thetic aura was wont to do In conceptualizing design in the 
broadest, most culturally significant sense possible, the 
product's creators sought to reanimate the brand's mojo, so 
to speak 

Our study of consumer reception to the New Beetle, 
however, reveals bitter skeptics and true believers Con- 
sumers demonstrate that they are sophisticated interpreters 
of marketing cues about a brand's authenticity “Jane” 
posted a simple, one sentence statement that precipitated a 
heated debate “In my view, the ‘new’ Beetle is a Beetle in 
name only" (alt volkswagen beetle news group, February 
17, 1998) Jane's comment and its polarizing effect on the 
news group were profound In an immediate response, 
“Matthew” expressed his agreement “I agree It’s nothing 
but a smart trick Add a bit [of] old shapes and there you are 
Let’s hope the commerce will fail The end of the so-called 
beetle " As with Jane, Matthew expresses his outrage at mar- 
keters and refuses to equate the shared brand name with a 
shared authenticity He 1s searching for other, less superfi- 
cial cues 

Another emotional debate about supporters of the old 
versus the new unfolded on the alt volkswagen beetle news 
group in mid-September 1998 


“Jaco” Does the term “New Beetle" in this news group refer 
to a “new” Air Cooled, Rear Engined, Beetle or the Front 
Engined, Water Cooled, Marketing Con Trick vehicle? I 
see no direct lineage between the “old” Beetle and the “new” 
Beetle 1n terms of engineering. And lets face it, the old Bee- 
tle was pure engineering The bottom line ıs that ANY 
automotive company could have produced a modern car with 
a couple of styling cues suggesting it “looked” liked a Beetle 


“Ornn” It's by VW, it has the styling cues you mentioned, 
and people love the car for the car itself. What would it 
take for you to call it a New Beetle? To have a rear engine 
that’s air-cooled? To be prone to fire? To be uncomfort- 
able? To be unsafe? Obviously, they wouldn't release that 
It's 1998, things have changed As beautiful as the old v- 
dubs are, people want something that has more power 
stock, has all the creature comforts of a '90s automobile, 
doesn't require someone to be mechanically inclined to 
maintain, and has that intangible charm the old one did for 
so many (exchange posted between “Jaco” and “Orrin,” 
alt volkswagen beetle news group, September 15, 1998) 


This debate between Beetle fans revolves around defini- 
tions of authenticity. Jaco equates certain physical charac- 


teristics, particularly engine-related ones, of the old Beetle 
with the brand’s values and thus its brand essence Orrin, 
conversely, 1s looking beyond these physical characteristics 
for definitions of Beetle brand essence He is more con- 
cerned with design and ineffable atmospherics, he refer- 
ences the brand associations that are more closely related to 
advertising and marketing than to automotive assembly 
lines Jaco lashes out at Beetle brand managers in terms sim- 
ilar to Matthew, suggesting that the brand managers are 
devious tricksters The debates among consumers гае 
important points about the management of brand essence 
Part of the challenge for the New Beetle’s marketers 1s to 
shift the terms of comparison so that the core values of the 
brand are maintained while the physical properties of the car 
are radically altered 


Antinomy Brand paradox in the Beetle brand Recall that 
we have conceptualized brand paradox as an irresolvable con- 
tradiction that manifests itself at the level of brand consump- 
tion The New Beetle brand, as with retro brands per se, 
exhibits many such irresolvable tensions. For example, we 
have illustrated how the car juxtaposes a Third Reich history 
with a worker’s utopia, the rebellious American Sixties, 
flower-power hippies, and the middle-class ethos of contem- 
porary American consumers We have also demonstrated the 
anthropomorphization of the patently mechanical automobile, 
expressed perhaps best in Disney's cartoonlike “Love Bug,” 
Herbie (for an argument that this human sense of relationship 
building obtains in all brand relationships, see Fournier 1998) 

The New Beetle also expresses the central retro brand 
paradox between old and new, then and now, past and future 
In the case of the Beetle brand, a tension between past and 
present is made manifest 1n a debate between supporters of 
old Beetles and new Beetles In a heated exchange in the 
rec autos makers vw watercooled news group in May 2002, 
“James” contends that the old Beetle is inferior 


In this era of the Cadillac Escalade, Lincoln Navigator, 
and even the modern crashworthy Passat, 1t astounds me 
that anyone would dream of venturing out into regular traf- 
fic in one of these 1930s-era death traps Even in moderate 
collisions (that wouldn't even trigger an airbag in today's 
cars) old Beetles collapse hike beer cans at a frat party 
Old Beetles are nostalgia pieces, no doubt Romantic even 
But safe 1n today's driving conditions? No more than a 
Model A I say preserve a few old Beetles as trailer queens, 
Sunday drivers, and museum pieces, and let the rest of 'em 
rot (posted by “James,” rec autos makers vw watercooled 
news group, May 23, 2002) 


James’s advice demonstrates that he believes the Beetle 
brand must be updated The reason for this is straightfor- 
ward, as James explains in a later, follow-up e-mail. *The 
old Beetle's 70-year-old technology incorporates NO mod- 
ern safety design" (rec autos makers vw watercooled news 
group, May 24, 2002) There is a strong progressive under- 
current here James considers the Beetle brand part of the 
entire progressive project of modern society As technology 
15 brought to bear on product categories, brands become 
more sophisticated, more reliable, and more advanced 
Although the Beetle brand of the past may have rich sym- 
bolic meanings (as evidenced by James's references to nos- 
talgia, romanticism, and museum worthiness), the brand can 


and must be updated 1f it 1s to be used rather than merely 
admired 

Yet there are others who believe that the old Beetle 
brand has lasting relevance They collect the cars, refurbish 
them, correct their defects with specially engineered new 
parts, and buy the newer, updated models still produced in 
Mexico Another old Beetle detractor, “Alex,” did not under- 
stand this and asked the news group, “Why would anyone 
want an old Beetle, especially when they cost thousands of 
dollars now?” (rec autos makers vw watercooled news 
group, May 24, 2002) The answer he received from 
“David” illustrates the perspective of an old Beetle 
supporter 


Because they’re the last remnant of when quality meant 
something—a car not meant to be disposable They’re fun 
to drive, reliable, and cheap to run Supers 1n particular 
have handling that front-wheel-drive cars can only dream 
about Compared to [old] Beetles, Rabbits/Golfs (or any 
modern car [such as the new Beetle], for that matter) are 
tinny, plasticy, flimsy, overweight pieces of junk where 
most of the engineering work has gone into making sure 
you'll need to replace them when the factory wants some 
more money from you (posted by “David,” rec autos 
makers vw watercooled news group, May 24, 2002) 


David's perspective helps provide an understanding of 
the irresolvable temporal paradox underlying retromarket- 
ing David regards the old brand as a repository of better 
times To David, it 1s physical evidence, a fast-fading signal, 
that affordable and durable cars once existed David's narra- 
tive 1s a testament to tradition, conservatism, the enduring 
quality of times past, and times past of enduring quality In 
stark contrast to James, David dismisses the progressive and 
the modern as cheap marketing gimmicks Similar to 
Richard, Jaco, and Matthew, David's anticorporate and anti- 
marketing comments reveal a popular discomfort with cor- 
porate power in contemporary culture, which consumer and 
marketing scholars have recently begun to explore (see, e g , 
Holt 2002, Kozinets 2001, 2002a, b, Thompson and Haytko 
1997) 

Can this brand paradox be resolved? A posung from 
"Tony" illustrates a careful negotiation of the consumer 
ambivalence surrounding the conflicting meanings of retro 
brands 


"There's no way in hell a car could be sold ın today’s mar- 
ket based on the original The design 1s simply obsolete 
The old beetle was designed in the mid- 19305 for a nation 
1n economic trouble with few cars, at the request of Hitler 
The new beetle was designed in the '90s ın the US for 
mostly the U S and Europe, for people with more money, 
їп an utterly different marketplace Іп other words, OF 
COURSE the new Beetle has very little in common with 
the old other than the outline It couldn't realistically be 
any other way It's essentially a Golf with a different shell 
This ıs a very good thing Is there another car on the mar- 
ket with a design more audacious than the new Beetle? 
The sixties are long over So are the thirties, for that mat- 
ter Га thank VW for still making small cars with excellent 
design and personality You can always blend in with a 
Civic, Corolla, Cavalier (yech), etc 1f you'd rather (posted 
by "Tony," alt volkswagen beetle news group, February 
17, 1998) 
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Tony argues from the perspective of a moderate ratio- 
nalist laying out a logical argument to ease the tensions 
between two warring factions Discounting the intrinsic 
value of the past, he insists that the old brand must be 
adjusted for a new time, place, and set of target consumers 
Akin to Orrin, he shifts the argument about brand essence to 
superficial design elements and advertising-laden symbolic 
associations. The result, for Tony, 1s an up-to-date vehicle 
that still shares the enchanting personality of the old Beetle 
brand Enchantment indeed is the operative word, as many 
Star Wars fans testify 


Star Wars 


The original 1977 Star Wars movie attempted to disorient its 
consumers temporally by offering a faraway future world of 
spacecraft and intelligent robots subsumed within a fairy 
tale set 1n the distant past Star Wars Episode I—The Phan- 
tom Menace attempted to top this temporal dislocation Set- 
ting the fourth movie three episodes before the first was a 
stroke of marketing genius that created the neologism pre- 
quel This prequel demonstrates retro branding in the realm 
of connected products and services that characterize today’s 
“entertainment economy” (Wolf 1999) As a retro brand, 
The Phantom Menace stamps an established brand name, 
Star Wars, on a new movie that couples cutting-edge special 
effects with a cast of contemporary actors As with the new 
Beetle, it imaginatively melds a familiar brand name with ап 
all-new, up-to-date product 

The Phantom Menace not only contained history but 
also created history People waited in lines to sit through the 
trailers for the movie and then left the theaters before the 
main feature (Gaslin 1999) Die-hard fans 1n 30 U S. cities 
camped out on sidewalks for more than a month to be 
among the first to see the film, which spawned a documen- 
tary movie about their rite of endurance (Gaslin 1999) Fans 
exhumed old Star Wars collectibles, new Star Wars toys 
graced toy store shelves, and box office records were broken 
once more The buzz surrounding the rerelease was closer to 
a din Our analysis of consumer responses to this retro brand 
reveals additional insights into the management of brand 
meaning 


Allegory Star Wars’s brand story The movies Star 
Wars, The Empire Strikes Back, Return of the Jedi The 
Phantom Menace, and Attack of the Clones are parts of a 
saga set in a mythical world that blends past and future The 
saga 1s branded by the name Star Wars, and its story 1s a 
coming-of-age morality tale that segues into a tragic fall 
from grace As an entertainment brand, Star Wars contains a 
rich set of associations deriving from the narrative that 15 its 
core product The brand ts a universal myth populated with 
familiar mythic signs and boasting archetypal heroes, sor- 
cerers, sages, demons, fairy princesses, clowns, and elvish 
entities (for more on consumer myths, see Stern 1995) Each 
character 1n the Star Wars movies forms a subbrand in a 
complex, multidimensional brand constellation 

Many of the consumers who discuss Star Wars and its 
sequels, prequels, and even sequels of prequels often refer to 
the moral aspects of its narrative arc The heroic quest and 
its obstacles and overall purpose transcend consumers' ordi- 
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nary.experiences and give them a taste of the philosophical 
and the sublime previously associated mainly with religion, 
mysticism, and other spiritual practices. For example, con- 
sider the importance of the central brand story and its 
mythic references ın the following news-group postings 


As Yoda said, the Dark Side 15 always hard to see 
Except with someone like Darth Maul, who just reeks of 
evil. Sall, even him, when he's on Coruscant, probably 
doesn't go anywhere near the Jedi Temple Especially 
for (some might say cliché) views on good (heroic and 
brave) and evil (sneaky and tn-Sidious, pun intended), it 
would be natural for Sidious to be disguised and decep- 
tive (posted by "Randy, parenthetical comments in 
original, rec games frp gurps news group, May 22, 
1999) 


Darth Vader may have ended up becoming a twisted ver- 
sion of Anakin Skywalker but he started out acting with 
the best intentions Unfortunately, we all know the road to 
hell 1s paved with the best intentions Sure, Palpatine 
admits to using the Dark Side of the Force in E6 [Star 
Wars Episode 6—Return of the Jedi], but that’s just [the] 
name the Jedi have applied to the side they don’t use Pal- 
patine is willing to use it 1n order to achieve the ordered 
and peaceful galaxy he doesn't see existing under the 
Republic and the Senate Jedi would never use an ends to 
justify a means and that what separates the dark and light 
sides This 1s why the young Anakin will be willing to fol- 
low Palpatine, because of the good he can do, not the evil 
(posted by “Cam,” rec arts sf starwars misc news group, 
July 10, 2002) 


“Enk” In Return of the Jed: the emperor ıs not able to 
detect Luke or seemingly Yoda In the Phantom Menace 
the Jedi are not able to detect Darth Sidious or Darth Maul 
even though Darth Sidious was amongst them the whole 
time. Does this mean if you are totally good and totally 
evil you can not see one who 1s your opposite? 


“Roseanne” Well, while the Emperor/Sidious 1s presented 
as totally evil, who 1s totally good? I don’t think that Luke 
1s meant that way at all In fact, a good deal of the psy- 
chological drama 1s made out of Luke’s struggles against 
the temptations of evil (exchange posted between “Enk” 
and “Roseanne,” rec arts sf starwars misc, January 30, 
2001) 


These postings powerfully demonstrate two important 
points about the consumption of the Star Wars brand story 
First, the archetypal characters and plot elements of The 
Phantom Menace are interpreted allegorically as timeless 
didactic symbols alluding to a reality that transcends con- 
sumers’ mundane daily existence Star Wars 1s a myth of 
good versus evil It refers to human universals such as the 
battles between temptation and resistance, selfishness and 
generosity, personal and political, means and ends As con- 
sumers decode George Lucas's cosmology—dÓnspired by the 
archetypal reflections of the comparative religion scholar 
Joseph Campbell—they inevitably are also defining and 
processing moral characteristics and the meaning of morals 
for themselves For example, it may not be acceptable to 
favor ends over means, as Darth Vader does, but Cam finds 
it comprehensible and even honorable The brand story is 
deeply implicated ın this personal activity of mapping out 
acceptable definitions and behavior 


Second, the way consumers weave together notions from 
all five Star Wars movies 1s noteworthy Interpreting the story 
as a continuing saga, they treat the brand as one single text 
rather than five separate texts By using common characters 
and motifs in marketing images (such as the giant head of the 
villain as the looming background for both movie posters), 
the producers cue consumers to make comparisons These 
comparisons between texts suggest that the prequels suc- 
cessfully blend into the same brand story of the first motion 
picture. Consumers consider the separate products a single 
narrative, a single brand, a single “тогаПесогу " 


Arcadia Star Wars’s idealized community The first Star 
Wars movie begins with a trumpet flourish and the words, 
“A long time ago, їп a galaxy far, far away” With this reso- 
nant phrase, the creator George Lucas marks the imaginary 
realm of Star Wars as a “luminal,” or borderland, state that 
exists beyond ordinary life (Turner 1967) It is in the open- 
ness that accompanies this displacement that consumers find 
their sense of connection and meaning Consumers have 
roamed for almost three decades in the wild, if imaginary, 
frontier that Star Wars founded Anthropologists report that 
ltminal places and states contribute to altered states of con- 
sciousness, assist people in escaping from everyday rou- 
tines, and hold out the possibility of self-transformation 
Like sidewalk squatters outside movie theaters, consumers 
occupy the space created by Star Wars’s brand story and use 
elements of it to construct their own utopran domains 

This process 1s encouraged, and even accelerated, by 
Star Wars’s setting in a bygone age of adventure, imagina- 
tion, and magic As a brand, Star Wars represents a timeless 
tale of liberaung empowerment In addition, for many Star 
Wars consumers, the sense of nostalgia they derive from the 
brand also derives from their personal experiences with the 
brand during childhood (see also Holbrook and Schindler 
1989, 1994, 1996, Moore, Wilkie, and Lutz 2002) By turn- 
ing the inner sanctum of a darkened theater into a summon- 
ing space for viewers' inner child, the saga combines the 
nostalgic with the paradisiacal "Allan" said that seeing The 
Phantom Menace's opening title, with 115 direct evocations 
of Star Wars symbolism, “took me back to when I was 11, 
and me and my brother got to see Star Wars 1n my grandfa- 
ther's theater Front-row center when the blockade runner 
and Star Destroyer wooshed right over my head" 
(rec games frp gurps news group, May 25, 1999) Allan's 
recollections precipitate а para-Proustian return to the past 
by commingling family ties, privileged viewing positions, 
and preteen fantasies His wonderment mixes fantasy with 
reality, the demarcation between being part of an audience 
in a theater and floating suspended :n outer space has 
become one Many other message posters echoed Allan in 
exhibitionistic displays of childhood dreams and nostalgia 


Having seen the original Star Wars films more times than 
I сап count (more times than any adult cares to admit), I so 
wanted to love this movie I was mentally prepared to be 
swept back into a world [ haven't seen anew since I was 
17 With the imagination behind the first trilogy reinvigo- 
rated by a long rest, and equipped with technology not 
even imagined in 1977, I expected an unequalled tnumph 
of the imagination [I have to айти that І did not mind the 
character of Jar Jar Binks, Qui-Gon Jinn's reluctant comic 
sidekick So much negative hype about how annoying this 


character was going to be had spread like wildfire though 
the Star Wars fan community that 1t was impossible for Jar 
Jar to live down to ıt (posted by “Peter,” rec arts sf star- 
wars misc news group, May 23, 1999) 


Peter's posting also reinforces the close connection 
between Star Wars's retro brand and childhood or adoles- 
cence. It ıs as 1f the brand has magical powers to transport 
consumers back in time, to thrill them їп a way they have not 
been thrilled since they were children In his detailed review 
(most of which is cut here for brevity's sake), Peter's narra- 
tive also shows that he sees himself as a spokesperson for an 
enormous Star Wars fan community of which he 15 a mem- 
ber The brand community had been anticipating the film for 
a long time, and its word-of-mouth connections, especially 
over the Internet, were formidable (see Kozinets 1999, 
2001, McAlexander, Schouten, and Koening 2002, Muniz 
and O'Guinn 2001) Peter must defend his own opinion of 
the character Jar Jar Binks against the extant strong negative 
consensus of the community, which demonstrates how the 
brand community influences consumer opinion 

In this vein, some community members contend that the 
revived Star Wars film was not sufficiently distant from the 
present—a necessary condition for it to enable suspension 
of disbelief and evoke a wondrous place set apart А com- 
mon news-group complaint was that the film contained too 
much contemporary vernacular, such as “that’s gotta hurt” 
“Calvin,” for example, unequivocally stated "Look I’m a 
fan here I'm willing to really work to suspend disbelief I’m 
willing to go out of my way to try to get into the mood But, 
c’mon, George Lucas—meet me halfway!” (rec games frp 
gurps news group, May 22, 1999) Calvin’s comments sug- 
gest that though he ts highly motivated to believe in the 
movie, the text must also conform to accepted conventions 
Even before the release of Star Wars Episode II—Attack of 
the Clones, there was a mayor fan outcry reported in the 
news and shared on the news groups The outcry pertained 
to the cameo roles given to the pop-music boy band N’Sync 


The online response from the huge Star Wars fan commu- 
nity was immediate and condemnatory, many felt that the 
independent, fly-tn-the-face-of-convention sci-fi franchise 
was become [sic] just another pop culture marketing gim- 
mick, and that N'Sync's involvement was another nail 1n 
15 coffin This week, however, LucasFilm proved that ıt 
does listen to 115 fans Because of the outcry and dismay 
expressed on various fan Web sites (notably TheForce 
net), they made the decision to cut N'Sync's parts from the 
film (news release posted by “Anthony,” rec music artists 
kings-x news group, January 14, 2002) 


This posting reinforces the existence, power, and peril of 
an active, involved brand community The inference from 
these complaints 1s that if the film ıs too contemporary it 
shatters the illusion of iconic events unfolding 1n a place set 
apart from today Ironically, the original Star Wars films (not 
least, the notorious Star Wars Holiday Special) were as 
much a part of their own era, the Seventies and Eighties, as 
the retro prequels are a part of theirs In addition, there is 
concern, as there is for the New Beetle, that the retro brand 
is merely a marketing gimmick For the Star Wars brand, its 
idealized community: 1s composed of not only the famous 
fan base but also the communities associated with at least 
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two other idealized past times partially evoked by the story, 
which are held in high esteem by community members 
These are, first, the brand story’s close-knit community of 
rebels and sorcerers and, second, the rich associations of 
childhood delight evoked by the original Star Wars brand 


Aura Star Wars wanes As Peter’s aforementioned post- 
ing attests, when the new Star Wars movie was released, 
many Internet news groups were awash in rankings, ratings, 
interpretations, and autopsies of the movie The majority of 
these messages assessed the extent of the movie’s authentic- 
ity, that 1s, the presence of the original Star Wars brand 
essence in the prequel There was considerable commentary 
on the precious, incomparable, singular, and sacred qualities 
of the original, which ts analogous to Benjamin's conception 
of the almost holy aura of original artworks Consumers 
complained that the movie's representation of “medichlort- 
ans,” an essentially biological explanation for the hitherto 
ineffable Force, was “lame,” “anti-mystical,” and generally 
ran against the grain of the original movies (see various 
postings at rec games frp gurps news group, May 22, 1999) 
Consumers’ concerns are captured ın a more general sense 
in the following news-group message 


Seriously People who think Phantom Menace and Jedi 
are in any way close to the quality of the first two movies 
just did not get what was special about those two movies 
in the first place Phantom Menace and Jedi are JUST 
MOVIES Star Wars and Empire seemed something more 
(posted by “Todd,” alt fan starwars news group, August 
18, 1999) 


Todd's comments, which must resort to emotional gener- 
alities, suggest that consumers can only struggle to describe 
precisely their judgments of brand essence—whether the 
reproduction has the core values and authentic identity of the 
original brand In Todd's posting, these qualities. seem 
beyond rational terms, they are only recognized when vis- 
cerally grasped Consumers appreciate the ineffable, mysti- 
cal nature of their attachment to the brand in frequent self- 
deprecating jokes about their own obsessions After one 
message poster stated that The Phantom Menace 1s just a 
movie and people need to get on with their lives (apparently 
a reference to the extreme sidewalk-sitting behavior preced- 
ing the prequel’s release), "Chandler" replies 


Foolish Heretic The Archangel Gabnel descended from 
heaven and instructed the prophet Lucas with the Fourth 
Testament He is 1n the process of filming the more dra- 
matic parts Thts 1s authentic Holy Scripture you pass off 
with “it’s just a movie" Do you accuse the Bible of just 
being a book? The Tablets of Gold and the Ruby Specta- 
cles of just being jewelry? The Ark of the Covenant of just 
being a bug lamp?" (rec games frp gurps news group, June 
10, 1999) 


Although Chandler is clearly being playful with his use 
of religious language, many Judeo-Christian believers might 
consider his comparisons blasphemous His comparisons 
are founded on the assertion that The Phantom Menace pos- 
sesses vivid brand authenticity and powerful authority They 
also suggest that the Star Wars brand is a deeply meaningful 
creation affecting some people's lives profoundly As with 
the New Beetle, however, consumers are divided on the 
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authenticity issue and cannot agree on the cnteria that 
should be used to judge ıt Although the concepts of brand 
identity and brand essence seem relatively straightforward, 
this analysis of the Star Wars brand suggests that they are 
much more complex from the consumer standpoint Con- 
sumers cocreate the brand meaning by carefully reading and 
interpreting. brand-related communications, adding their 
own personal histories, and continually delving into defini- 
tions of the brand's authenticity 


Antinomy Star Wars’s brand paradox The stewardship 
of Star Wars’s commercial cosmos offers important insights 
into brand meaning management The series creator George 
Lucas and his creative team have spent more than a quarter 
of a century carefully managing their brand extensions To 
do this, they have had to control the antinomy, or the para- 
doxical essence, the *paradessence" (Shakar 2001), of their 
brand One of the key challenges Lucas and his marketing 
team have faced is consistency In the dynamic deal-making 
and almost embarrassingly merchandized world of success- 
ful entertainment opportunities, could they bolster brand 
essence and avoid brand dilution? If one story maintained 
that the Force was all-powerful and another maintained that 
it had limits, what would the effects be on the extended 
brand story? 

To answer this question, consumers must and do follow 
sets of rules about what constitutes a “real” or “authentic” 
Star Wars brand story In fan debates on the alt startrek vs 
starwars news group, “Pat” (May 23, 2002) told other fol- 
lowers to consult the official guidelines on the Star Wars 
Web site to help determine what constitutes its actual brand 
story According to the Web site, the “real story of Star Wars” 
1$ contained in the films “апа only the films ” It discounts the 
authority and authenticity of book and comic book noveliza- 
tions, trading cards, and other subnarratives On the official 
Web site and in Star Wars fan idiom, the guidelines аге 
called “canon” and generally considered sacrosanct 

However, some Star Wars fans resist the edicts of the 
series’ marketers and those telling them that any product 
bearing the official brand is the genuine article As is clear 
from the preceding comments of Calvin and Todd, despite 
the increased technological sophistication of the prequel, 
some perceive the newer Star Wars film as failing to fit in 
with the spirit of the past The retro brand is thus perceived 
as inauthentic, 1nadequate, and ultimately unacceptable 

In the fascinating, activist, emotionally charged com- 
ments of “Bull,” precipitated by the latest Star Wars prequel, 
Attack of the Clones, ıt seems that virtually everything from 
the retro-branded movie 1s deemed inferior to the original 
(see alt fan starwars news group, May 10, 2002) In perhaps 
the ultimate act of consumer resistance, Bill vehemently 
argues that fans should wrest control of Star Wars from its 
official owners and produce and distribute their own, more 
authentic version of The Phantom Menace 


We the fans need to take Star Wars back from its evil cre- 
ator [ propose that we form a secret, rebel group that will 
create a REAL EPISODE 1, in secret, and release it over 
the Internet using encrypted e-mails and distributing 
DVD's Once it gets out, there will be no stopping it, 
because people will copy tt to each other It will be illegal, 
but what will happen, will the F***ING THOUGHT 


POLICE OF GEORGE LUCAS come and try to take it 
from us? Nobody owns the characters of Star Wars That's 
so much bullshit You can't own my religion! You can't 
own the very metaphor I interface reality with! Well, OK, 
maybe you could if you were going to MAKE A GOD- 
DAMN GOOD STAR WARS MOVIE, but this crap just 
won't do (alt fan starwars news group, May 10, 2002) 


In a different discussion about the religious responses to 
the Star Wars brand (a message thread titled “Star Wars—A 
New Religion"), fans reached equally resentful conclusions 
"Adam" began by suggesting that Australian Star Wars fans 
write "Jedi" as their religion on the country's census form, 
because if 10,000 people subscribe to the same sect, it 
becomes a fully recognized and legal “religion” (see aus dvd 
news group, April 3, 2001) The “Jedis” then might even 
name their own holidays and gain government benefits To 
this, "Zack" responded 


There 15 a downside to this business. Since George Lucas 
is THE CREATOR, that would make him GOD It’s bad 
enough in the ancient religions having a God that 1s either 
cruel or apathetic but to have one that constantly milks you 
for money while їп return giving you extra Computer Gen- 
erated muppets as a Special Edition 1s just ludicrous 
(aus dvd news group, April 4, 2001) 


Bill's diatribe offers opposing poles of the profane mar- 
ket and the sacred myth (see Belk, Wallendorf, and Sherry 
1989) Zack's posting 1s resentful of the myth- and money- 
making power manifested in George Lucas as a person. Both 
message posters demonstrate that though the brand ts clearly 
recognized as a commercial creation, it 1s also a deeply 
meaningful part of some consumers’ lives—it 1s enthusiasti- 
cally represented as a powerful metaphor for living and even 
for religion These comments suggest not only that com- 
merce and the sacred are cultural opposites but also that 
their intermixing in brands such as Star Wars has consider- 
able cultural power (see also Kozinets 2001, pp 76—78) In 
support of these findings having wider marketing relevance, 
Peñaloza (2000, p 105) finds similar tensions between 
"commerce" and "soul" among ranchers of the Amertcan 
West and concludes that the West ts a site for “the produc- 
tion of profound cultural meanings " Bill's and Zack's post- 
1ngs express these important tensions 1n terms of a brand and 
the different responses to them They respond to the brand 
paradox behind Star Wars's combination of creed and com- 
merce, piety and profanity, mana and money 


Discussion 


Implications for Understanding Retro Brands 


Retro brands will have continuing appeal as a marketing strat- 
egy for two important reasons First, technology and imitation 
quickly eradicate first-mover advantage, yet a competitive 
edge is gained by tapping into the wellsprings of trust and loy- 
alty that consumers hold toward old brands Second, consider 
Davis's (1979) contention that communal nostalgia increases 
during chaotic times The tumultuous post-September 11 
world 1s likely to see more rather than less retro branding Early 
Indicators seem to confirm this trend Firms such as River West 
Brands LLC, headquartered in Chicago, are actively acquiring 


neglected brands such as DUZ detergent and Aero Shave foam 
to attempt to relaunch them nationwide (Van Bakel 2002) Our 
analysis suggests that these two reasons, the rapidity of new 
product launches and the increasingly unstable cultural envi- 
ronment, are important causes of the nse of retro branding 
Yet despite the evident populanty of old-style products 
among contemporary consumers, our findings suggest that 
managing retro brands is a complex affair It is not simply a 
matter of rebroadcasting an old advertisement, relaunching 
a long-delisted brand, or boasting about an organization’s 
illustrious heritage (cf Aaker 1996) It 1s more intractable 
than this because the brand ıs reanimated jointly by stake- 
holders The brand ts a milieu where marketing management 
and consumer commutment coexist As Fournier (1998) 
demonstrates, consumers have deep relationships with 
brands, our data bring to light some of the complex histori- 
cal, allegorical, and paradoxical qualities of those relation- 
ships Consumers’ arguments and agreements about the 
New Beetle and Star Wars, for example, demonstrate that 
the management of brand meanings can be a jointly told tale 
or a vicious verbal duel 
In relation to past research, our data especially bring to 
light the communal elements of brand meaning management 
їп a retro context Given its mythological status and histori- 
cal context, retromarketing represents the acme of 
community-based relationship management A retro brand 
15 a powerful totem that regathers its loyal users into a con- 
temporary clan Members of the clan share an affinity that 
situates them in a common experience of belonging, both to 
a brand community (Muniz and O'Guinn 2001) and to a par- 
ticular era and its ethos The retro brand carries and con- 
cretizes these important symbolic elements in perpetuity 
Furthermore, our findings demonstrate that retro brands 
enable consumers to negotiate the moral geography of their 
lives Despite, or perhaps because of, the nomadic character 
of contemporary social relations, consumers use retro 
brands to return briefly to an imagined era of moral cer- 
tainty This moral element is an important source of a 
brand's continuing reinvigoration and a singular contribu- 
tion of this study It is inscribed, for example, in the Star 
Wars paradox, 1n which good and faithful consumers are 
exploited by the evil, moneygrubbing George Lucas Moral- 
ity 1s also at the core of brand essence, which is the central 
tension driving the Volkswagen Beetle's brand story of ide- 
alism, environmentalism, independence, and nonconformity 
In summary, the communities that coalesce around retro 
brands differ from other brand communities (eg, 
McAlexander, Schouten, and Koening 2002, Muniz and 
O'Guinn 2001) in the moral and utopian character of the 
“consciousness of kind" (Muniz and O’Guinn 2001, р 418) 
to which their members subscribe The retro brand is a por- 
tal to a temporal sanctuary, which admits the community 
periodically for purposes of renewal and rejuvenation The 
retro brand is a creative. anachronism, imaginatively 
employed by the community as a metasocial commentary on 
the contemporary cultural scene The preservation and active 
reconfiguration of collective memory 15 the lifework of the 
community It should come as no surprise, then, that brand 
managers are increasingly turning to the mythological and 
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poetic (Randazzo 1993) as well as the archetypal (Mark and 
Pearson 2001) in their attempts to reinvigorate ailing brands 

Which brands most qualify for revival? Our analysis 
suggests several salient qualities Although it may lie dor- 
mant in collective memory, the brand must still exist as a 
brand story, yet 1t should remain relatively undisturbed by 
recent marketing attention The brand must have a vital 
essence, that 15, ıt must have existed as an important icon 
during a specific developmental stage for a particular gener- 
ation or cohort It must be capable of evoking vivid yet rel- 
evant associations for particular consumers Perhaps most 
1mportant, the retro brand must be capable of mobilizing a 
utopian vision, of engendering a longing for an idealized 
past or community In this respect, the brand must inspire a 
solidarity and sense of belonging to a community Ideally, 
the brand should be amenable to both technological and 
symbolic updates so as to ensure its perpetual relevance to 
consumers, who constantly revise their own identities. In 
these considerations, we find the central elements of Alle- 
gory (brand story), Aura (brand essence), Arcadia (idealized 
community), and Antinomy (brand paradox) that inform our 
4As analysis 


Implications for Brand Meaning Management 


Marketing scholars from Alderson (1957) to Zaltman (1997) 
have recognized the importance of the experiential nature of 
the brand, but perhaps not since the heyday of motivation 
research (e g , Dichter 1960) has there been such a resur- 
gence of interest in brand phenomenology The most suc- 
cinct 1f overstated justification for this interest is the con- 
tention that some conceptualize a product as “no more than 
an artifact around which customers have experiences” (Pra- 
halad and Ramaswamy 2000, p 83) From the pioneering 
work of Levy (1999) and Hirschman and Holbrook (1982) 
through the current wave of postpositivist inquiry (eg, 
Brown 1995, Fournier 1998, Fournier and Mick 1999, Holt 
2002, Kozinets 2001, Pefialoza 2000, Sherry 1998, Thomp- 
son 1997), the tendency to regard brands as symbolic cre- 
ations has led to the conclusion that the management of 
meaning must underlie marketing strategy That marketers 
are quintessentially meaning managers, shaping the expert- 
ence of consumers, 15 intuitively plausible That meaning 
management involves attending to the creative activity of 
consumers, or that consumers might justly be regarded as 
the cocreators of brand essence, 15 equally plausible, if less 
fully appreciated 

Strategic brand management models, both comprehen- 
sive (Keller 1998) and circumscribed (Aaker 1991, 1996), 
tend to downplay the complex, heterogeneous, and ехрегі- 
ential nature of consumer-brand relations These models 
generally adopt a more cognitive or structural view of the 
brand and overlook much of the emotional complexity that 
endows the brand with texture, nuance, and dimensionality 
Furthermore, although customer-based approaches to brand 
equity allow for the existence of idiosyncratic consumer 
response, they encourage managers to view this experience 
as a passive or reactive result of marketing intervention For 
example, recent studies on brand extensions conceptualize 
brand meanings as well-developed networks of associated 
beliefs and feelings (eg, Desai and Keller 2002, John, 
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Loken, and Joiner 1998) A study of the process element of 
brand meanings 1s valuable, but 1t does not and should not 
substitute for a sophisticated knowledge of the cultural con- 
tents of those meanings By seeking singular, aggregate 
brand meanings among populations, these association-based 
network approaches tend to underplay the complexity and 
difference among consumers—let alone consumers! own 
active making of meaning—that our approach brings to the 
fore 

In this article, we show consumers to be partners in the 
cocreation of brand essence and importers of meaning from 
beyond the marketplace Consumers draw holistically from 
their lived experiences with products, history, mass media, and 
one another, as well as marketing sources, for the meanings 
they ascribe to brands Whereas Stern (1988) recommends that 
advertising be considered intrinsically allegorical, our research 
suggests a broadening and extension of this perspective Sum- 
marized by the 4As abbreviation, we believe that brands them- 
selves can be usefully considered complex stories and that the 
most successful brands have “morallegorical” qualities 

Brand stories аге partly composed of the meanings and 
associations emanating from advertisers апа marketers, 
however, they are also constructed by the mass media, press 
releases, news stories, and related celebrities Most 1mpor- 
tant for retro brands, they are redolent of historical periods, 
temporal connections, and their attendant national, regional, 
and political associations (e g , the Beetle's vestigial links to 
Nazi Germany) Consumers construct their own brand sto- 
ries using the raw material of producer and cultural inter- 
mediary stories and adding their own idiosyncratic view- 
points, needs, goals, and experiences As our data set 
demonstrates, networked information technology has made 
the widespread sharing of these brand stories among inter- 
ested consumers much easier and much more global than it 
has been previously These consumer communities play an 
important role in cocreating brand stories They can also 
serve as settings in which those stories take place As 
Meredith and Schewe (2002) note, cohorts of consumers are 
nostalgic together and can idealize similar versions of 
utopia Consumers use idealized times and places—those of 
Seventies childhood innocence and Sixties flower power, for 
example—as settings that lend depth and vitality to brand 
meanings The result of this animation 1s a brand with core 
values, a brand animated by its story and containing a moral 
character and identity Our study thus suggests that Aura 
(brand essence), Allegory (brand stories), and Arcadia (1de- 
alized community) are the character, plot, and setting, 
respectively, of brand meaning 

Antinomy, the final element of our 4As abbreviation, 1s 
perhaps most important of all, for brand paradox brings the 
cultural complexity necessary to animate each of the other 
dimensions The brand is both alive and not alive, a thing 
and a personality, a subject and an object This ts the para- 
doxical kernel of brand meaning The story is both truth and 
fiction, composed of clever persuasions and facts, devised 
by distant copywriters and real users This is the central 
conundrum of brand story and consumer-marketer co- 
dependence The idealized community 15 both a real com- 
munity and a pseudocommunity, moral and amoral, in thrall 
to a commercial creation and a rebellious uprising, depen- 


dent and independent, a gathering of both angry activists 
and covetous consumers For a retro brand, the tension 
between past and present—and even, as ın our two exam- 
ples, the future—also vivifies brand meanings Retro prod- 
ucts seem custom-made to address a core paradox at the 
heart of brand management Retro combines the benefits of 
uniqueness, newness, and exclusivity (with its hints of 
higher functionality, class, styling, and premium prices) 
with oldness, familiarity, recognition, trust, and loyalty 
These intrinsic paradoxes underpin a product's élan vital, 
the creative life force at the heart of the retro brand’s extra- 
ordinary appeal 


Conclusion 


According to the acerbic comedian George Carlin (1998, p 
110), contemporary consumer culture is beset by “yesterma- 
nia,” an inordinate fondness for revivals, reenactments, 
remakes, reruns, and re-creations Certainly, the merest 
glance across today’s marketing landscape reveals that retro 
goods and services are all around Long-abandoned brands, 
such as Airstream (trailers), Brylcreem (pomade), and Char- 
һе (cologne), have been adroitly reanimated and successfully 
relaunched Ostensibly extinct trade characters, such as Mr 
Whipple, Morris the Cat, and Ms Chiquita Banana, are stand- 
ing sentinel on the supermarket shelves once more Ancient 
commercials are being rebroadcast (e g, Ovaltine, Alka- 
Seltzer), timeworn slogans are being resuscitated (е g, 
“Good to the last drop,” “Look, Mom, no cavıties”), and long- 
established products are being repackaged in their original 
eye-catching liveries (е g , Necco wafers, Sun-Maid raisins) 
We have examined the rise of retro brands ın an attempt 
to develop tractable theory that contributes to marketing 
principles and practice We have reviewed the pertinent lit- 
erature on nostalgia and, using an appropriately retro 
research method, have empirically investigated two exem- 
plars of retro branding, the Volkswagen New Beetle and Star 
Wars Episode [—The Phantom Menace We found that the 
meaning of retro brands inheres in four key characteristics 
Allegory, Arcadia, Aura, and Antinomy These characteris- 
tics 1ndicate that the social and cultural forces that animate 
brand meaning are considerably more complex than prior 
conceptualizations suggest Brands mean more than rela- 
tively fixed arrangements of associative nodes and attrib- 
utes Complexity, heterogeneity, dynamism, and paradox are 
integral aspects of the consumer-brand relationship Not 
only are brands fixed cognitive associations of meanings, 
they are also dynamic, expanding social universes composed 
of stories They are social entities experienced, shaped, and 
changed in communities Therefore, although brand mean- 
ings might be ascribed and communicated to consumers by 


marketers, consumers in turn uncover and activate their own 
brand meanings, which are communicated back to marketers 
and the associated brand community This 1s not to say that 
brand management is impossible in а world of consumer- 
mediated meanings, but only that it is more complex than 
before and cocreated rather than imposed by managerial 
dictate 

Our analysis of brand stories and their managerial sig- 
nificance complements the increasingly accepted view that 
brands are no longer expected to be reassuring to consumers, 
they must inspire consumers to take risks (Kapferer 2001) 
Fournier and Mick (1999) note that consumer satisfaction 
with technological products should be built on surprise, the 
unexpected, a challenge To create this challenge, brand man- 
agers must take risks and boldly go where managers have 
been reluctant to go before Nike’s championing of global 
labor standards in response to a boycott of its brands is a per- 
fect example of this propensity Brand meanings, moreover, 
must be managed as community brands, as brands that belong 
to and are created in concert with groups of communities 
(Kozinets 1999, 2001, 2002b, McAlexander, Schouten, and 
Koening 2002, Muniz and O'Guinn 2001) These communi- 
ties exist in local and technologically mediated arenas They 
are ambivalent, dynamic, and contested cultural spaces In 
brand-building efforts, marketers must locate relevant gather- 
ings of these groups and address them collectively as well as 
continue to address solitary consumers The effect of under- 
taking these new strategies will be an enlivening of our evolv- 
ing understanding of brands and their cultural meanings 


Appendix 
internet Data Sources Used in 
Data Set 


The news groups we examined include the following 
rec autos makers vw watercooled, rec autos makers vw air- 
cooled, rec autos marketplace, alt volkswagen beetle, 
rec games frp gurps, alt fan starwars, rec arts sf starwars 
collecting misc, rec arts sf starwars collecting vintage, rec 
arts sf starwars games, rec arts sf starwars misc, and rec 
arts movies current-films 

The Web sites we investigated include Peter's New Beetle 
Experience at http //broca aecom yu edu/beetle/new. beetle 
shtml, http //www newbeetle org, Retro New Beetle Head- 
quarters at http //homepage mac com/retro nb, Countdown 
to Star Wars at http //www countingdown com/movies/ 
episode-i, TheForce Net at http //www theforce net/ 
prequels/, and a range of online fan Star Wars movie reviews 
(e g , http //www mindspring com/-sejohnson/ mag/reviews/ 
Epl. review html) 


ва 
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David E. Sprott, Kenneth C. Manning, & Anthony D. Miyazaki 


Grocery Price Setting and Quantity 
Surcharges 


Quantity surcharges occur when the unit price of a brand's larger package is higher than the unit price of the same 
brand's smaller package The authors examine how price-setting practices in the grocery industry help explain the 
existence of quantity surcharges Two studies support the authors' contention that common pricing practices aimed 
at establishing a favorable store—price image can result in quantity surcharges First, an experiment shows that 
consumer demand and the importance price setters place on establishing a low store-price image have an inter- 
active effect on price-setting behavior Second, an examination of retail sales volume, price, and cost data sug- 
gests that such price-setting reactions can result in quantity surcharges when certain asymmetries in demand exist 
across package sizes The authors also discuss managerial and public policy implications along with areas for fur- 


ther study 


ple sizes of a brand (1e, brand-sizes) to be priced in a 

quantity-discount fashion, such that a brand's larger 
package costs less per unit than does a smaller package 
(Granger and Billson 1972, Manning, Sprott, and Miyazaki 
1998, Nason and Della Bitta 1983, Wansink 1996, Widrick 
1979b) Contrary to these expectations, quantity surcharges, 
which occur when the larger brand-size has a higher unit 
price than an otherwise identical smaller package of the 
same brand (Widrick 19792, b), are common in the retail 
grocery market Research has found that quantity surcharges 
occur in 16% to 34% of supermarket brands that are avail- 
able in two or more package sizes (Agrawal, Grimm, and 
Srinivasan 1993, Manning, Sprott, and Miyazaki 1998, 
Nason and Della Bitta 1983, Walker and Cude 1984, 
Widrick 1979a, b, Zotos and Lysonski 1993) The most 
recent investigation finds a 27% incidence of quantity sur- 
charges across two US markets (Manning, Sprott, and 
Miyazaki 1998) 

In light of the evidence that quantity discounts optimize 
profitability (Dolan 1987, Oren, Smith, and Wilson 1982), 
the high incidence of quantity surcharges in the marketplace 
1s unexpected A common but empirically unsupported 
proposition for why pricing practices result 1n quantity sur- 
charges 1s that retail price setters use surcharges to price dis- 
criminate against consumers who expect quantity-discount 
pricing (Agrawal, Grimm, and Srinivasan 1993, Gupta and 
Rominger 1996, Nason and Della Bitta 1983, Widrick 1985, 
Zotos and Lysonski 1993) More specifically, this proposi- 


| general, retail executives and consumers expect multi- 
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tion holds that retailers attempt to increase profits by raising 
the prices of larger packages at the expense of consumers 
who neither expect nor notice quantity-surcharged items 
Although we agree that the actions of retail price setters can 
lead to quantity surcharges, we contend that surcharges 
often occur as an unintentional by-product of common 
price-setting processes and that they can have a positive 
impact on consumer welfare 

We propose that quantity surcharges occur as retail gro- 
cery price setters, who are concerned about having a low 
store—price image, monitor and respond to competitors’ 
prices associated with popular brand-sizes (1e , stockkeep- 
ing units [SKUs] with the greatest unit sales volume) When 
a popular brand-size ts also a smaller brand-size, we propose 
that a quantity surcharge ts more likely to occur In the fol- 
lowing section, we develop hypotheses about how consumer 
demand and the importance of a low store-price image 
influence retail grocery prices After an experimental test of 
the hypotheses with actual grocery price setters (Study 1), 
we detail how such pricing practices can lead to quantity 
surcharges, and we test the premise using data from a 
regional grocery chain (Study 2) 


Grocery Price Setting 


In the retail grocery industry, price is and likely will remain 
the predominant basis for cross-chain competition (e g , 
Garry 1994, Kahn and McAlister 1997, Mathews 1997, 
Urbany, Dickson, and Key 1990) Accordingly, establishing 
a low store-price image 1s a common priority among gro- 
cery firms (e д, Cox and Cox 1990, Dickson and Urbany 
1994, Snyder 1993, Wellman 2000) The industry's endur- 
ing focus on price ts likely exacerbated by the consistent 
finding that “low prices" are among the most important 
attributes consumers consider when selecting which super- 
markets to patronize (e g , Progressive Grocer 1992, 1996, 
2000) 

Given this strong emphasis on establishing competitive 
prices and the oligopolistic nature of supermarket competi- 
tion (eg, Alderson 1963, Baumol, Quandt, and Shapiro 
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1964), ıt ıs not surprising that grocery retailers actively 
monitor competitors’ prices (Hess and Gerstner 1991, Levy 
et al 1997, 1998, Snyder 1993, Urbany, Dickson, and Key 
1990) Much of the price monitoring occurs on a monthly or 
weekly basis (Levy et al 1998, Snyder 1993) and 1s con- 
ducted by company personnel or external price monitoring 
services (Levy et al 1997, 1998) 

Instead of monitoring prices on all products, grocery 
retailers most actively monitor competitors’ prices of top- 
moving items (1 e , SKUs with relatively high unit sales vol- 
ume) (Snyder 1993) Retailers focus their price checks on 
top-moving items because consumers’ store-price images 
depend on their price perceptions of such products This 
behavior ıs consistent with the “price awareness hypothesis" 
(Cassady 1962, Holton 1957, Nagle and Novak 1988), 
which holds that consumers form relatively clear internal 
reference prices for frequently purchased items, and the ref- 
erence points are influential in evaluating retail prices and 
forming store-price images In support of this hypothesis, 
field studies have found that sales associated with “stock- 
up" items (1 e , frequently purchased items that can be stock- 
piled) are particularly responsive to supermarket price 
changes (Calantone et al 1989, Litvak, Calantone, and War- 
shaw 1985, Meloche, Calantone, and Delene 1997) 

The nature of the retail grocery industry motivates price 
setters to establish or maintain prices that are as low as or 
lower than their key competitors’ prices for top-moving 
items (Dickson and Urbany 1994) As Dickson and Urbany 
(1994, p 14) state, “industry executives firmly believe that 
certain high-volume products are critical bellwethers of a 
store’s price image" and that “executives are highly sensitive 
to competitive differentials on these items” Researchers 
exploring supermarket pricing support this assertion, finding 
that markups are lowest on items with high unit sales vol- 
ume (Nagle and Novak 1998, Preston 1963) 

In addition to attempting to establish a low store-price 
image, the rationale for maintaining low prices on a subset 
of items 1s provided by “market basket pricing" (Preston 
1963), or what has more recently been referred to as 
“implicit price bundling” (Mulhern and Leone 1991) As 
Mulhern and Leone (1991) demonstrate, 1t 1s necessary to 
anticipate own-price elasticities for products that are offered 
at a low price and cross-price elasticities between them and 
other items offered by the retailer to exploit interdependen- 
cies 1n demand and to maximize profitability 

The preceding discussion is summarized by the 
following 


*Establishing a low store-price image 15 a common positioning 
priority among grocery retailers 

*Grocery retailers monitor competitors’ prices (through pen- 
odic price checks) with a focus on top-moving items (1e, 
SKUS with high unit sales volume) 

ePrice setters concerned about creating a low store-price 
image are motivated to establish or maintain prices for top- 
moving items that are as low as or lower than their key com- 
petitors" prices 


These processes indicate that grocery price setters 
believe consumers are particularly sensitive to prices of pop- 
ular (high volume) items Thus, price setters may use vol- 
ume as a surrogate measure of price elasticity, that is, the 


lugher the sales volume for an item, the higher are the per- 
ceived own- and cross-price elasticities As such, when price 
setters encounter a situation in which key competitors’ 
prices are lower than their own price, they are more likely to 
decrease the retail price if the particular нет 15 a (ор- 
moving (rather than a slow-moving) item We expect such 
price decreases to be more prominent among price setters 
who are highly concerned about establishing а low store- 
price image Accordingly, we hypothesize the following 


Н; When key competitors’ prices are relatively low оп an 
item, (a) sales volume has a negative effect on price, and 
(b) the greater the importance of a low store-price image, 
the stronger 1s the negative influence of sales volume on 
price 


Study 1 


Study 1 examines the interactive effects of consumer 
demand and store-price image on the behavior of retail gro- 
cery price setters (as hypothesized in H,) We designed the 
experiment to provide evidence of the retail grocery price- 
setter behavior that we propose results 1n surcharges given 
certain brand-size demand asymmetries, which we discuss 
(and test) after Study 1 


Pretest 


We conducted a pretest to determine the types of informa- 
tion grocery retailers most often use when evaluating and 
adjusting prices The pretest participants were price setters 
who we asked to “consider the times that [they] conduct 
periodic evaluations of [their] store’s regular, nonpromo- 
tional prices for various packaged-goods items” and pre- 
sented with a list of 12 types of information We instructed 
the price setters to check the types of information that they 
“normally use to decide to change any particular SKU’s 
price,” and we gave them the opportunity to provide any 
other information not on the list (As we describe subse- 
quently, we also collected additional questions to help guide 
Study 2 analyses ) 

The sampling frame comprised all US retail grocery 
chains as listed 1n the Chain Store Guide's 2001 Directory of 
Supermarket, Grocery, and Convenience Store Chains, we 
used the same sampling frame for the main experiment We 
selected grocery chains randomly and telephoned them to 
identify the primary price setter We then faxed the pretest to 
price setters (each represented a different retail grocery 
chain) Of the 37 price setters who received the pretest, 20 
(54 1%) completed it 

None of the open-ended responses (n = 8) were provided 
by more than one price setter, and thus we did not tnclude 
them in the subsequent results For each respondent, we 
weighted the types of information marked by the inverse of 
the total number of information types selected, we then 
summed the values across respondents to develop a usage 
rating for each informational input 

The top six informational items (starting with the most 
common usage) were (1) the retailer's cost of the SKU, (2) 
the SKU’s prices at competitive stores, (3) the current regu- 
lar margin for the SKU, (4) the unit sales volume for the 
SKU, (5) the current average margin for the SKU’s product 
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category, and (6) the current regular price for other sizes of 
the brand We included these six types of information in the 
experimental scenario presented subsequently We did not 
use the seventh most frequently used informational item, 
promotional support, because of Study 1’s focus on regu- 
larly priced, nonpromoted items We did not use the eighth 
most frequently used type of information, competing brand 
prices, because Study 1 addresses cross-chain competition 
rather than within-store cross-brand competition Respon- 
dents reported the other four items (1e , sales in dollars and 
three price-elasticity measures) as rarely used 


Н, Methods and Results 


Experimental design and procedure 'То test Hj, we used 
a two-level (low versus high unit sales volume) between- 
participants experimental design in conjunction with a mea- 
sure of low store-price image importance We replicated the 
design across lower and higher competitor prices We ran- 
domly selected retail grocery chains from the same sam- 
pling frame used in the pretest After soliciting participation 
by telephone, we faxed experiment materials to the main 
price setter for each firm or region, we sent second and third 
faxes as needed to increase the response rate 


Pricing scenario and manipulations We asked price set- 
ters to assume they were conducting a periodic evaluation of 
their store’s prices and that one of the brands encountered 
was a 12-ounce package of “brand X” To provide a basis for 
any price adjustments to brand X, we gave price setters addı- 
tional information about the brand Based on the pretest, this 
information included the current regular price of the item 
($1 89), its cost ($1 65), the current margin (12 7%), the 
average margin for the product category (14%), an indica- 
tion of the item's sales volume, and key competitors' current 
price levels To assess the potential for quantity-surcharge 
pricing, we explained that the 24-ounce brand-size had a 
current regular price of $3 69 

We manipulated sales volume within the scenario In the 
low-sales-volume condition, we stated that brand X was 
“one of your slowest moving SKUs, with unit sales volume 
in the bottom 5%” In contrast, for the high-sales-volume 
condition we stated that brand X was "one of your fastest 
moving SKUSs, with unit sales volume in the top 5%” 

Although our hypotheses are contingent on lower com- 
petitor prices, we included a higher-competitor-prices con- 
dition for comparison In the lower-competitor-prices condi- 
tion, we stated that “key competitors’ current regular prices 
are $1 81 and $1 79" In the higher-competitor-prices condi- 
tion, we presented the prices as $1 99 and $1 97 


Measures We assessed low store-price 1mage impor- 
tance by asking, “At the stores for which you are responsi- 
ble for setting prices, how important ıs it to have an image 
of offering low prices?" This measure employed a nine- 
point scale anchored by "extremely unimportant" (1) and 
"extremely important" (9) We mean centered responses to 
reduce multcollinearity within the subsequently described 
regression models (Aiken and West 1991) 

The dependent measure prompted price setters with the 
following "Using the information above that you would 
normally use when setting prices, and based on your usual 
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price-setting practices, you might change the price of the 12- 
ounce package of brand X or you might maintain the current 
price of $1 89 What would be your price for the upcoming 
period?" We provided two response options (1) "Maintain 
the current price of $1 89" and (2) "Change the price to 
$ » 





Results Of the 224 retail grocery price setters we con- 
tacted, 197 (87 9%) agreed to participate and 161 (71 9%) 
actually returned completed materials The initial analysis 
involved regressing the new price on sales volume (as repre- 
sented by a 0,1 dummy variable), low store-price image 
importance, competitor prices, and the interactions between 
these variables Parameter estimates and associated statistics 
for this full model are shown in Table 1, Panel A 

To assess H,, we restricted analyses to the lower- 
competitor-prices condition We conducted moderated 
regression analysis to test the main effect of sales volume 
(Hia) and the interaction between sales volume and low 
store-price image importance (Нур) As such, we regressed 
price on sales volume, low store-price image importance, 
and the interaction between these two variables The results 
are summarized ın Table 1, Panel В The overall model was 
significant (Ез, 73 = 32 43, p < 001, R? = 56) Consistent 
with H;,, sales volume had a negative effect on price (В = 
— 67, t = -872, p < 001) As illustrated in Figure |, Panel 
А, and in accordance with Нь, this main effect was quali- 
fied by a significant interaction (B = — 29, (= —2 29, p< 05) 
between sales volume and importance of low store-price 
image A simple slope test indicated that 1n the high-sales- 
volume condition, importance of a low store-price image 
was negatively associated with price (B = – 52, t2 —3 39, p< 
001) In contrast, in the low-sales-volume condition, impor- 
tance of low store~price image was not related to price (p > 
8) Given this pattern of results and the significant interac- 
tion, Hj, is supported 

Although our hypothesis pertains to conditions in which 
price setters encounter lower competitor prices, sales vol- 
ume and store-price image also influenced prices when 
competitor prices were high A second moderated regression 
model within the higher-competitive-prices condition 
revealed that both sales volume (В = — 32, t = -336, p < 
001) and store-price image (В = – 50, t = —4 15, p < 001) 
were negatively related to price, whereas the interaction 
between these two factors was not significant (p » 1, for 
model results, see Table 1, Panel C) The simple regression 
lines for the low- and high-sales-volume conditions are plot- 
ted in Figure |, Panel B 


Study 1 Discussion 


Study ! results provide evidence of the price-setting behav- 
ior proposed to lead to quantity surcharges In the lower- 
competitive-prices condition, price setters assigned rela- 
tively low prices to top-moving items (Hj,), a result 
moderated by the importance retail price setters place on a 
low store-price image In support of Нур, when competitor 
prices are low, responses to sales volume were stronger 
among those price setters concerned about establishing a 
low store—price image than among those who were not 
Study | demonstrates that ın addition to price influenc- 
ing consumer demand, demand can also affect price through 


TABLE 1 
Moderated Regression Results for Study 1 

















А: Full Model 

Standardized Parameter Standard 
Source Estimate Estimate Error t-Value p-Value 
Intercept 189 008 224 61 000 
Competitor prices 52 0943 012 7 99 000 
Sales volume – 46 — 0843 012 —7 31 000 
Price image – 02 — 0778 006 —13 894 
Sales volume x price image —20 — 0147 007 -2 01 046 
Competitor prices x price image —25 — 0161 007 -234 021 
Sales volume x competitor prices 21 0442 016 2.73 007 
Competitor prices x price image x 

sales volume 23 0251 009 265 009 
B: Low Competitor Prices 

Standardized Parameter Standard 
Source Estimate Estimate Error t-Value p-Value 
Intercept 189 007 254 94 000 
Sales volume —67 0875 010 -8 72 000 
Price image — 02 0008 005 —15 879 
Sales volume x price image —29 0147 006 —2.29 025 

C: High Competitor Prices 

Standardized Parameter Standard 
Source Estimate Estimate Error t-Value p-Value 
Intercept 199 009 221 80 000 
Sales volume -32 0422 013 —3 36 001 
Price image — 50 0169 004 —4 15 000 
Sales volume x price image 19 0104 007 157 121 





Notes For Panel A, А2 = 71 (adjusted А2 = 70), F7, 153 = 53 27, p< 001 For Panel В, R? = 56 (adjusted R2 = 55), F3, 78 = 32 43, p< 001 
For Panel С, R? = 31 (adjusted R? = 29), F4 a1 = 11 86, p< 001 For all panels, dependent vanable is new рпсе for brand X 


competitive price-setting behavior This finding suggests 
that grocery price setters employ sales volume as a surrogate 
measure of elasticity Even though price setters are expected 
to use volume as a pricing input, volume's negative impact 
on price is counterintuitive Products with significant market 
shares (and therefore high sales volume) have been charac- 
terized as price inelastic (Nagle and Holden 2002) In the 
current study, among price setters concerned about creating 
a low store-price 1mage, high sales volume appears to sig- 
nal not only high elasticity for the пет itself but also the sig- 
nificance of ће item's price in achieving the desired low 
store-price image Consistent with the price awareness 
hypothesis, Study 1 findings indicate that by maintaining 
relatively low prices on high-sales-volume items (for which 
consumers are expected to have clear internal reference 
prices), a portion of retailers attempt to reinforce a low-price 
image Conversely, when sales volume 1s low, regardless of 
the level of low store-price image importance, price setters 
saw little need to lower prices to a level that would meet or 
beat key competitors’ prices 

In the higher-competitive-prices condition, price setters 
elected to raise the price of the focal item (1 e , brand X), but 
they did so in a manner consistent with the process we pro- 
pose In particular, price increases were most substantial for 
low-sales-volume items among price setters who have little 


concern about establishing a low store-price image (see Fig- 
ure 1, Panel B) For high-sales-volume items, price 
Increases were more conservative, such that price levels 
remained below key competitors’ prices This finding 15 con- 
sistent with our hypothesis that price setters attempt to 
maintain relatively low prices on high-sales-volume items 
Study 1 also 1s useful in examining the occurrence of 
quantity surcharges As we noted previously, the scenario 
indicated that brand X was also available in a larger 24- 
ounce package priced at $3 69 As such, a quantity discount 
existed between the two brand-sizes because the unit price 
for the smaller brand-size ($ 1575 per ounce) was higher 
than for the larger brand-size ($ 15375 per ounce) Because 
we provided price setters with the price of the larger pack- 
age, we could explore the extent to which surcharges arose 
from adjustments to the price of the smaller package As 
illustrated in Figure 2, price setters in the higher-competitor- 
prices condition were unlikely to create surcharges In the 
presence of lower competitive prices, price setters still cre- 
ated few quantity surcharges (8 3%) when the focal item 
was a slow-moving SKU, however, they created signifi- 
cantly more surcharges (79 1%) when the item was a top- 
moving SKU (x2, f =; = 39 38, p< 001) A follow-up logis- 
tic regression model (x?4 =; = 10 84, p < 001) indicates 
that within this latter condition, low store-price image 
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FIGURE 1 В 
Simple Regression Lines for Study 1 
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aThe x-axis represents the range of the low store-pnce image 
importance independent variable We plotted the simple slope 
regression lines in accordance with the procedures provided by 
Aiken and West (1991) 


FIGURE 2 
Quantity Surcharges Created for Study 1 
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importance had a positive impact on surcharge (versus dis- 
count) pricing (B = 73, Wald = 8 07, p< 01) 

The preceding results suggest that quantity surcharges 
are more likely to occur when a relatively small package 
size represents a particularly high unit sales volume and 
when price setters are particularly concerned about creating 
a low store-price image The surcharge results are valid to 
the degree that grocery price setters tend to adjust prices of 
high-volume brand-sizes without evaluating and adjusting 
the prices of other brand-sizes On the basis of our discus- 
sions with price setters, we believe that this situation often 
15 the case Such anecdotal evidence is consistent with 
Kumar and Divakar’s (1999) assertion that retailers typically 
fail to conduct brand-size level analysis ! 


Grocery Price Setting, Brand-Size 
Demand, and Quantity Surcharges 


The Study 1 assessment of grocery-pricing practices sug- 
gests that quantity surcharges are more likely to occur under 
specific patterns of demand for a portion of brands їп the 
marketplace Given the Study 1 findings, we propose that 
brands are more likely to include a surcharge when one of 
the smaller brand-sizes 1s a top-mover and substantially out- 
sells at least one of its larger counterparts In such cases, 
there 1s an increased likelihood that the price per unit of the 
more highly demanded smaller brand-size will be set lower 
than that of the larger brand-size, thereby creating a quantity 
surcharge 

For example, a retailer may identify the 28-ounce size of 
a ketchup brand as one of its top-moving brand-sizes (such 
that the 1tem 1s on the firm’s top-mover list and 1s monitored 
weekly) However, the larger 64-ounce brand-size may not 
have particularly high sales volume, and thus would not be 
closely monitored Given the highly price-competitive gro- 
cery market and the common goal of creating a low store— 
price image, 1: would be expected that efforts to have an 
attractive price on the top-moving 28-ounce brand-size 
would create downward price pressure and thus result in a 
relatively low unit price for the item Because of the lack of 
equivalent efforts to establish or maintain low prices on the 
64-ounce brand-size, a quantity surcharge would be likely 





1Given that ın some cases price setters may simultaneously eval- 
uate the pricing ot multiple brand-sizes, we conducted a follow-up 
experiment in which we manipulated sales volume of the small 
brand-size in an tdentical manner to that in Study 1 We provided 
price setters (n = 55) with information (1€, sales volume, cost, 
margin, and competitor prices) about both the 12- and 24-ounce 
brand-sizes and asked them to establish a price for both brand- 
sizes We held the sales volume of the large brand-size constant at 
а low level When the smaller brand-size was presented as having 
considerably higher sales volume than the larger size, 45 8% of 
price setters created a quantity surcharge However, when both 
brand-sizes were presented as having low sales volume, a signifi- 
cantly lower percentage (12 995) of the price setters created sur- 
charges (x24 e 2, = 7 40, p = 01) This pattern of results 1s similar 
to that found in Study 1 А complete description of this follow-up 
study 15 available from the authors 


For tlus research, the 28- and 64-ounce brand-sizes in 
the previous example are considered a brand-size pair, that 
1s, an 1ntrabrand comparison between a particular smaller 
and larger package size of a given brand A brand available 
ın two sizes contains one brand-size pair (1e, small and 
large), a brand available in three sizes contains three brand- 
size pairs (1e , smallest and medium, smallest and largest, 
and medium and largest), and so оп Brand-size pair serves 
as the unit of analysis for Study 2, because a surcharge can 
be reflected 1n the unit prices of any brand-size pair 

We expect surcharges to be more common among brand- 
size pairs for which demand for the smaller brand-size is dis- 
tinct in two respects First, consumer demand for the smaller 
brand-size must be relatively strong (1e , the SKU is a top- 
mover) As shown tn Study 1, such top-moving brand-sizes 
are subject to considerable downward price pressure among 
retailers concerned about creating a low store-price image 
Second, demand for the smaller brand-size must be substan- 
tially greater than that for the larger brand-size When such 
demand asymmetry exists between brand-sizes, the smaller 
brand-size 15 subject to more downward price pressure than is 
the larger From the preceding, we hypothesize the following 


Н; In comparison with all other brand-size pairs, quantity sur- 
charges are more prevalent among brand-size pairs for 
which the smaller brand-size 15 a top-moving SKU and 
substantially outsells the larger brand-size 


Retail Margin Implications 


By definition, unit prices associated with quantity sur- 
charges are lower for smaller (rather than larger) brand- 
sizes If retail margins are considered, however, quantity 
surcharges may or may not result in lower margins for 
smaller brand-sizes Although prior research has not explic- 
шу considered retail margins, such an examination should 
provide insights into the nature of quantity surcharges and 
the underlying retail-pricing practices that can lead to them 
Prior research 1п the area has suggested that retailers use 
quantity surcharges to increase profits by raising the price of 
larger brand-sizes In line with this perspective, retail mar- 
gins would be expected to be higher for larger, surcharged 
brand-sizes than for larger brand-sizes priced as a discount, 
no differences would be expected between surcharged and 
discounted smaller brand-sizes Our account of quantity sur- 
charges, however, suggests a different pattern for retail mar- 
gins In particular, the downward price pressure on smaller 
brand-sizes in surcharged pairs ts expected to result in retail 
margins that are lower than those associated with smaller 
brand-sizes in discounted pairs Thus, we offer the following 
hypothesis 


H4 Smaller brand-sizes associated with quantity surcharges 
have lower retail margins than smaller brand-sizes associ- 
ated with quantity discounts 


Study 2 


We used data from a regional grocery chain to test the 
impact of brand-size demand on the prevalence of quantity 
surcharges (H5) and to explore the implications of quantity 
surcharges on retail margins (H4) 


Description of Data 


A privately held U S. grocery chain provided the data for 
Study 2 The data set consists of those products and brands 
typically found in a grocery store and includes the follow- 
ing product categories snack foods and crackers, health 
and beauty care, pet products, cleaners and paper prod- 
ucts, canned goods, refrigerated foods, such as milk and 
cheese, and various frozen foods, condiments and jelly, 
tea, coffee, and juices, baking goods, and cereal, pasta, 
and bread 

The data set includes sales volume, retail price, and cost 
(1e, wholesale price) for all brands available 1n two or 
more package sizes Unit sales volume 15 reported at the 
brand-size (SKU) level and is based on a single year of 
sales for all stores in the chain Retail price reflects the 
price the chain had set at the end of the 12-month sales vol- 
ume collection period for a particular brand-size Whole- 
sale price reflects the price charged to the retailer at year- 
end by its supplier (one of the largest US grocery 
wholesalers) The structure of the data (1e, one year of 
sales volume data and year-end prices) 1s well suited for 
our research Given our focus on the effect of sales volume 
and competitive price monitoring (and, in turn, the occur- 
rence of surcharges), ıt ıs beneficial to have data that 15 
temporally consistent with the proposed causal 
relationship 

The data did not include a promotion field, thus, 1t was 
not possible to tdentify the retail prices that reflected a tem- 
porary price reduction Previous research, however, indi- 
cates that the vast majority of surcharges are not created by 
temporary price promotions Field studies investigating sur- 
charges (Nason and Della Bitta 1983, Walker and Cude 
1984, Widrick 1979b, Zotos and Lysonski 1993) on average 
have found (weighted by the number of brands audited) that 
14 696 of quantity surcharges were on temporary price pro- 
motion at the time of the study This value actually overesti- 
mates the creation of surcharges due to price promotions, 
because quantity surcharges sometimes exist even before a 
smaller item is temporarily placed on sale 

In Study 2, brand-size pairs are the unit of analysis. For 
this research, it was essential that the brand-sizes constitut- 
ing each brand-size pair were equivalent in all respects 
except package size For example, we excluded brands with 
different packaging materials for various brand-sizes (e g , a 
brand of juice with a plastic container for one size and a 
glass container for another size) The remaining data set 
comprised exactly 800 brands and 1247 brand-size pairs 

In the current data, the incidence of quantity surcharges 
at the retail level —15 8% of all brands included one or more 
surcharges—was similar to that reported in other research 
(see Manning, Sprott, and Miyazaki 1998) Quantity- 
surcharge incidence for brands at the wholesale level was 
lower at 11 2% (z — 2 69, p « 01) For brand-size pairs, the 
incidence of quantity surcharges was 11 1% at the retail 
level and 8 4% at the wholesale level (z = 2 26, p « 05) 
(Prior research has not reported the incidence of quantity 
surcharges at the brand-size pair level, and thus we can pro- 
vide no comparison for our values) A more detailed 
overview of the incidence of surcharges in the data is pre- 
sented in Table 2 
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TABLE 2 
Incidence of Quantity Surcharges Based on Retail and Wholesale Prices for Study 2 





Quantity Surcharges at Brand Levela.b 


Quantity Surcharges at Brand-Size Pair Levela.> 





Wholesale Price Retail Price Wholesale Price Retail Price 

Sizes of 
Brand Brands Surcharges Brands Surcharges Brands Surcharges Brands Surcharges 
2 633 52 635 633 52 635 78 
3 133 25 133 397 34 399 34 
4 27 8 27 162 13 162 20 
5 4 4 4 40 6 40 6 
6 1 0 1 15 0 15 1 
Total 798 89 800 1247 105 1251 139 
Surcharge 

Percentage 11 15% 15 75% 8 42% 11 11% 





aBrand level refers to a particular brand that includes multiple brand-sizes Alternately, brand-size pair level refers to a particular compartson 
between two brand-sizes within a particular brand The number of brand-size comparisons increases with the number of brand-sizes available 


for a particular brand 


>The frequency of brands and brand-size compansons differs between retail and wholesale prices because four brand-size comparisons had 
identical unit prices at the wholesale level, we excluded these from the analysis 


Н; Methods and Results 


As we discussed previously, we expect common retail gro- 
cery price-setting practices to result in a higher prevalence 
of quantity surcharges when a top-moving, small brand-size 
substantially outsells its larger counterpart (H2) We empiri- 
cally examined this issue through a logistic regression 
model 


Dependent variable 'The focal dependent variable repre- 
sented the form of pricing (1e , discount versus surcharge) at 
the retail level between two brand-sizes The variable was 
dichotomous, based on our desire to model the focal phe- 
nomenon, namely, the existence of quantity surcharges at 
the retail level This dependent variable was based on the 
quantity surcharge/discount index Q,,, which was calculated 
such that 


(1) Q, = (UPLy as UPs,)/((UPL,, + UPs,]/2), 


where ОР! у is the unit price of the larger package of the 
brand-size pair 1 of brand у, and UPs, 15 the unit price of the 
smaller package of the brand-size pair 1 of brand у (This for- 
mula is slightly different from what has been used in prior 
research, wherein UPs, serves as the denominator, see Man- 
ning, Sprott, and Miyazaki 1998, Walden 1988) We calcu- 
lated unit prices for the two focal brand-sizes in each pair 
using the same units (e g , ounces, counts, gallons) A nega- 
tive value for Q, indicates a quantity discount, and a posi- 
tive value indicates a quantity surcharge Accordingly, for 
each brand-size pair, the form of retail pricing was coded as 
“0” to represent quantity discounts (1 e , when О, < 0) and 
as “1” to represent quantity surcharges (1 e , when О, > 0) 


Independent variables We included a series of measures 
as independent variables in the logistic regression and cal- 
culated them for each brand-size pair The dichotomous 
wholesale pricing variable accounted for quantity sur- 
charges at the wholesale level For each brand-size рат, this 
variable indicated whether the wholesale prices reflected a 
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quantity discount (coded as “0”) or a quantity surcharge 
(coded as *1") The variable tests an alternate explanation 
for surcharges, namely, that retailers apply constant margins 
across brand-sizes and that surcharges at the retail level sim- 
ply reflect the pricing of manufacturers and/or wholesalers 
Of the surcharges occurring at the retail level, 39 9% also 
exist at the wholesale level In other words, approximately 
60% of the retail surcharges in the current data are discounts 
at the wholesale level With the addition of this wholesale 
pricing variable, our model focuses on explaining the exis- 
tence of surcharges created at the retail level and not those 
in existence throughout the distribution system 

We accounted for demand asymmetry across smaller 
and larger brand-sizes by two dummy-coded variables rep- 
resenting sales volume differences within brand-size pairs 
We followed a three-stage process to develop these 
variables 

First, we categorized each brand-size on the basis of 
annual sales volume as slow moving (sales volume in the 
bottom 8046 of all brand-sizes), moderate moving (sales vol- 
ume between 80% and 95% of all brand-sizes), or fast mov- 
ing (sales volume greater than 95% of all brand-sizes) To 
ascertain the appropriate split into slow-, moderate-, and 
fast-moving brand-sizes, we included questions about com- 
petitor price checks in the Study 1 pretest Specifically, we 
asked pretest respondents to indicate how often they check 
key competitors" prices for the SKUs they consider "fast 
moving,” “moderate moving,” and "slow moving " Given the 
pretest results indicating that both the moderate- and fast- 
moving items are regularly monitored, we collapsed these 
categories into a single “top-mover” category that consists of 
approximately 20% of the brand-sizes 2 


2An alternative analysts in which the top-mover category 
encompassed items in the top 30% (in terms of unit sales volume) 
produced substantively equivalent results 


Second, we coded each brand-size pair to reflect the 
demand asymmetry existing within the pair In particular, 
we coded all brand-size pairs to represent one of three 
demand asymmetry categories Category 1 represents pairs 
in which the smaller brand-size outsold the larger brand- 
size, and only the smaller brand-size 15 a top-mover (n = 
194), Category 2 represents pairs їп which the smaller 
brand-size outsold the larger brand-size, and both brand- 
sizes are equivalent in terms of whether they are top-movers 
(n = 534), Category 3 represents brand-size pairs 1n which 
the larger brand-size outsold the smaller (n = 519) The 
greatest incidence of quantity surcharges should occur in 
Category 1, fewer in Category 2, and the least in Category 3 
This expectation is based on our prior theorizing that 
demand asymmetry, such that the smaller brand-size outsells 
the larger, results in a higher incidence of quantity sur- 
charges and that such an effect is stronger when the smaller 
brand-size also 1s a top-mover 

Third, using reference cell coding, we created two 
dummy-coded variables to represent demand asymmetry 
across brand-size pairs (Category 1 served as reference, see 
Homer and Lemeshow 2000) The first dummy-coded varı- 
able compared Category 1 with Category 2, the second vari- 
able compared Category | with Category 3 Significant and 
negative coefficients for the dummy-coded variables would 
support Н», because we expect the greatest incidence of sur- 
charges for brand-sizes in Category 1 The strongest test of 
Н», however, 1s provided by the first dummy-coded variable, 
because Category 1 and Category 2 are similar (1e , both 
contain brand-size pairs in which the smaller brand-size out- 
sells the larger) 

We accounted for product category effects in the model 
with a series of dummy-coded variables Because of a desire 
to capture differences in the products with a small number of 
relatively homogeneous categories, we coded ten primary 
product categories Product categories (followed by brand- 
size pair counts) included snack foods and crackers (n — 
109), health and beauty care (n = 213), pet products (n = 93), 
cleaners and paper products (n = 147), canned goods (n = 
109), condiments and jelly (n = 133), tea, coffee, and juice 
(n = 94), baking goods (n = 161), cereal, pasta, and bread 
(n = 78), and refrigerated goods (n = 110) Nine dummy- 
coded variables represented these product categories The 
refrigerated-goods category served as reference for each 
product category dummy variable, because prior research 
demonstrates the importance of this category to the occur- 
rence of surcharges Specifically, Walden (1988) finds that 
refrigerated products are more likely to include a quantity 
surcharge than shelf-stored products, he attributes this result 
to the increased unit costs (e g , per ounce) of cooling refrig- 
erated products packaged in larger rather than smaller pack- 
ages Agrawal, Grimm, and Srinivasan (1993) find similar 
but weaker effects As such, we expect product category 
dummy-coded variables to have negative coefficients 

A control variable represented the log of the ratio of 
package sizes (larger over smaller) being compared (Walden 
1988, Walker and Cude 1984, Widrick 1979b) For example, 
if the larger brand-size 1s 24 ounces and the smaller is 12 
ounces, the ratio is 2 The log of this ratio 1s included to 


account for variance associated with the fundamental nature 
of quantity-discount pricing Economic theory suggests that 
unit prices should decrease for a greater amount of a good 
(1 e , quantity-discount pricing) because of diminishing mar- 
ginal returns offered by each additional unit Thus, the dif- 
ference in utility per ounce between а 20-ounce bag of 
potato chips and a 2 5-ounce bag of potato chips should be 
larger than the difference between a 20-ounce bag and a 12- 
ounce bag Accordingly, as the percentage difference 
between two brand-sizes increases, there should be a greater 
likelihood of a quantity discount and thus a lower likelihood 
of a quantity surcharge (see Walden 1988) 


Results We assessed the model with regard to assump- 
tions of logistic regression, and we did not detect any viola- 
tions Specifically, there was no evidence of multicollinear- 
ity among independent variables based on variance inflation 
factor and tolerance statistics In addition, an analysis of the 
model’s residuals (1 e , studentized residuals and dbeta) indi- 
cated no cases in the sample that might have an undue influ- 
ence (Menard 1995) The results of the logistic regression 
analysis are presented 1n Table 3 

The overall regression model was statistically significant 
(p « 001) The wholesale variable was positive and signifi- 
cant, which indicates (as we expected) that wholesale pric- 
ing of a brand-size pair (1 е, whether priced as a quantity 
discount or a quantity surcharge) influenced whether the 
brand-size pair was priced as a surcharge or a discount at the 
retail level The majority of product category dummy vari- 
ables were not significant, yet based on the significant (and 
marginally significant) negative coefficients, evidence exists 
that refrigerated 1tems are more prone to surcharges than are 
other product categortes 3 

Of focal interest are the dummy-coded variables repre- 
senting demand asymmetries In support of Н», both coeffi- 
cients associated with these variables were negative and sig- 
nificant (p € 001) The second dummy-coded variable 
(labeled “volume dummy code 2” in Table 3) demonstrates 
that more quantity surcharges exist among brand-size pairs 
in which the smaller brand-size substantially outsells the 
larger brand-size than exist within pairs in which the larger 
brand-size outsells the smaller brand-size The first dummy- 
coded variable examines only brand-size pairs in which the 
smaller brand-size outsells the larger The significant, nega- 
tive coefficient indicates that more quantity surcharges exist 
among brand-size pairs when the smaller brand-size 1s a top- 
mover and the larger brand-size 1s not than when the smaller 


3To explore further the significance of this effect, we substituted 
a dichotomous variable indicating whether the product 1s stored on 
a shelf (coded as “0”) or in some form of refrigeration (coded as 
“1”) for the product category dummy variables, and we reestimated 
the logistic model The results paralleled those reported 1n Table 3, 
and the refngeration variable was significant and positive, which 
1ndicates that surcharges are less likely for those brands stored on 
shelves (Wald = 5 241, p = 022) 
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ТАВГЕ 3 
Logistic Regression Results for Study 2 


AMA € M —— — —— M M 


Dependent Variable: Form of Retail Pricing? 


Parameter 
Source Estimate 
Intercept 5 800 
Wholesaleb 2.751 
Volume dummy code 1с — 912 
Volume dummy code 2c —2 107 
Snack foods and crackersd — 749 
Health and beauty cared — 354 
Pet productsd —1 184 
Cleaners and paper productsd — 532 
Canned доод59 — 809 
Condiments and јећуч — 853 
Tea, coffee, and juices¢ — 314 
Baking goods? — 683 
Cereal, pasta, and breadd — 019 
Size ratio? 2 820 


Standard 

Error Wald p-Value 

2713 457 033 
254 117 34 000 
264 11 96 001 
310 46 29 000 
483 2 40 121 
411 74 390 
605 3 83 050 
444 144 231 
463 3 05 081 
455 3 51 061 
487 42 518 
424 259 107 
465 002 968 
679 17 27 000 


L ___ ________________ 
aForm of retail pricing is a dichotomous variable based on retail prices, where 0 = quantity-discount pricing and 1 = quantity-surcharge рпс\пд 
bWholesale is a dichotomous vanable based on wholesale prices, where 0 = quantity-discount pncing and 1 = quantity-surcharge pricing 
сретапа asymmetry within brand-size pairs was represented by two dummy-coded variables (with Category 1 serving as reference) 

dNine dummy-coded variables represented product categories (with refrigerated goods as reference) 

eSize ratio ıs a continuous control variable indicating the log of the ratio (larger brand-size over smaller brand-size) of the package sizes being 


compared 


Notes Log-likelihood (intercept only = 742 10, final model = 534 57), Х2(а+ = 13) = 207 54, р < 0 001, М = 1247 


outsells the larger brand-size but both are equivalent in terms 
of whether they are top-movers 4 


Нз Methods and Results 


We hypothesized that relatively high demand for small 
brand-sizes leads to downward price pressures and the 
occurrence of quantity surcharges Thus, we expect down- 
ward price pressure on smaller brand-sizes within. sur- 
charged pairs to result in retail margins that are lower than 
those associated with smaller brand-sizes in discounted 
pairs (H3) 

We calculated margins as a percentage of the retail price 
for each brand-size (1e, [retail price — wholesale price]/ 
retail price). With retail margins as the dependent variable, 
we included two independent variables ın an analysis of 
variance model The first reflects package sizes (small ver- 
sus large) contained in a particular brand-size pair, and the 
second indicates whether the focal brand-size pair 15 priced 





^Two additional analyses tested the robustness of the findings 
First, we conducted an alternate linear regression analysis in which 
the dependent variable was the continuous quantity surcharge/dis- 
count index (1 e , О,) and independent variables were the same as 
those in the logistic regression This model focuses on the magni- 
tude of discounts and surcharges, whereas the logistic regression 
model focuses on the likelihood of the existence of a surcharge 
The second analysis ascertained the influence of relatively small 
surcharges and discounts on the results by excluding all brand-size 
pairs containing a quantity surcharge or a discount of less than 10% 
(as based on Q,,, n = 333) and then reestimating the logistic regres- 
ston model The results of both analyses are in the predicted direc- 
tion and nearly identical to the logistic regression model detailed in 
Table 3 
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as a quantity discount or as a quantity surcharge To avoid 
double-counting a particular brand-size as both small and 
large, we used only brands with two brand-sizes for this 
analysis (n = 635), which represent the bulk of the data and 
the majority of quantity surcharges We included wholesale 
price as a covariate to ensure that the model explained retail- 
pricing behavior 

The analysis of covariance findings indicate that all 
effects are significant (all ps « OI) The main effect for 
brand-size shows that profit margins for small brand-sizes 
(M = 17 9%) were less than margins for large brand-sizes 
(M = 23 4%, Е 1265 = 24 83, p< 01) The other main effect 
shows that profit margins for brand-size pairs priced as a 
surcharge (M = 18 8%) were lower than margins for brand- 
size pairs priced as a discount (M = 22 7%, Fj, 1265 = 13 75, 
p< 01) These main effects, importantly, are qualified by a 
significant interaction (Еу 1265 = 39 63, p < 01) between 
brand-size and the form of pricing (see Figure 3) 

We used a planned contrast to assess H4 The analysis 
indicates that the average retail margin of small brand-sizes 
within surcharged pairs (M = 12 5%) was less than the aver- 
age margin of small brand-sizes within discounted pairs 
(M = 23 4%, F1, 632 = 45 72, p< 01) Thus, Нз 15 supported 
Follow-up analysis indicates that the margin for small 
brand-sizes within surcharged pairs was less than the retail 
margins for all other brand-sizes (M = 22 8%, including the 
large, surcharged brand-sizes and both brand-sizes associ- 
ated with discount pricing, F1, 1267 = 48 51, p < 01) 

Furthermore, we assessed the alternative explanation 
that quantity surcharges are caused by price increases of the 
larger, surcharged brand-size This analysis indicates that 
the average retail margin of large brand-sizes within sur- 
charged pairs (М = 24 8%) was greater than the average 


FIGURE 3 
Retail Margin Means (Adjusted by Wholesale 
Prices) by Brand-Size and Form of Pricing for 
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margin of large brand-stzes within discounted pairs (М = 
22 0%, Е; 632 = 399, р = 05) Although these results sug- 
gest that two processes create surcharges, the decrease п 
margins for smaller brand-sizes outweighs the increase for 
larger tems In particular, the effect size associated with 
lower margins for smaller brand-sizes (п = 26) was signufi- 
cantly larger than the effect size associated with the higher 
margins for larger brand-sizes (n = 08, z = 3 34, p < 01) 


Study 2 Discussion 


The Study 2 results support the proposed explanation of 
quantity surcharges In particular, the logistic regression 
analysis demonstrates that the incidence of quantity sur- 
charges 1s greater among brand-size pairs in which a top- 
moving smaller brand-size outsells its larger (non-top- 
moving) counterpart In addition to being the first field study 
to assess the association between demand asymmetry and 
surcharges, this study 1s also unique in its exammation of 
retail margins The margin results strongly support the price- 
setting process we propose Consistent with the premise that 
surcharges occur as top-moving small brand-sizes are sub- 
jected to downward price pressure, retail margins were low- 
est for small brand-sizes priced alongside large, surcharged 
brand-sizes 

An alternative account for the relationship between 
demand asymmetry and surcharge incidence is that con- 
sumers simply shift purchase behavior from larger, sur- 
charged brand-sizes to smaller (less expensive) brand-sizes, 
which is a finding supported by Manning, Sprott, and 
Miyazaki (1998) This viewpoint suggests that the signifi- 
cant effect of the volume dummy-coded vartables 18 due, at 
least in part, to the influence of price on volume as well as 
to the proposed influence of volume on price Although such 
an alternative account cannot be completely ruled out, it 15 
important to note that Study 1 provides the essential causal 
evidence for the prescribed effects of sales volume on price 

Finaily, this study illustrates that no single explanation 
can account for the existence of quantity surcharges In 


addition to supporting the hypothesized role of retail price- 
setting processes, the results indicate that surcharges at the 
retail level also result when a retailer passes along sur- 
charges reflected 1n wholesale prices The wholesale vari- 
able had the strongest effect m the model We also find sup- 
port for Walden's (1988) contention that cost-related factors 
may play a role tn determining the existence of surcharges 
(as indicated by a greater incidence of surcharges for геѓпр- 
erated products than for some other product categories) 


General Discussion 


This research explores price-setüng practices and the occur- 
rence of quantity surcharges in the retatl grocery market- 
place and, in so doing, contributes to the pricing literature in 
several unique ways First, we demonstrate empirically that 
sales volume can negatively influence price in a highly com- 
petitive industry Specifically, price setters establish lower 
prices on top-moving stems, and this effect is stronger for 
retatlers that place greater importance on establishing a low 
store-price image Second, we provide evidence in a field 
setting that such price-setting practices result in quantity 
surcharges when the smaller brand-size 15 a top-moving 
SKU and 1s in greater demand than its larger counterpart 
Third, we find support for the predicted differences 1n retail 
margins across quantity surcharge and discount brand-sizes, 
in particular, we find small packages within surcharged 
brand-size pairs to have lower retail margins than do small 
packages within discounted pairs 


Managerial and Public Policy implications 


Conststent with extant research (Fader and Hardie 1996, 
Guadagn and Little 1983, Kumar and Divakar 1999), our 
results underscore the importance of incorporating brand- 
size into marketing decision making As Kumar and Divakar 
(1999, р 60) note, “it does not seem that retailers are taking 
differential brand-size level effects into account while set- 
ting pricing and promotional strategies” Retailers. should 
consider brand-size pricing, however, 1f for no other reason 
than that the existence of surcharges ts not inconsequential 
The conceptual arguments presented in the current 
research, combined with findings that surcharges can shift pur- 
chases to smaller brand-sizes (Manning, Sprott, and Miyazaki 
1998, Miyazaki, Sprott, and Manning 2000), suggest а поп- 
recursive relationship between coasumer demand and the 
occurrence of surcharges That 1s, certain asymmetric brand- 
size demand conditions lead to surcharges, and surcharges 
might further shift purchases to smaller brand-sizes Of partic- 
ular concem 1s our result indicating that such small brand- 
sizes (which are matched with a large, surcharged brand-size} 
have relatively low retail margins It follows that retailers 
should exercise caution when setting prices at levels that cre- 
ate a surcharge, given evidence that surcharges can stuft pur- 
chases to smaller, low-margin brand-sizes For retailers that 
stress a low store—price image, our results support previous 
contentions that price setters may suffer from a myopic focus 
on the pricing of top-moving ttems (see Urbany, Dickson, and 
Key 1990) This focus may create a favorable store-price 
image, but it might also have unintended harmful effects on 
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store profits 1Ё 1t 1s overemphasized (see Dickson and Urbany 
1994) Price setters should consider this trade-off carefully 

In addition to retailer implications, our research also 
applies to public policy concerns related to the existence of 
surcharges The quantity-surcharge phenomenon 1s often 
considered a form of retail price discrimination that harms 
consumer welfare (Agrawal, Grimm, and Srinivasan 1993, 
Gupta and Rominger 1996, Nason and Della Bitta 1983, 
Widrick 1985, Zotos and Lysonski 1993) Gupta and 
Вопипрег (1996, р 1309) clearly reflect this position when 
they state that “the retailer uses quantity surcharges to 
increase profit margins by relying on the consumers’ mis- 
taken belief in the volume discount heuristic” The results 
reported in the present article suggest that this 15 not the 
case Study 2 indicates that any increases in margins among 
larger brand-sizes of quantity-surcharged pairs are largely 
outweighed by decreases in margins of smaller brand-sizes 
within quantity-surcharged pairs 

It is worth noting that only approximately 50% of con- 
sumers are sure they have encountered quantity surcharges 
in the marketplace (Manning, Sprott, and Miyazaki 1998, 
Nason and Della Bitta 1983, Whitfield, Lawson, and Martin 
1985) This finding 1s the basis of additional concerns about 
consumer welfare and quantity surcharges, because con- 
sumers may use a quantity-discount heuristic (1 e , “more 15 
always cheaper”, see Manning, Sprott, and Miyazaki 1998) 
when shopping and be unaware that they are 1n the presence 
of surcharged brand-sizes (e g , Widrick 1985) The Study 2 
finding that more surcharges exist when a smaller brand-size 
significantly outsells a larger counterpart suggests that, 
when in the presence of a surcharged brand-size, a large por- 
tion of consumers attend to the item's smaller (more popu- 
lar) counterpart Because consumers are unaware of infor- 
mation to which they have not first attended, it follows that 
consumers' unawareness of surcharges may be due, in part, 
to not attending to larger brand-sizes when the smaller 
brand-size is more popular From this perspective, consumer 
welfare at a general level may be unharmed by the presence 
of quantity surcharges Indeed, for those consumers desiring 
the more popular smaller brand-size (a brand-size with the 
lowest retail margins), consumer welfare is improved by the 
presence of surcharges As quantity surcharges come under 
increasing media scrutiny (CNBC 2002, Consumer Reports 
2000, McCarthy 2002), our article serves to illuminate that 
surcharges can occur as price setters provide consumers 
with lower (rather than higher) prices 

Mechanisms are available to aid consumers who prefer 
larger brand-sizes that аге surcharged In-store information 
strategies could be developed to reduce consumer 
information-processing costs (see Russo, Krieser, and 
Miyashita 1975, Russo et al 1986) and to ease identification 
of surcharges Along these limes, Miyazaki, Sprott, and 
Manning (2000) find that highly prominent displays of unit 
prices on shelf labels reduce consumers' selection of sur- 
charged brand-sizes Furthermore, as shown in previous 
studies on the processing of price information (e g , Inman, 
McAlister, and Hoyer 1990, Srivastava and Lurie 2001), 
identification and avoidance of surcharges likely depends on 
consumer characteristics such as price consciousness and 
search costs and potentially on consumers' ability to under- 
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stand how to use unit price information (Manning, Sprott, 
and Miyazaki 2003) 


Limitations and Further Research 


Although Study 1 manipulated two factors key to retail price 
setting, further research could manipulate other factors, such 
as costs and category margins (which we held constant), that 
may play an important role in setting prices and could there- 
fore affect surcharge pricing In addition to explonng this 
possibility, further research could focus on collecting 
process data (e g , verbal protocols, thought listings) to sub- 
stantiate the purported explanations for price setters’ 
responding to higher-sales-volume levels with lower prices 

Such research might also explore the extent to which such 
pricing practices exist ın other retatl and nonretail contexts 

As we noted previously, a nonrecursive relationship 
likely exists between consumer demand and the occurrence 
of quantity surcharges, such that greater demand for smaller 
brand-sizes may result in quantity-surcharge pricing, and sur- 
charges, 1n turn, may shift purchases to smaller brand-sizes 
A question for further research 1s, How does this reciprocal 
relationship begin? When a new product is introduced to the 
market, average or above-average product category margins 
may be applied If the new пет attains “top-mover” status, 
managers who consider a low store—price image particularly 
important may then start frequently monitoring competitive 
prices for the item and, when necessary, lower the price to 
meet or beat competitors’ prices Additional research 1s 
needed to determine whether this process accurately reflects 
the temporal orientation of the expected reciprocal relation- 
ship between consumer demand and quantity surcharges 

In terms of quantity surcharges specifically, additional 
research is needed to establish the generalizability of Study 
2’s findings Anecdotal evidence, however, lends support to 
our findings with an additional retailer serving two different 
markets A post hoc analysis of Kumar and Divakar’s (1999) 
peanut butter data (1 e , 131 weeks of Information Resources 
Inc data for a major grocery chain) produced results consis- 
tent with our findings regarding asymmetric. brand-size 
demand Specifically, we found that each incidence of a sur- 
charge (six surcharges in 20 brand-size pairs for Market 1, 
eight surcharges 1n 20 brand-size pairs for Market 2) occurred 
for brand-size pairs in which the smaller brand-size had a 
higher sales volume than did the larger brand-size Ideally, 
replications of Study 2 would involve the use of longitudinal 
data such that retail prices, sales volume, and competitive 
prices are assessed over time In addition, further research 
could examine potential moderating effects of product-level 
factors (e g , store versus national brands, hedonic versus util- 
itarian. products) 

Further research also might explore other causal factors 
associated with the occurrence of quantity surcharges One 
area ripe for inquiry 1s factors associated with nonretatler 
members of the distribution channel Although our investi- 
gation 1s the first to consider the incidence and nature of 
quantity surcharges at the wholesale level, our data provide 
little indication of why surcharges exist at this level of the 
distribution channel To determine the causes of surcharges 
at the wholesaler and manufacturer levels, further research 


could explore variables focal to wholesalers and manufac- 
turers, such as production, distribution, and storage costs 
Finally, as mentioned previously, the results of our research 
suggest that a single, simple explanation for surcharges does 


not exist As such, there 1s an opportunity for additional 
research ın identifying the relative weights of the various 
causal factors that determine the occurrence of quantity 
surcharges 
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Eric В. Spangenberg, David E. Sprott, Bianca Grohmann, & Ronn J. Smith 


Mass-Communicated Prediction 
Requests: Practical Application and 
a Cognitive Dissonance Explanation 

for Self-Prophecy 


Marketers often promote socially beneficial actions or discourage antisocial behaviors to the benefit of their firms, 
target markets, and society as a whole One means by which marketers accomplish such influence is a technique 
referred to as the "self-prophecy effect, or the behavioral influence of a person making a self-prediction 
Researchers have yet to establish the efficacy of self-prophecy in influencing large target markets. In addition, the 
theoretical mechanism underlying the effect remains in question. The authors report two field studies that demon- 
strate successful application of self-prophecy through mass-communicated prediction requests. Furthermore, in 
three laboratory experiments, the authors provide theoretical support for a dissonance-based explanation for self- 
prophecy, and they discuss practical implications for marketers interested in influencing socially normative 


behavior 


behaviors through components of marketing cam- 
pargns (e g , Drumwright and Murphy 2001, Osterhus 
1997) Similarly, affecting normative behavior ıs a frequent 
objective of government agencies and consumer groups that 
use social marketing techniques (e g, Andreasen 1994) 
Although various influence strategies are available to mar- 
keters, one simple, effective influence technique holds 
promise for such situations the self-prophecy effect (e р, 
Greenwald et а! 1987, Sherman 1980, Spangenberg and 
Greenwald 1999) Specifically, self-prophecy entails asking 
people to make a self-prediction about their intention to per- 
form a future behavior, the prediction becomes a self- 
fulfilling prophecy such that postprediction behaviors are 
performed differently from what would otherwise have been 
observed 
The self-prophecy effect, by which behavior change 
occurs 1n the direction of associated social norms, has been 
empirically demonstrated in various situations of interest to 
for-profit and social marketers For example, Sprott, Span- 
genberg, and Fisher (2003) demonstrate that among con- 
sumers with strong social norms, self-prophecy influences 
the choice of low-fat snacks Research shows that self- 
prophecy demonstrations are substantial, and the technique 


Е marketers often influence socially normative 
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likely has practical significance 1n wide-scale applications 
(Spangenberg and Greenwald 2001) Although not yet 
demonstrated, marketers’ wide-scale use of self-prophecy 
should influence normative behaviors of large segments of 
consumers 

Methodological challenges exist, however, when the 
implementation of wide-scale application of self-prophecy 
1s attempted in marketing and related environments 
Among the most prominent challenge 1s acquiring predic- 
tion requests from large numbers of people through an effi- 
cient mechanism, such as advertising АП published 
demonstrations of the effect have administered prediction 
requests by personal contact between study administrators 
and target participants through written or telephone sur- 
veys, however, the organizational resources required to 
establish one-to-one contact are costly Thus, the effect as 
demonstrated to date 1s difficult to bring about efficiently 
for large target markets If self-prophecy can be evoked 
through mass-communicated marketing media, the effect 
could be used economically to increase participation in 
socially desirable behaviors across large consumer popula- 
tions For example, the environmentally active sportswear 
retailer Patagonia might increase sales of ecofriendly prod- 
ucts by asking its target consumers, through a series of 
advertisements, to make a self-prediction about their sup- 
port of environmentally friendly firms Although such an 
approach appears promising, it 1s not clear whether self- 
prophecy 15 constringed by the absence of personal 
contact 

The dearth of evidence about the theoretical processes 
underlying self-prophecy 15 notable Sherman (1980) sug- 
gests script evocation as explanation for the self-prophecy 
effect, but alternate accounts have emerged, including 
impression management (Greenwald et al 1987), attitude 
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accessibility (e g, Morwitz, Johnson, and Schmittlein 
1993),! commitment and consistency (Cialdim and Trost 
1998), and cognitive dissonance (Spangenberg 1997, Span- 
genberg and Greenwald 1999) Recent empirical evidence 
helps eliminate some of these theoretical accounts (Sprott, 
Spangenberg, and Fisher 2003), but no published evidence 
documents the theoretical process underlying self-prophecy 
Untested conceptual arguments provided by researchers to 
date suggest that cognitive dissonance 1s the most convinc- 
ing explanation for the effect Thus, it 1s this theoretical per- 
spective that underlies our process tests and field demon- 
strations of the self-prophecy phenomenon 

As an influence technique, self-prophecy holds consid- 
erable promise for substantially increasing the performance 
of socially normative behaviors among target segments Fol- 
lowing Cialdinr's (1980) notion of full-cycle social psychol- 
ogy, the current research investigates self-prophecy in the 
field and the laboratory to accomplish two elemental objec- 
tives (1) to test whether the self-prophecy effect can be effi- 
ciently elicited on a wide scale through marketing mass 
communication and (2) to provide evidence of the theoreti- 
cal process underlying the effectiveness of advertised pre- 
diction requests 


Effect of Prediction on Behavior 


Behavioral prediction has been the focus of many scholars 
and practitioners ın marketing and consumer research A 
common goal of this research 15 predicting behavior by 
using various measured behavioral antecedents (e g , atti- 
tudes, normative beliefs, intentions, expectations) For 
example, both the theory of reasoned action (Sheppard, 
Hartwick, and Warshaw 1988) and the theory of trying 
(Bagozzi and Warshaw 1990) have been used to predict con- 
sumption behaviors А fundamental distinction exists, how- 
ever, between the aforementioned paradigm and self- 
prophecy The former determines whether goals and 
intentions accurately predict behavior, and the latter pertains 
to the way people are motivated to respond when they have 
made a prediction 

Sherman (1980, p 219) introduces self-prophecy to the 
literature by suggesting its usefulness to the field of market- 
ing "The fact that significant behaviors can be changed 
greatly by simply asking people to predict their behaviors in 
advance should have intriguing implications for applied 
work in the areas of consumer behavior, psychotherapy, 
decision making, and education " Sherman's work shows the 
efficacy of a prediction 1n making people more willing to 
engage in a socially normative behavior, compared with 
people who made no such prediction, and demonstrates that 
prediction requests lead to a decrease 1n the performance of 
socially undesirable behaviors 


Ма a tangential stream of research, Morwitz, Johnson, and 
Schmittlein. (1993) propose that attitude accessibility underlies 
their demonstration that the mere measurement of purchase inten- 
tions for consumer durables increases purchase rates 
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Since self-prophecy's introduction to the literature more 
than 20 years ago, research has repeatedly demonstrated a 
self-prophecy effect, whereby behavioral self-prediction 
influences the future performance of predicted behaviors in 
socially normative directions (Spangenberg and Greenwald 
1999, 2001) Of relevance to for-profit marketers and those 
who focus on public policy issues, self-prophecy has been 
shown to increase voter turnout ın elections (Greenwald et 
al 1987), improve attendance at health clubs (Spangenberg 
1997), increase commitment to a health and fitness assess- 
ment (Sprott et al , in press), increase recycling of aluminum 
cans (Sprott, Spangenberg, and Perkins 1999), reduce gen- 
der stereotyping (Spangenberg and Greenwald 1999), 
increase alumni donations to an alma mater (Obermiller and 
Spangenberg 2000, Obermiller, Spangenberg, and Atwood 
1992), and increase the frequency of choosing a low-fat 
snack (Sprott, Spangenberg, and Fisher 2003) Spangenberg 
and Greenwald (1999) report in their review and meta- 
analysis of published and unpublished self-prophecy 
research that associated effect sizes are homogeneous (p = 
99), they range from r= 08 to г = 40, with an average of 
r= 19 (a small to moderate effect size (Cohen 1988]) Thus, 
existing evidence suggests promise for consistent, wide- 
scale application. of self-prophecy to socially normative 
causes for which marketing professionals (both for-profit 
and nonprofit) may be called on to influence 

Although existing research has convincingly demon- 
strated self-prophecy as a compelling, straightforward influ- 
ence technique, the administering of prediction requests can 
be time consuming and costly In particular, all prior emprr- 
1cal demonstrations of self-prophecy have relied on personal 
contact between administrator and research participant to 
deliver the prediction request Prior research suggests that if, 
for example, a marketer wants to increase purchase rates of 
ecofriendly products through self-prophecy, direct contact 
(eg, telephone interview, mail survey) 1s necessary This 
potential operational constraint 1s especially problematic for 
firms with large target markets and severely limits the wide- 
scale application of the technique In that the broader use of 
prediction requests (and resultant changes in behavior) may 
be beneficial to various constituencies (е g , marketers, gov- 
ernment agencies, consumer groups), a primary goal of the 
current research 1s to demonstrate the efficacy of self- 
prophecy administered through mass communication to tar- 
get populations Another goal of the research 15 to test the 
underlying theoretical process of self-prophecy 


Why Does Self-Prophecy Work? 


Consistent with the postulations of prior researchers (Span- 
genberg 1997, Spangenberg and Greenwald 1999), we 
adopt the working hypothesis that self-prophecy is a manı- 
festation of cognitive dissonance Festinger (1957) origi- 
nally conceptualized cognitive dissonance as fundamentally 
motivational in nature An inconsistency among important 
cognitions causes a negative intrapersonal state that thereby 
motivates a person to alleviate the aversive psychological 
position. Revisions to Festinger’s original conceptualization 
(eg, Aronson’s [1968] self-concept view, Fazio and 


Cooper's [1984] "new look" at cognitive dissonance) have 
emerged in the literature primarily because none of the basic 
definitions or assumptions of the original theory were pre- 
cisely stated (see Aronson 1992), including what it 1s that 
constitutes important cognitions Given that the bulk of pub- 
lished evidence tends to support Aronson’s self-concept 
view of the phenomenon (for a review, see Harmon-Jones 
and Mills 1999), we adopt this framework for the current 
research 

The self-consistency or self-concept interpretation of 
dissonance (Aronson 1968, 1992) follows Festinger’s 
(1957) basic premise (1 e , the force behind observed behav- 
ога! and cognitive change 15 motivational in nature and 
derives from psychological discomfort), yet clearly specifies 
important cognitions as related to a person's self-concept 
and behavior, the discrepancy between these concepts 
results in cognitive dissonance According to Aronson’s 
(1992) conceptualization, the centrality of the self-concept 
relies on the expectation that, in general, most people strive 
to preserve a sense of self that 1s (1) predictable, consistent, 
and stable, (2) competent, and (3) morally good Changes in 
outcome variables resulting from dissonance, therefore, are 
self-concept-preserving justifications that attempt to restore 
consistency between people’s self-concepts and their 
actions Because most people have a positive self-concept, 
they are likely to experience dissonance when they behave 
in a way they consider incompetent, inconsistent, or 
immoral 

Specifically, the self-prophecy technique appears to 
work by motivating people to reduce a values-action dis- 
crepancy made salient by self-prediction In this regard, a 
dissonance explanation for self-prophecy suggests that pre- 
diction request causes psychological discomfort or tension 
for those who become aware of a discrepancy between the 
values they hold (e g , normative beliefs about performing 
the central behavior, a generalized positive self-concept) and 
the actions they perform (or have performed in the past) 
Thus, at the time of prediction request, people become 
simultaneously aware of what they should do as well as 
what they have (or have not) done in the past If these cog- 
nitions are discrepant (e g , "A good person would exercise, 
but I have not exercised recently”), dissonance likely results 
People who make a prediction alleviate associated cognitive 
dissonance by undertaking the socially normative action 
they otherwise would have been unlikely to perform 

The literature supports the interpretation that self- 
prediction makes people consider what they have done and 
what they should do 1n terms of a behavior Across studies, 
people in a control group consistently perform behaviors in 
a less socially desirable manner than do those asked to make 
а self-prediction Thus, people left to their own accord per- 
form socially normative behaviors at a level below that 
directed by а view of oneself as moral and ethical The 
behavioral self-prediction also likely acts as a reminder for 
people of their failure to perform the behavior as they 
"should " Prior research has also demonstrated that people 
are aware of the norms underlying focal behaviors and tend 
to make self-predictions ın a socially normative direction 
(e g , Spangenberg and Greenwald 1999) The sum of these 


findings indicates that the requisite elements for dissonance 
to manifest exist їп conjunction with making a prediction 
Recent research provides indirect empirical support for 
a dissonance-based explanation of self-prophecy Sprott, 
Spangenberg, and Fisher (2003) demonstrate that the self- 
prophecy effect 1s greater when people hold stronger (rather 
than weaker) normative beliefs about performing a respec- 
tive behavior This finding supports a dissonance account of 
self-prophecy, because greater cognitive dissonance should 
exist for those people who make a self-prediction and have 
the strongest social norms (but have not undertaken the nor- 
mative behavior in the past) It seems most likely that peo- 
ple in this group will change their behaviors after prediction 
In summary, a dissonance-based account of self- 
prophecy holds that prediction request elicits cognitive dis- 
sonance by making salient the incongruity between people's 
past behavior and their socially normative. self-concepts 
Ensuing behavior consistent with the social norm reduces 
the cognitive dissonance associated with this incongruity 
Published evidence to document this process directly 1s 
nonexistent, which thereby motivates the second goal of this 
research to isolate dissonance as the process underlying 
mass-communicated prediction requests 


Overview of Current Research 


We report five studies that provide normative and theoretical 
contributions to our understanding of self-prophecy. Of par- 
ticular interest to marketers who want to implement the 
technique, we explore whether the self-prophecy effect can 
occur for advertising Thus, all studies reported herein 
employ mass-communicated prediction requests, that is, 
marketing communication tools such as mailings, print 
advertisements, or outdoor signs prompting people to make 
an internal prediction Studies | and 2 are direct-effects tests 
of self-prophecy within such an advertising context Study 1 
15 an interrupted time-series quasi experiment documenting 
the influence of a mass-communicated prediction request on 
recycling behavior Study 2 is a controlled field experiment 
demonstrating that mass-communicated prediction requests 
affect the behavior of people attending a fitness club In that 
these studies reliably show that mass-communicated predic- 
tion requests influence normative behaviors, we adopted the 
goal of theoretical explanation for self-prophecy effects 
within such advertising situations Thus, in Studies 3, 4, and 
5, we conducted a series of laboratory-based theory tests 
(using a combination. of behavioral and psychological 
process variables) to determine whether cognitive disso- 
nance 15 responsible for self-prophecy effects In addition to 
the practical and theoretical contributions detailed. previ- 
ously, a further contribution of this research pertains to the 
substantively important fields of inquiry. All studies exam- 
1ne self-prophecy in behavioral domains of relevant social 
interest to the marketing field, including recycling (eg, 
Drumright 1994), health and fitness behavior (e g , Moor- 
man 2002, Moorman and Matulich 1993), and donations to 
a charitable organization (e g , Bendapudi, Singh, and Ben- 
dapudi 1996) 
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Study 1: Self-Prophecy and 
Recycling 


We conducted Study 1 as an initial assessment of our propo- 
sition that socially normative behaviors can be changed by 
mass-communicated prediction requests This study derives 
from research demonstrating that dissonance (e g , Dicker- 
son et al 1992) and, more important, self-prophecy (Sprott, 
Spangenberg, and Perkins 1999) can influence conservation- 
related behaviors In particular, Sprott, Spangenberg, and 
Perkins's (1999) field study shows an increase in recycling 
behavior with a self-prediction manipulation As with other 
demonstrations of the self-prophecy effect, Sprott, Spangen- 
berg, and Perkins's study required participants (university 
dormitory residents) to complete individual paper-and- 
pencil prediction requests about recycling, they found a sig- 
nificant self-prophecy effect, such that the number of alu- 
minum cans recycled (on average) on dormitory floors was 
significantly higher in the prediction condition than in the 
control condition Personal contact was part of the study's 
design (1e, each person responded directly to a prediction 
request on a survey), which ıs important to the current 
research The challenge evolving from Sprott, Spangenberg, 
and Perkins’s work 1s whether contacting a large group of 
people with a mass-communicated prediction request can 
lead to similarly significant increases in the normatively 
positive behavior of recycling 

The objective of Study 1, therefore, was to change peo- 
ple’s recycling behavior through an advertised self- 
prediction We adopted a quasi-experimental design for the 
study that included an advertising campaign containing a 
prediction request, we measured recycling before, during, 
and after the campaign On the basis of prior research, we 
expected significant improvements in recycling during and 
after the campaign compared with before the campaign 


Pretest 


We conducted a pretest to determine the number and nature 
of thoughts elicited by participants’ exposure to survey- and 
advertisement-based prediction requests 


Sample, design, and procedures Seventy-two Washing- 
ton State University undergraduate students participated in 
the laboratory pretest in exchange for a modest amount of 
course credit The pretest employed a between-participants 
design with two self-prophecy conditions, including (1) a 
survey-based prediction condition (n = 39) and (2) an adver- 
tised prediction-request condition (n = 33) 

In the survey condition, we provided participants with а 
prediction request in line with prior research in the field 
(e g , Spangenberg and Obermiller 1996, Sprott, Spangen- 
berg, and Perkins 1999) “Үои are using a lot of products 
that come in containers/packages/cans that can be recycled 
Do you predict that you will (a) not recycle? or (b) recycle?" 

We counterbalanced response order In the advertising 
condition, we presented participants with a full-page adver- 
tisement that showed several recycling containers with the 
prediction request (“Will You Recycle?") prominently fea- 
tured After exposure to their respective prediction requests, 
we asked participants in both conditions to list the thoughts 
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they had while processing the stimuli We also asked them 
to indicate the valence (positive, negative, or neutral) of their 
thoughts Finally, participants completed a series of scaled 
items about norms and beliefs regarding recycling 


Measures We recorded and standardized the total num- 
ber of thoughts and the number of positive, negative, and 
neutral thoughts each participant generated We deleted data 
provided by one person with a standardized total number of 
thoughts greater than 30 (Cohen and Cohen 1983) Two 
trained coders blind to the purpose of the study rated the 
thoughts listed as related to cognitive dissonance, evoking of 
social norms, or neither. Thoughts coded as related to cog- 
nitive dissonance suggested that people possessed an aware- 
ness of a discrepancy between past recycling behavior and a 
desirable level of recycling (e g , “Felt bad because I don't 
recycle at home") Thoughts coded as evoking of social 
norms referenced the level of recycling behavior people 
considered desirable for themselves as well as for others 
(e g , “We should all recycle") Thoughts coded as unrelated 
to dissonance or social norms included statements such as, 
“Phone number easy to remember" and “Garbage” Inter- 
coder reliability, as indicated by Perreault and Leigh's 
(1989) reliability index (I), was 71, disagreements were 
resolved by discussion 

A social norm scale comprised four :tems (“Students I 
know recycle,” “Students I know think it’s important to 
recycle,” “Students I know should recycle those items that 
can be recycled,” and “Students I know are concerned about 
issues related to recycling”, & = 77) A recycling belief 
scale included two items (“I feel committed to recycling” 
and “I recycle”, r = 63) We measured all items on nine- 
point scales (1 = “strongly disagree” and 9 = “strongly 
agree”) 


Results Multivariate analysis of variance indicated no 
significant differences 1n the number of total, neutral, posi- 
tive, or negative thoughts generated across conditions (all 
ps?» 10) Although a significant difference between survey- 
and advertisement-based prediction requests did not emerge 
for any of the thought categories (p > 14), a post hoc uni- 
уапаїе analysis revealed a difference 1n the number of 
thoughts related to cognitive dissonance between the 
survey- (M = 42) and the advertisement-based (M = 09) 
prediction requests (F;, 69 = 391, p = 05) There were no 
differences 1n the number of thoughts related to social norms 
(p » 20) and thoughts reflecting neither cognitive. disso- 
nance nor social norms (p > 10) across conditions Multi- 
variate analysis of variance of the belief and social norm 
scales did not reveal any significant differences ın recycling 
beliefs across conditions (p > 10) People in the advertising 
condition, however, reported stronger social norms associ- 
ated with recycling (M = 6 62) than did those in the survey 
condition (M = 5 78, Fj, 69 = 4 51, p= 04) 


Discussion Pretest results suggest that a prediction 
request incorporated in a mass-communicated format elicits 
responses (in terms of belief measures and the number of 
total, positive, negative, and neutral thoughts generated) 
comparable to those evoked by a prediction request їп a 
questionnaire format The findings also generally support 
the notion that survey-based prediction requests are theoret- 


ically grounded in cognitive dissonance, given the greater 
number of dissonance-related thoughts produced by this for- 
mat Because of the similarities between survey- and 
advertisement-based prediction requests on most cognitive 
responses collected for the pretest, we were confident that a 
prediction presented through mass communication was an 
effective method of eliciting a self-prophecy effect, thereby 
justifying proceeding with Study 1 


Method 


Context and sample Study 1 was a field study conducted 
during the fall semester tn the largest, most frequented class- 
room butlding on the Washington State University campus 
The university 1s residential, and most business and classes 
are conducted Monday through Friday, as such, the building 
15 heavily used on weekdays by thousands of students 
attending classes as well as by staff and faculty working 
therein. Before the start of the experiment, we emptied (and 
replaced 1f damaged) all existing aluminum-can recycling 
boxes and made available a few additional boxes as neces- 
sary to provide relatively equal coverage throughout the 
building A total of 33 aluminum-can recycling boxes were 
available across the four floors of the building Importantly, 
a person could not change floors or exit the building by any 
means without passing at least one easily accessed recycling 
box 


Design and procedures Study 1 employed an inter- 
rupted time-series quasi-experimental design (Cook and 
Campbell 1979) We recorded nine weeks of recycling 
behavior, with the experimental manipulation occurring dur- 
ing the middle of this time frame We collected data during 
three stages (1) a baseline period of four weeks before the 
implementation of the prediction campaign (to establish a 
comparison point for the subsequent stages of the study), (2) 
a campaign period of one week during which we presented 
the mass-communicated prediction request, and (3) a post- 
campaign period of four weeks after the campaign Stage of 
the experiment (1e, baseline, campaign, postcampaign) 
therefore served as the independent variable in the design 

The experimental manipulation was a marketing cam- 
paign aimed to increase recycling behavior In particular, we 
displayed the pretest prediction request ("Ask Yourself 
Will You Recycle?") on an electronic reader board (approx- 
1mately 2 feet by 7 feet) at the main entrance of the building, 
on actual-size wooden stop signs placed on hinged wooden 
tents (signs were on both sides of the tent) located outside of 
the three heavily trafficked building entrances, and on stop 
signs printed on 84-by-11-inch flyers hung on the bulletin 
boards 1n each of the building's classrooms We completely 
removed all manipulations associated with the campaign at 
the end of the five-day campaign period 


Measure The dependent variable for Study 1 assessed 
overall recycling behavior as indicated by the percentage of 
cans recycled in the building (adjusted by the average num- 
ber of cans sold) Specifically, we collected and counted 
recycled cans each weekday for the entire building (1 e , 20 
days during the baseline period, 5 days during the campaign 
period, and 19 days during the postcampaign period (20 
days less a Friday holiday]) We obtained vending-machine 


sales figures of canned beverages їп the building for each 
pertod of the study and converted them into average daily 
sales figures It 1s reasonable to assume that nearly all of the 
cans recycled 1n the building were purchased in the build- 
ing's vending machines because all other commercial 
sources of beverages near the building were sold in cups or 
bottles The focal dependent measure for the study (calcu- 
lated for the entire building for each weekday of the three 
experimental periods) was the average number of recycled 
aluminum cans per day divided by the average daily sales 
volume 1п cans (the value of which was expressed as a per- 
centage) For example, on the third day of the study, a total 
of 148 cans were recycled in the building During that same 
period, the building's vending services sold an average of 
217 beverages in aluminum cans per day The value for the 
dependent variable in this instance 15 68 2 ([148/217] х 
100), which indicates that on average 68 2% of cans that 
could have been recycled in the building were recycled 

The use of interrupted time-series designs presents the 
potential for several threats to internal validity to manifest 
(see Cook and Campbell 1979) Although selection bias and 
instrumentation effects were not concerns in our design, his- 
tory effects related to consumption rates of beverages in alu- 
minum cans could have influenced our results The depen- 
dent variable in Study 1 accounts for this influence because 
any changes in overall consumption are included in the 
denominator, that 1s, the average daily sales of canned bev- 
erages in the building 


Results 


Interrupted time-series data are analyzed, when appropriate, 
with a type of time-series analysis, such as an autoregressive 
integrated moving average model (Cook and Campbell 
1979) Examination of the current data, however, showed no 
significant autocorrelation, therefore, the use of time-series 
analysis was not warranted, and we deemed a nonparamet- 
ric analysis most appropriate Specifically, we conducted a 
Kruskal-Wallis test to assess overall differences between 
three stages of the study We also conducted follow-up раш- 
wise comparisons using Wilcoxon rank-sum tests 

The Kruskal-Wallis test indicated a significant influence 
of the experimental stage on the percentage of cans recycled 
per day (24e 22 = 991, p= 007) Overall, recycling was 
least frequent in the baseline period (15 8%), compared with 
the campaign (27 6%) and postcampaign (28 2%) periods 
Pairwise comparisons revealed significant (one-tail) differ- 
ences between the baseline period and the campaign (z = 
1 87, p = 03, effect size г = 37) and postcampaign (z = 
298, p= 002, r= 48) periods The difference between the 
campaign and postcampaign periods was not significant (z = 
0 14, p= 45) 


Discussion 


Study 1 shows that recycling behavior increased with the 
implementation of a marketing campaign featuring a self- 
prophecy prediction request Compared with prior research 
in which prediction request ıs administered personally by an 
external agent, participants in this study essentially “self- 
administered” the self-prediction on exposure to the mass- 
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communicated message Not only was Study 1’s self- 
prophecy effect significant, but the effect size was also much 
larger (when comparing baseline with the campaign and 
postcampaign periods) than the average effect size for prior 
demonstrations of the effect Study 1 results therefore sug- 
gest that one-to-one contact 1s not required for a self- 
prophecy effect to manifest, and they suggest promise 1n 
applying the technique to large target markets 


Study 2: Self-Prophecy and 
Attending a Fitness Club 


Study 2 was a field experiment assessing the effect of adver- 
tised prediction requests on attendance of members at a 
health and fitness club Several aspects of Study 2 address 
the potential shortcomings associated with Study 1’s quasi- 
experimental design Spangenberg (1997) has demonstrated 
the success of a self-prophecy technique in this context 
through individually administered prediction requests, 
Spangenberg contacted health club members by telephone 
to ask 1f they expected to use their health club and then mon- 
itored attendance unobtrusively Health and fitness behav- 
iors are good candidates for self-prophecy because there are 
strong normative beliefs surrounding the pursuit of exercise 
and fitness (e g , Finlay, Trafimow, and Moro1 1999), partic- 
ularly 1n the subgroup of people who spend the money to 
Join a club It 1s also reasonable to expect that there could be 
dissonance associated with not making use of a facility for 
which a person has spent money to join 


Method 


Context and sample Study 2 was a true experiment con- 
ducted at a large health and fitness club in Montana's Flat- 
head Valley The club is owned by and adjacent to a large 
regional hospital The facility offers a full range of state-of- 
the-art exercise equipment and sport-specific services (e g , 
pools, racquet- and basketball courts, a climbing wall, an 
indoor track) At the time of the study, there were more than 
3000 membership accounts at the facility Before random 
assignment to conditions, we dropped people whose mem- 
berships were inactive or put on hold (e g , because of injury 
or relocation), and we screened club employees and mem- 
bers whose employers paid their dues (this was critical to the 
treatment to ensure that the mailed advertising manipulation 
was not delivered to someone other than the person using 
the membership) Thus, on the basis of these criteria, we had 
a total available population for Study 2 of 1665 people 


Design, experimental manipulations, and procedures 
We used a between-participants design that included three 
conditions an advertised prediction-request condition (n = 
557) and two advertised control conditions (n = 550 and n = 
558) We randomly assigned participants to conditions. We 
assessed basic demographics and prior attendance figures to 
confirm equivalency of treatment conditions resultant to 
random assignment to conditions There were no differences 
across conditions regarding prior attendance at the facility 
(Р) 57 = 11, p = 90), age (Fo, 1662 = 2 76, p = 06), or sex 
ar =2= 114, p= 57) 
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We modeled treatments after Spangenberg’s (1997) 
study, ın which he contacted all study participants by tele- 
phone, such that the manipulation was the only difference 
between conditions (thereby precluding a priming explana- 
tion for the observed effects) In the present study, adver- 
tisements containing experimental manipulations (“Do you 
expect to use your club in the next week?" and, for self- 
prophecy, “Will you work out at [fitness facility name]?") 
served as stimuli for the three experimental conditions 

Prior research has employed a variety of control condi- 
tions to establish the self-prophecy effect, including (1) the 
provision of information related to the behavior but not ask- 
ing for a prediction (e g , Greenwald et al 1987, Spangen- 
berg 1997), (2) the measurement of behavior only (1e, по 
contact of any sort with the control-condition participants 
before measuring behavior, e g , Sherman 1980), and (3) the 
administration of a prediction request unrelated to the focal 
behavior (e g , Spangenberg and Obermiller 1996) The pre- 
sent study implemented two control conditions The first 
("Fitness guilt?") asked a question without asking for a pre- 
diction We designed the second (“Work out at [fitness facil- 
ity name]") to be as close to the prediction request as possi- 
ble without actually asking for a prediction and to provide 
the name of the fitness club in a manner as prominent as the 
prediction request As such, this condition provides empiri- 
cal assessment of priming or attitude accessibility, 1f either 
of these underlies self-prophecy, we would expect to find 
similar levels of attendance between this condition and the 
prediction request (a dissonance-based viewpoint would not 
predict such a difference) 

We provided the advertised messages for the three con- 
ditions on an insert included with club members’ monthly 
newsletters and billing statements The insert was printed on 
а 34-by-8%-1nch piece of gray, heavy card stock and was 
provided with the newsletter under the guise of a reader sur- 
vey The right half of the insert was a two-question survey 
regarding newsletter readership and the left half displayed 
the respective manipulated advertising message (presented 
їп all capital, 36-point Lucida Console font) 


Measure The dependent variable for Study 2 was a mea- 
sure of attendance behavior recorded by the facility’s check- 
ın computer from participants swiping their membership 
cards at a turnstile entrance (a nearly perfect measure, 
because members could not otherwise enter the club) We 
collected attendance data for the four-week period from 
April 8 through May 1 (allowing two days for members to 
receive the newsletter and experimental treatment after 
mailing on April 6) To eliminate the potential confounding 
effects of special weekend events (e g , road races and chil- 
dren’s activity days) and to maintain a consistent weekly 
data collection schedule, we used only weekday attendance 
(1e, Monday through Friday) to calculate the dependent 
measure Specifically, we calculated the dependent variable 
by dividing the average number of members making a daily 
visit per experimental condition by the number of members 
in that condition, and we expressed this value as a percent- 
age For example, on April 15, 141 of the 557 research par- 
ticipants in the self-prophecy condition visited the facility, 
the value for the dependent variable 1s 25 3 ({141/557] х 


100), which indicates that 25 396 of members in the condi- 
tion attended the facility that day 


Results 


An analysis of variance model indicated an effect of experi- 
mental treatments on daily health club attendance (Е 57 = 
279, p = 07) Follow-up contrasts showed that attendance 
rates were significantly higher (one-tail) 1n the advertised 
prediction request than in either control condition In partic- 
ular, the average daily attendance rate for the prediction con- 
dition was higher (M = 20 6%) than the attendance rate for 
“Fitness guilt?" (M = 18 9%, ts7=2 15, p= 02,r= 27) and 
“Work out at [fitness facility name]" (М = 19 1%, t5; = 1 92, 
p= 03,г= 25) The two control conditions did not differ 
(t5; = 25, p= 41) 

We conducted additional analyses to determine the nature 
of the self-prophecy treatment effects on club members’ atten- 
dance rates As noted, we conducted the experiment in late 
April This time of year typically finds many health club mem- 
bers moving from indoor exercise pursuits (e g , treadmills, 
stationary bikes) to outdoor ones (е g , running, bicycling), 
this tendency is particularly strong at this health club because 
of its location near the Rocky Mountains Indeed, staff and 
management at the health club indicated in prestudy meetings 
that the most significant attendance-related problem during 
that time of year 1s losing members to outdoor pursuits In this 
context, we expected a successful self-prophecy prediction 
message to be more likely to retard spring attrition rates than 
would control messages Thus, we expected to find smaller 
differences between pre- and post-treatment on behavior for 
the self-prophecy condition (compared with the two control 
conditions) To address these issues, we employed a nonpara- 
metric method of analysis (similar to Study 1) and conducted 
pairwise comparisons (1 e , pre- versus post-treatment) using 
the Wilcoxon rank-sum test across the three conditions. Atten- 
dance rates significantly decreased (one-tail) after the promo- 
tional campaign for the “Fitness guilt?" (z = 2 60, р = 005) 
and the “Work out at [fitness facility name]" (z = 2 76, р = 
003) control conditions More important, attendance rates did 
not significantly decline for the self-prophecy condition (z = 
1 56, p= 06) These results are depicted in Figure 1. Notably, 
pretreatment attendance rates did not differ significantly 
across the three experimental conditions (Е 57= 11, p= 90) 


Discussion 


The significant self-prophecy effect found in Study 2 builds 
on the results of Study | using a controlled, true field exper- 
iment to support the proposition that actual behaviors can be 
significantly modified by the implementation of an advertis- 
ing campaign featuring a self-prophecy prediction request 
In particular, with a nonstudent sample in a real-world set- 
ting, Study 2 demonstrates that an advertised self-prophecy 
treatment can lead to a significant increase in daily health 
club attendance, compared with those people not asked to 
make a prediction. Study 2 results also provide greater con- 
fidence in Study 1 results by testing for pre- and post- 
treatment differences of the promotional campaign, which 
indicates that self-prophecy has the capability to retard sea- 
sonal health club attrition rates More important, a pertinent 


FIGURE 1 
Results of Study 2: Self-Prophecy and Fitness 
Club Attendance 
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statement about the focal behavior (1€ , “Work ош at [fit- 
ness facility name]") had less influence on behavior than did 
a similar prediction request (1e , “Will you work out at [fit- 
ness facility name]?"), which suggests that priming or atti- 
tude accessibility cannot account for self-prophecy effects 
Given the potential that substantial noise exists in the field 
setting of Study 2 (e g , not all health club members likely 
were exposed to or considered the advertising insert), our 
significant results and substantive effect size suggest con- 
siderable promise for marketers 

Studies 1 and 2 represent the first empirical evidence 
that self-prediction through mass-communicated messages 
can influence normative behaviors for large target popula- 
tions Practical implications of these field studies for mar- 
keters and others interested їп influencing human behavior 
are detailed in the section “General Discussion” A remain- 
ing objective of the current article is to test the theoretical 
process by which the self-prophecy effect occurs Studies 3, 
4, and 5 are a series of laboratory experiments that address 
this goal by testing the proposed dissonance-based theoreti- 
cal mechanism for self-prophecy 


Studies 3A and 3B: Self-Prophecy, 
Others' Behavior, and Measured 
Discomfort 


All published self-prophecy research to date has focused on 
the prediction of a person's own behavior With a slight twist 
to this paradigm, it 1s possible to use the act of prediction to 
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support the theoretical explanation of dissonance underlying 
the phenomenon, the twist 18 to incorporate predictions for 
other people as an experimental design factor 

According to Aronson's (1968, 1992) self-concept idea 
of dissonance theory, people's views of themselves as good 
and morally competent should be threatened when they 
make a self-prediction inconsistent with previous behavioral 
patterns The act of prediction makes people simultaneously 
aware of what they should do and what they have failed to 
do in the past Prior research indicates that when such a 
threat to self-esteem exists, a person is expected to bolster 
self-evaluations through downward comparison with others 
(Hakmiller 1966) to rebuild a conception of the self as 
morally good and competent If people are dissonant about 
having made a prediction, they should feel better 1f they are 
not any less conscientious than others regarding a norma- 
tively directed but not always adhered to behavior (eg, 
*Others don't always recycle, so I'm not that bad if I haven't 
either”) The reason for expecting such an outcome 1s 
grounded in social comparison theory (Festinger 1954), 
whereby comparison processes are influenced by needs for 
self-enhancement and self-esteem In general, we expect 
that people who view an advertisement containing à self- 
prediction and subsequently make a prediction about others 
exhibit less cognitive. dissonance than. do those who are 
exposed only to self-prediction ın the advertisement 

Prior research has directly measured two generally rec- 
ognized components of cognitive dissonance that could be 
used for the purposes of Studies 3A and 3B The first 
arousal, which Elliot and Devine (1994, р 382) refer to as 
the “drive-like properties of dissonance,” has been directly 
assessed with galvanic skin response (e g , Elkin and Leippe 
1986) The second arousal is the psychological discomfort 
(or uneasiness) associated with dissonance, for which Elliot 
and Devine (1994) developed a reliable and valid self-report 
measure In the current research, we adopt the latter, more 
parsimonious approach 

Thus, for people viewing an advertised prediction 
request, measured psychological discomfort should be sig- 
nificantly lower for those who make a prediction about oth- 
ers’ behavior than for those who do not (because such a pre- 
diction about others should act as a dissonance-reduction 
strategy) A dissonance theoretical viewpoint would predict 
no such difference in а control condition We report two tests 
of this hypothesis in the context of exercising at a university 
health and fitness facility (Study 3A) and recycling (Study 
3B) 


Method: Study 3A 


Context and sample Study 3A was a laboratory experi- 
ment conducted using paper-and-pencil tasks The sample 
(n = 202) included undergraduate marketing students at 
Washington State University, who participated in the study 
for course credit 


Design, experimental manipulations, and procedures 
The study employed a 3 (advertising treatment) x 2 (order of 
prediction about others’ behavior) between-participants 
design The advertising treatment included three conditions 
an advertised prediction request condition (n = 68) and two 
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advertised control conditions (for both, n = 67) We ran- 
domly assigned participants to condittons Experimental 
treatments included copy within color advertisements In the 
self-prophecy condition, the copy read, “Ask Yourself Will 
you work out at the Student Recreation Center?” The adver- 
tisement copy for the control condition read, “Work out at 
the Student Recreation Center,” and “Fitness Guilt? Student 
Recreation Center” 

The other experimental factor manipulated the order in 
which participants predicted others’ behavior In one condi- 
tion, the prediction about others came before measurement 
of psychological discomfort In the other condition, the pre- 
diction of others’ behavior followed the measure of psycho- 
logical discomfort 


Measure The dependent variable for Study 3A was 
Elliot and Devine’s (1994) measure of cognitive dissonance 
in terms of psychological discomfort This measure (vali- 
dated in a series of studies by Elliot and Devine)? stands 
alone as a means of directly assessing the psychological dis- 
comfort associated with cognitive dissonance Specifically, 
we asked participants to “indicate how the information in 
the advertisement makes you feel right now” using the fol- 
lowing descriptors “uncomfortable,” “uneasy,” and “both- 
ered” Each descriptor was followed by a seven-point scale 
anchored by “does not apply at all” (1) and “applies very 
much" (7) 

In the current study, the scale exhibited favorable psy- 
chometric properties In a confirmatory factor analysis, 
completely standardized factor loadings ranged from 79 to 
93, and individual пет reliabilities (Bagozzi and Yı 1988) 
ranged from 62 to 94 Composite reliability (Bagozzi and 
Yi 1988) was 93, and average variance extracted (Fornell 
and Larcker 1981) was 81 Thus, the average of the three 
items (о = 92) served as the dependent variable 


Results: Study 3A 


For research participants completing a self-prophecy predic- 
tion, less psychological discomfort was reported (one-tail) 
when they first estimated other people's behavior (M = 
2 11), compared with the condition ın which the prediction 
of others did not come first (M = 2 82, 16 = 1 76, p = 04, 
r= 21) Neither of the control conditions produced such a 





2To validate the psychometnic properties of Elliot and Devine’s 
(1994) psychological discomfort scale, we collected data from a 
separate sample (n = 84) that used stimuli from Study ЗА Partici- 
pants completed the measure of psychological discomfort (a = 
85), which was followed by a four-item measure of positive affect 
(“good,” “happy,” “optimistic,” and "friendly", & = 94) and a 4- 
item measure of negative affect ("disappointed," "annoyed," 
“guilty,” and “self-critical”, &@ = 88), anchored by “does not apply 
at all” (1) and “applies very much” (7) For the measurement model 
including the three constructs, X?a f = 41 = 76 95, goodness-of-fit 
index = 86, normed fit index = 89, and comparative fit index = 
94 For the Elliot and Devine scale, completely standardized fac- 
tor loadings ranged from 63 to 91, and individual item reliabilities 
ranged from 39 to 71 Composite reliability (Bagozzi and Yı 
1988) was 88, and average variance extracted was 72 (Fornell and 
Larcker 1981) Discriminant validity was established All фѕ were 
significantly different from [+1] (Anderson and Gerbing 1988), 
and average variance extracted exceeded 5 for all constructs (For- 
nell and Larcker 1981) 


difference (“Work out at [fitness facility name],” 165 = 01 
and р = 50, “Fitness guilt,” 65 = 73 and p = .23) Notably, 
levels of psychological discomfort observed in the control 
conditions are comparable to those of control conditions in 
other research using this methodological paradigm (Elliot 
and Devine 1994) We discuss Studies 3A and 3B together 
after the description and results of Study 3B 


Method: Study 3B 


Context and sample Study 3B was a laboratory experi- 
ment conducted at the University of Washington The sam- 
ple (n = 74) included undergraduate marketing students par- 
ticipating in exchange for course credit 


Design, experimental manipulations, and. procedures 
The study employed the same between-participants design 
as Study 3A, and we randomly assigned participants to con- 
ditions With the focal behavior of recycling, treatments 
were contained within the advertisements’ copy In the self- 
prophecy condition (n = 23), the copy (derived from Study 
1) read, “Ask Yourself = Will You RECYCLE?" The con- 
trol conditions included "It's not trash RECYCLE” (п = 28) 
and "Ask Yourself Will You Enjoy Seattle Parks?" (n = 
23) АП advertisements included similar design elements, 
namely, stop signs (Study 1) on which the message was 
prominently displayed The other experimental factor 
manipulated the order 1n which participants predicted oth- 
ers' behavior (1 e , either before or after the measure of psy- 
chological discomfort) 


Measure The average of Elliot and Devine's (1994) 
three-item measure of psychological discomfort (à = 93) 
agam served as the dependent variable with strong psycho- 
metric properties (established by means of confirmatory fac- 
tor analysis) Completely standardized factor loadings 
ranged from 86 to 99, and individual item reltabilities 
ranged from 74 to 98 The composite reliability (Bagozzi 
and Yi 1988) was 94, and average variance extracted (For- 
nell and Larcker 1981) was 84 


Results: Study 3B 


The results of Study 3B murror those of Study 3A In partic- 
ular, participants who completed a self-prophecy prediction 
had significantly (one-tail) less psychological discomfort 
after completing a prediction of other people's behavior 
(M = 1 97), compared with those who did not (M = 3 14, 
tg, = 1 74, p= 05,г= 35) Neither of the control conditions 
showed a significant (one-tail) difference (“Recycle,” ty, = 
83 and p= 21, “Parks,” 6 = 55 and p= 29) 


Discussion: Studies 3A and 3B 


For two behaviors and two populations, Studies 3A and 3B 
support our proposition regarding the dissonance-reducing 
aspect of making a prediction about other people's behavior 
Those viewing an advertisement containing a prediction 
request reported significantly lower levels of psychological 
discomfort after making a prediction about other people’s 
behavior, compared with the group that did not do so In 
both experiments, downward comparison appears to have 
"turned off’ dissonance associated with self-prediction, 


thereby removing the psychological discomfort we expected 
to lead to a self-prophecy effect Studies 3A and 3B thus 
provide support for the proposition that self-prophecy 1s 
theoretically explained by cognitive dissonance 


Study 4: Self-Affirmation and 
Measured Discomfort 


Study 4 begins by asking what would happen if a person 
were to reaffirm the aspect of the self threatened by the dis- 
sonance evoked through making a self-prediction Self- 
affirmation theory (Steele 1988), which builds on Aronson’s 
(1968, 1992) conceptualization of dissonance as resulting 
from a threat to people’s view of themselves as competent 
and moral, can be used to support our interpretation of self- 
prophecy as a fundamentally dissonance-based phenome- 
non Self-affirmation theory proposes that dissonance 
effects are not the result of mere cognitive inconsistency or 
a person feeling responsible for producing aversive conse- 
quences, but of behaving in a manner that threatens his or 
her sense of moral and adaptive integrity 

According to self-affirmation theorists, the primary goal 
of dissonance reduction 15 to restore the positive integrity of 
the overall self-system, which suggests that self-focused 
attention 1s a necessary condition for self-concept differ- 
ences to moderate evoked dissonance (eg, Spencer, 
Josephs, and Steele 1993) For example, people do not 
believe there 1s the need to justify or rectify a regrettable 
decision at work 1Ё reminded of their global sense of self- 
worth (е g , being a good parent or an otherwise positively 
contributing member of society) So long as the affirmed 
self-concept is strong, positively restoring feelings of self- 
integrity can obviate the need to resolve the provoking con- 
tradiction, because according to Steele (1988, р 289), “it 15 
the war, not the battle, that orients this [self] system " Rele- 
vant affirmations are a mechanism to support people’s over- 
all sense of self-worth (Steele 1988) or to reassure them 
about a personally violated self-concept (eg, Aronson 
1968) Published experiments directly test and support the 
self-affirmation process within the cognitive dissonance lit- 
erature (for a review, see Aronson, Cohen, and Nail 1999) 

Extant research has used self-affirmation processes to 
document the existence of cognitive dissonance (е g , Steele 
1988) Within this paradigm, research participants are made 
dissonant (е g, by writing a counterattitudinal essay) and 
then allowed (or not allowed) to self-affirm Outcomes of 
dissonance (е g , change in attitudes) only manifest for those 
who do not self-affirm, dissonance effects do not manifest 
for those who do self-affirm A similar approach documents 
the existence of cognitive dissonance associated with self- 
prophecy Assuming that dissonance underlies the self- 
prophecy effect, one should be able to eliminate the effects 
of self-prophecy by making thoughts salient that help 
restore the person's global self-concept after making a self- 
prediction We test this hypothesis in the current experiment 

Study 4 adopts the preceding logic by exposing partici- 
pants to advertisements containing prediction requests per- 
taining to recycling and then allowing some (but not all) of 
them to affirm values central to their self-concept Before 
completing the Elliot and Devine (1994) measure of psy- 
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chological discomfort, participants selected one of two arti- 
cles to read An article about exercising was a baseline con- 
dition, we expected an article about the negative conse- 
quences of not recycling to increase psychological 
discomfort (especially for those participants who did not 
self-affirm important values) because of the dissonance- 
evoking nature of the prediction request about recycling 
behavior that we exposed participants to at the beginning of 
the experiment If dissonance underlies self-prophecy, self- 
affirmation should reduce participants’ psychological dis- 
comfort 1n response to a prediction request and recycling 
article In the absence of such self-affirmation, however, 
psychological discomfort should be notably higher 


Method 


Context and sample Study 4 was a laboratory ехрегі- 
ment conducted concurrently at Washington State Univer- 
sity апа Seattle University Undergraduate. marketing. stu- 
dents (n = 92) participated in exchange for course credit, and 
we randomly assigned them to conditions 


Design, experimental manipulations, and procedures 
The experiment employed a between-participants design in 
which we manipulated the self-prophecy condition at two 
levels (1) an advertised prediction request with self- 
affirmation condition (n = 47) and (2) an advertised predic- 
tion request without self-affirmation condition (n = 45) The 
self-prediction for both conditions was contained in an 
advertisement that read, “Ask Yourself | Will You Recy- 
cle?” This advertisement copy was identical to that 
employed in Studies 1 and 3B 

The self-affirmation manipulation followed the proce- 
dures of Sherman, Nelson, and Steele (2000) In particular, 
we provided participants with the following instructions 
“Below 1s a list of characteristics and values, some of which 
may be important to you, some of which may be unimpor- 
tant Please rank these values and qualities in order of their 
importance to you, from 1 to 11 (‘T being the most impor- 
tant item, ‘11’ being the least important) " 

The list after the instructions included characteristics 
such as “business/money,” “artistic values," “sense of 
humor,” “athletics,” and so forth On completion of this 
ranking task, we asked all participants to answer two ques- 
tions To make salient important aspects of their self- 
concepts, we asked participants in the self-affirmation con- 
dition “What was your most important value listed on the 
previous page? (The value you ranked number 1)” We then 
asked them to respond to the following question “Why do 
you think this value might be important to you? Describe a 
time in your life when 1t has been important. Write as much 
or as little as you. want during this time" In the non-self- 
affirmation conditions, we asked participants “What was 
your ninth most important value listed above? (The value 
you ranked number 9)” We then asked them to respond to 
the following question “Why do you think this value might 
be important to a typical [university name] student? 
Describe a time in the typical student's life when it may be 
important” 

The second component of the experiment was repre- 
sented by participants’ choice of one of two short articles 
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(counterbalanced order of exposure) that we asked them to 
read and evaluate after the (non-)self-affirmation manipula- 
tion was complete We intended one article (“Not Exercising 
Is Killing Our Youth") to serve as a baseline and expected it 
to generate little (1f any) dissonance We expected the other 
article (^Not Recycling Is Killing Our Planet") to generate 
considerable dissonance for those participants making a pre- 
diction request (without self-affirmation) 

Participants began by evaluating the advertisement con- 
taining the prediction request and then completed the appro- 
priate (non-)self-affirmation task Next, we asked partici- 
pants to indicate the article topic they would be most 
interested in reading in a student-oriented publication (by 
placing an X next to one of the titles) After reading the arti- 
cle, participants completed the focal dependent measure— 
Elliot and Devine’s (1994) measure of psychological dis- 
comfort Specifically, we asked participants to indicate 
“how the information in the article makes you feel right 
now” With such instructions, we expected discomfort to 
remain relatively low for those who selected the exercise 
article (and higher for those who selected the recycling arti- 
cle) Finally, participants provided information on various 
demographics and completed a demand awareness question 


Measure The average of Elliot and Devine's (1994) 
three-item measure of psychological discomfort associated 
with cognitive dissonance was the dependent variable in this 
study (0 = 90) Completely standardized factor loadings 
ranged from 76 to 97, and individual item reliabilities 
(Bagozzi and Yı 1988) ranged from 57 to 94 The compos- 
ite reliability (Bagozzi and Y1 1988) was 91, and average 
variance extracted (Fornell and Larcker 1981) was 77 


Results 


Of the participants who self-affirmed after making the pre- 
diction, 12 (26 7%) chose to read the article about recycling, 
compared with 14 (29 2%) who did not self-affirm after being 
exposed to the prediction request An analysis of variance 
model showed a main effect for article choice, indicating 
greater psychological discomfort for those who selected and 
read the recycling (rather than the exercising) article (Е; gg = 
27 10, p « 001), thus, exposure to a prediction request about 
recycling behavior may, in general, have resulted 1n greater 
psychological discomfort 1n response to the article about 
recycling А main effect for self-affirmation (p = 39) did not 
emerge Of particular theoretical import was the significant 
interaction between self-affirmation and article choice (Е gg = 
3 78, p = 055) We conducted planned comparisons to inter- 
pret this interaction. Participants who did not self-affirm after 
making a prediction reported greater psychological discom- 
fort for the recycling article (M = 4 69) than for the exercise 
article (M = 2 14, мз = 5 69, p< 001, г= 66) A similar (but 
considerably weaker) pattern emerged for those who self- 
affirmed after making a prediction, such that greater discom- 
fort was associated with the recycling article (M = 3 69) than 
with the exercise article (M = 2 53, 45 22 13, p= 04,r= 30) 
A comparison of effect sizes associated with these contrasts 
indicated, as we expected, a significant one-tail difference 
with a greater effect size in the no-affirmation condition (z = 
224, p = 01) Results of Study 4 are shown in Figure 2 


FIGURE 2 
Results of Study 4: Self-Affirmation and Measured 
Discomfort 
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Discussion 


Study 4 shows that people exposed to an advertisement- 
based self-prediction request while given the opportunity to 
affirm values central to their self-concept report relatively 
lower levels of psychological discomfort than do those mak- 
ing a prediction without the opportunity to self-affirm The 
results provide further support for a dissonance-based 
account of self-prophecy 

Studies 3A, 3B, and 4 focused on measured psychologi- 
cal discomfort to demonstrate that cognitive dissonance 15 
the mechanism underlying the self-prophecy effect Study 5 
shows the effect of mass-communicated prediction requests 
on behavior within the self-affirmation paradigm 


Study 5: Self-Prophecy and Self- 
Affirmation 


On the basis of the logic behind Study 4, we should be able 
to turn off self-prophecy’s behavioral effects (assuming a 
dissonance-based process) by allowing people who make a 
prediction to self-affirm and restore a positive self-concept 
Study 5 tested this hypothesis with an experiment in which 
we asked people, through an advertisement, to make a pre- 
diction about an important cause (1 e , the American Cancer 
Society) and then gave them (or did not give them) the 
Opportunity to self-affirm positively, we expected this to 
reduce participants’ dissonance and eliminate any behav- 
тога! effects of prediction by providing people with a way to 
feel good about themselves (Aronson, Blanton, and Cooper 
1995) Self-affirmation in this context provides people with 
a substitute for behaviorally demonstrated compassion 
toward the American Cancer Society 


Method 


Context and sample Study 5 was a Web-based experi- 
ment conducted on the Washington State University cam- 
pus Participants were unclassified staff working ın depart- 
ments across the entire campus (to proscribe likelihood of 
demand artifacts, departments we dropped included psy- 
chology, sociology, and several business disciplines) To 
promote participation, we promised participants in an intro- 


ductory e-mail solicitation that they would be automatically 
entered in a drawing for one of two $50 gift certificates at 
the campus bookstore After dropping participants as a result 
of manipulation and process checks described subsequently, 
the final sample size was n = 83 


Pretest We conducted a pretest with 40 staff at the uni- 
versity to ascertain a charity that would be important to a 
significant percentage of the staff that would be contacted 
for the main experiment We told pretest participants to 
assume they had $5 to donate to a charitable cause, and we 
asked two questions “What two charitable causes would 
you be most [least] willing to donate the $57” 

One-third of pretest participants mentioned the Атеп- 
can Cancer Society as the cause to which they would be 
“most willing to donate,” and therefore we chose it as the 
charitable cause for this study (no other cause was men- 
tioned more frequently) In addition, when queried about the 
causes to which they would be “least willing to donate,” no 
participants mentioned the organization 


Design, experimental manipulations, and procedures 
The study employed a between-participants design with 
three treatment conditions. (1) an advertised. prediction 
request with self-affirmation condition (n = 22), (2) an 
advertised prediction request without self-affirmation condi- 
ton (n = 25), and (3) a control condition (n = 36) The treat- 
ments consisted of half-page, full-color advertisements pre- 
sented through Web browsers All advertisements contained 
the American Cancer Society logo and the word “Donate” 
placed as the first word encountered in the upper-left-hand 
corner of all advertisements For the control condition, the 
copy read, "Support the American Cancer Society " Copy in 
both the self-prophecy and the self-affirmation conditions 
read “Ask yourself Will you support the American Cancer 
Society?” We randomly assigned (with the computer pro- 
gram) participants to treatment conditions The self- 
affirmation manipulation followed procedures detailed in 
Study 4 (ге, ranking and writing about their first or ninth 
most important value) 

We initially contacted participants by personalized e- 
mail and asked them to participate in an online study about 
consumers' responses to advertising To participate, partici- 
pants merely needed to click on a link embedded in the e- 
mail that brought them directly to a Web site containing 
appropriate experimental materials 

On entering the Web site, participants read and agreed to 
an informed consent statement They were then sent to the 
next page, at which they received the following instructions 
"On the following page, you will be presented with a mock 
advertisement In this study, we are interested in how well 
you process the copy (1e, the written content of an adver- 
tisement) After viewing the advertisement, you will be 
asked to indicate what part of the written copy you recall 
from the advertisement " 

After reading the instructions, we presented participants 
with the advertisement associated with their condition 
After viewing the advertisements, participants encountered 
a page on which we asked them to answer two questions 
from memory without going back to the advertisement 
page The questions were “What was the topic in the adver- 
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tisement?" and "What was the written сору їп the 
advertisement?" 

After answering questions about the advertisements, 
participants entered а page ("Ranking of Personal Values 
and Characteristics") containing the value-ranking task (also 
used 1n Study 4) When participants had completed writing 
about condition-appropriate values, we asked them to regis- 
ter for the prize drawing on a separate page This page con- 
tained the focal behavioral response measure of donating 
time to the American Cancer Society Specifically, partici- 
pants had the option to “Log off now" or “Continue” to 
complete a survey to help the American Cancer Society 
Before they were given the choice, we assured all partici- 
pants that they had been entered in the prize drawing and 
that either choice would not preclude them from being 
entered The survey contained a series of four questions that 
ostensibly gathered information for the American Cancer 
Society 


Manipulation and process checks 'То ensure that par- 
ticipants included їп hypothesis tests were sufficiently 
engaged in processing the advertisement and tasks associ- 
ated with our study, we conducted several checks and dis- 
carded those participants who did not meet the qualifica- 
tion set for each one To be included ın final analyses, 
participants needed to remember the topic of the adver- 
tisement they saw and correctly recall important aspects 
of the copy (re, “Donate” and "American Cancer Soci- 
ety" in all conditions and the questioning nature of the 
copy in the self-prophecy and self-affirmation condi- 
tions) Participants also needed to complete the values- 
ranking task correctly to remain ın the study We elimi- 
nated participants from analyses if they did not identify 
the correctly ranked value to write about (1 or 9 depend- 
ing on the condition) Many participants did not make the 
cut at several of these stages, thus, the final sample size 
was n = 83 


Measure The criterion variable for Study 5 was whether 
participants donated their time by completing an American 
Cancer Society survey We provided research participants 
with the opportunity (after viewing the advertisement rele- 
vant to their respective conditions) to either click on "Log 
off now" or click on “Continue” to donate their time to com- 
plete an American Cancer Society survey Thus, the per- 
centage of people who decided to donate their time to the 
American Cancer Society constituted the measure of behav- 
ior on which we tested our effect 


Results 


We found a significant difference 1n donation of time to the 
American Cancer Society research project across the three 
conditions (X24 f „2 = 6 27, p = 04) The proportion of par- 
ticipants who donated time (by clicking through to the sur- 
vey) was higher in the self-prophecy condition (52%) than 
in the control condition (30 6%) (see Figure 3) Consistent 
with our hypothesis, participants in the self-affirmation con- 
dition were least likely to donate their time (18 6%) The 
critical contrast for this study was between the self-prophecy 
and the self-affirmation conditions, as we expected, the 
33 4% difference was significant (one-tail) at z = 2 41 (р = 
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FIGURE 3 
Results of Study 5: Self-Prophecy and Self- 
Affirmation 
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001, г = 35), a lower percentage of participants clicked 
through in the self-affirmation condition. The 19 4% differ- 
ence between control and self-prophecy was significant 
(one-tail) at z = 1 69 (p = 05, r= 22), a higher percentage 
of participants clicked through in the self-prophecy condi- 
tion. Control and self-prophecy with self-affirmation did not 
differ significantly (p — 15) 


Discussion 


Study 5 further supports our proposition that people pre- 
sented with an advertisement-based prediction about a 
socially normative behavior experience cognitive disso- 
nance By showing that we can “turn off" the predicted (and 
observed) behavioral effects of self-prophecy (in this case, 
donating time to the American Cancer Society) using a self- 
affirmation manipulation, we provide important evidence of 
our process explanation This is especially true given self- 
affirmation’s position within the self-concept paradigm of 
dissonance 


General Discussion 


The current findings combined with prior published 
research suggest that including a specific behavioral self- 
prediction in a promotional campaign for social change 
likely leads to important behavioral effects among targeted 
consumer segments The normative value of implementing 
the self-prophecy technique on a wide scale has heretofore 
remained a challenge to marketers interested in influencing 


socially normative behaviors, primarily because of difficul- 
ties associated with obtaining behavioral self-predictions 
from large target segments Our research addresses this chal- 
lenge, Studies 1 and 2 show that a mass-communicated pre- 
diction request can change behavior in a manner consistent 
with laboratory-based self-prophecy effects This article ts 
also the first to provide direct empirical evidence for a theo- 
retical explanation of self-prophecy Studies 3, 4, and 5 sup- 
port the proposition that cognitive dissonance 1s the theoret- 
ical process underlying the effect Taken together, the series 
of studies reported herein provides compelling theoretical 
explication for self-prophecy while concomitantly moving 
marketers closer to wide-scale, real-world applications of 
the effect 


Managerial Implications 


Self-prophecy effects likely have significant effects for mar- 
keting organizations that employ the technique, targeted 
consumers, and society as a whole Traditional marketing 
approaches to altering behavior often require marketers to 
identify most, tf not all, salient aspects to a decision context 
before developing strategies directed toward altering con- 
sumer behavior In contrast, self-prophecy merely requires 
identification of a socially normative behavior and asks con- 
sumers to make a prediction about the target behavior to 
effect change The dissonance-based conceptualization of 
self-prophecy supported by our research suggests that the 
technique 15 effective in situations in which clear normative 
prescription about performance of behaviors exists, yet peo- 
ple do not live up to those standards on a day-to-day basis 
Furthermore, we show that efficiencies can be gained by 
implementing self-prophecy through mass-marketing com- 
munications with which target groups are prompted to make 
predictions to themselves Thus, marketers of soctal causes 
or products and services with socially normative aspects or 
applications should have keen interest in self-prophecy 
Although it 1s necessary to be careful when generaliz- 
ing beyond specific empirical efforts, results of the stud- 
ies reported herein have clear implications for marketers 
For-profit marketers interested in eliciting normative 
behaviors ın societal marketing campaigns could use 
advertised prediction requests to the benefit of the firm 
and society For example, consider Yoplait’s recent sup- 
port of breast cancer research, an advertising campatgn 
prompting consumers to make a self-prediction (eg, 
"Will you support breast cancer research with your next 
purchase?") might increase purchase rates of the product 
(with. concomitant. support of breast cancer research) 
Social marketers employing short, imperative phrases 
(e g , "Don't drink and drive,” “Buckle up,” “Just say no 
to drugs") might be well advised to adopt a self-prophecy 
approach (eg, “Will you buckle up’) In particular, 
Obermiller, Spangenberg, and Atwood (1992) suggest that 
a command 15 likely to be less effective than a self- 
prediction as a result of reactance (Brehm 1966) This 
expectation 1$ borne out by Study 2 results, which show 
that a command (1e, "Work out at [fitness facility 
name]"), compared with a prediction request (1e, “Will 
you work out at [fitness facility name]?"), does not alter 


behavior Thus, as opposed to an external authority 
attempting to command people to behave in a normative 
manner, self-prophecy provides an internal focus that 
motivates people to do what they know they should do. 

More generally, a vanety of organizations should find 
self-prophecy useful for motivating behaviors not yet 
addressed by the current or prior published research For 
example, health care marketers interested 1n increasing 
childhood unmunization could use prediction requests to 
improve immunization rates by having expectant mothers 
complete a prediction about the behavior on standard insur- 
ance or hospital admission forms Brand managers mught 
find self-prophecy potentially useful when faced with the 
challenge of gathering information from target populations 
Indeed, a short questionnaire recently received by one of the 
current authors included a question to the effect of “You 
will soon receive a longer questionnaire from the manufac- 
turer of the new Toyota you Just bought. Do you predict that 
you will fill out this questionnaire? Yes or No " Similarly, a 
current author recetved a mass-distributed direct-mail piece 
from Scientific American that asked, “Will you accept a 
sample issue?" Recipients of the direct-mail piece ın this 
case were asked to make a prediction to themselves, as were 
participants in the studies we report herein It remains to be 
seen 1f any of these approaches can alter targeted behaviors 
(particularly, if cognitive dissonance 1s not evoked when 
consumers consider the prediction requests) 

As with any decision about promotional strategy, deter- 
mining how to communicate prediction requests to target 
populations deserves careful attention to target market char- 
acteristics and resource constraints of the orgamization want- 
ing to use the technique For some organizations with large 
target markets and sufficient resources, a mass- 
communicated advertising campaign (using radio, televi- 
sion, outdoor, or print advertising) may be appropriate 
Organizations. with. smaller target markets and fewer 
resources should explore other approaches for providing 
prediction requests to groups of people (e g , public service 
announcements, standardized forms completed by the target 
market) Furthermore, marketers would do well to consider 
factors that might moderate the effect of mass-marketed 
self-predictions, such as opportunity costs associated with 
performing (or avoiding) a predicted behavior For example, 
consumers tn the studies reported herein experienced oppor- 
tunity costs to following their predictions (e g , recycling 1s 
inconvenient, going to a health club requires a financial 
commitment over time) 


Theoretical Implications 


In addition to the direct managerial implications of this 
research, marketers interested ın implementing self- 
prophecy on a wide scale would be well advised to consider 
the underlying theoretical mechanism driving the effect 
Such an understanding would enable development of 
theory-relevant adjustments, which thereby make the tech- 
nique more effective A dissonance conceptualization of 
self-prophecy posits that making a self-prediction reminds 
people of something to the effect of “I know what a good 
person should do and I have largely (or completely) failed to 
do so in the past Now that I have an opportunity, I will do 
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what I should do” The associated psychological discomfort 
with such cognitions ts a motivation for the behavior change 
associated with self-prophecy 3 

Tests of our theory (Studies 3 through 5) provide evi- 
dence consistent with a cognitive dissonance explanation for 
the effect Study 3 parallels previous research on social com- 
parison theory that shows that people's comparisons with 
others are influenced by their needs for self-enhancement 
and self-esteem (Festinger 1954) When people's self- 
esteem 1s threatened (eg, when they make a self- 
prediction), they are expected to bolster their self-evaluation 
through downward comparison with others (Hakmiller 
1966) If they are dissonant about having made a prediction, 
they should feel better if they perceive themselves as not 
having performed any worse than others with regard to a 
normatively directed but not always adhered to behavior 
(eg, "Other people don't always recycle, so I'm not that 
bad if I haven't either"). Thus, the simple act of downward 
comparison can eliminate, or at least ameliorate, the dis- 
comfort associated with self-prophecy Consistent with this 
reasoning, Study 3 shows that people given the opportunity 
to denigrate others' performance of a normatively prescribed 
behavior are less likely to show evidence of measurable psy- 
chological discomfort 

Of theoretical import as well, Studies 4 and 5 coincide 
with Aronson’s self-concept notion of dissonance and self- 
affirmation. theory by indicating that outcomes of disso- 
nance (measured discomfort and behavior, respectively) do 
not emerge when a prediction request 1s followed by the 
opportunity for people to affirm their self-image As such, 
these findings are consistent with research ın social psy- 
chology that demonstrates the “turning off” of the effects of 
dissonance (e g, Steele 1988) In addition, Study 2 helps 
eliminate the alternative explanation of attitude accessibility 
(or priming) for self-prophecy A statement with identical 
information but without prediction did not elicit the change 
in behavior brought about by the prediction request Taken 
together, Studies 2, 3, 4, and 5 provide strong support for 
dissonance as a process underlying the effects of mass- 
communicated prediction requests 

Marketers who want to apply self-prophecy in the mar- 
ketplace should be critically aware that dissonance elicited 
by self-prediction could be reduced or ignored through sev- 


3A potentially related stream of research pursued by Higgins and 
colleagues (e g , Higgins 1987, Higgins et al 1994) explains “ideal 
versus ought predilections " According to this self-regulatory per- 
spective, people pursue 1deal psychological states by moving away 
from things they want to avoid or by approaching things they con- 
sider positive with the driving motivation of eliminating “ideal- 
self" versus "ought-self" mismatches This research could help 
explain self-prophecy with regard to the nature of the prediction 
request, self-prophecy research to date has used prediction requests 
that focus on the avoidance of inconsistencies (e g , people know 
they should recycle, but they have not done so 1n the past and make 
changes to avoid the mismatch) Thus, using the wording of the 
prediction request, researchers could explore whether people 
approach consistencies or avoid inconsistencies to greater or lesser 
extents Higgins’s work adds another layer of complexity to the 
nature of the prediction request in self-prophecy research and bears 
further investigation 


60 / Journal of Marketing, July 2003 


eral different strategies, including self-affirmation (ер, 
Steele 1988), musattribution of arousal to another source 
(Fried and Aronson 1995), trivialization of the dissonance 
(Simon, Greenberg, and Brehm 1995), and actual change in 
behavior (1 е , manifestation of self-prophecy) More штрог- 
tant, if alternative methods of alleviating dissonance are 
available to those who make a prediction, the destred behav- 
lor may not be elicited because people feel better about 
themselves (1 e , cognitively consonant) before having had a 
chance to perform the target behavior One way to avoid this 
situation 1s by including other elements with prediction 
requests ın advertisements (е g , reminders about people's 
past behavior) that increase the likelihood that dissonance ts 
evoked and subsequently eliminated only through specific 
action 


Future Directions and Conclusion 


There are several operational concerns about self-prophecy 
that further research could address One tssue 1s related to 
the nature of self-prophecy over time Several studies have 
demonstrated immediate (e g , Spangenberg and Greenwald 
1999), overnight (e g , Greenwald et al. 1987), or short-term 
(e g , Sherman 1980) effects of prediction. Although the cur- 
rent field studies demonstrate effects that last up to four 
weeks after the initial advertising campaigns, other research 
indicates that self-prophecy effects can last for much longer 
periods For example, recycling effects occurred consis- 
tently ın each of 11 weeks after the prediction request їп 
Sprott, Spangenberg, and Perkins's (1999) study, and 
changes in health club patronage emerged over a six-month 
period їп the Spangenberg (1997) study Because no 
research to date has systematically explored the temporal 
limits of self-prophecy, opportunities still exist for con- 
tributing to our understanding in this domain 

Another issue requiring further investigation 1s the use 
of multiple prediction requests over time Although most 
studies have focused on the effect of a single prediction, 
marketers who want to apply self-prophecy undoubtedly 
will consider asking customers to make multiple predic- 
tions It 1s unclear, however, what might happen to behavior 
over time 1f a firm such as the American Red Cross were to 
administer multiple but related prediction requests to the 
same target population In any event, there are certainly 
important unanswered operational questions regarding self- 
prophecy 

In summary, self-prophecy is an appealing, noncoercive 
technique that can alter human behavior in a socially nor- 
mative direction that warrants consideration as a socially 
relevant marketing strategy Existing research has shown the 
efficacy of individually administered. prediction. requests 
and has eliminated some explanations as to why the effect 
occurs This article contributes to the literature by demon- 
strating that the self-prophecy effect can be elicited through 
mass-marketing communications and that cognitive disso- 
nance (and the drive to alleviate cognitive dissonance) likely 
underlies the effect Indeed, this research suggests that the 
wide-scale implementation of self-prophecy has the poten- 
tial to benefit society as well as those who want to affect 
society through marketing socially relevant products, ser- 
vices, and behaviors 
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Market Situation Interpretation and 
Response: The Role of Cognitive 
Style, Organizational Culture, and 

Information Use 


Improving marketing decision making requires a better understanding of the factors that influence how managers 
interpret and respond to a market situation. Building on extant literature, the authors develop a model that delin- 
eates antecedents of and responses to the interpretation of a market situation. Using case-scenario methodology, 
the authors test the model in the context of a marketing decision (annual advertising and promotion budget rec- 
ommendation) with data collected from a nationwide sample of hospital marketing executives. The results of the 
partial least squares analysis show that (1) cognitive style, organizational culture, and information use affect the 
extent to which managers perceive a given market situation as one in which they can control the outcomes of their 
decision, (2) the more managers perceive a situation as controllable, the more they appraise that situation as an 
opportunity, and (3) the more managers appraise a situation as an opportunity, the greater is the magnitude of their 


response. 


Perception and cognition are not purely objective, but are 
also subjectively conditioned The world exists not merely 
1n itself, but also as it appears 1n me 

— Сб Jung, Psychological Types 


о survive and prosper т a competitive marketplace, 
an organization must strive to respond continuously to 


opportunities and threats posed by a changing envi- 
ronment Marketing managers typically play a lead role in 
this task through their responsibility to interpret the envi- 
ronment and make the crucial choices of which customers to 
serve, competitors to challenge, and products and services to 
offer (Day 1984) Consequently, how managers interpret a 
market situation directly affects the solutions considered in 
their respective organizations, the resources committed to 
particular projects, and the changes made in products 
offered or markets served (Thomas, Clark, and Gioia 1993) 
There is general consensus among managers and 
researchers that improving marketing decision. making 
requires a better understanding of factors that influence how 
managers interpret and respond to information that pertains 
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to a market situation (Barabba and Zaltman 1991, Market- 
ing Science Institute 2002, Moorman 1995, Mullins and 
Walker 1996, Prabhu and Stewart 2001) Understanding 
how managers interpret the information they choose to use 
1s important 1n light of the growing body of evidence that 
suggests there are significant differences in the ways indi- 
vidual managers interpret and respond to a situation (Jack- 
son and Dutton 1988, Mullins and Walker 1996, Thomas, 
Clark, and Gioia 1993) 

In this study, we investigate the role of individual differ- 
ences 1n managers’ interpretations of a market situation to 
gain insights into why managers arrive at different percep- 
tions of the same situation Specifically, we focus on the fol- 
lowing research questions (1) What factors influence man- 
agers’ interpretations of a market situation? (2) How do 
managers decide the extent to which a market situation rep- 
resents an opportunity or a threat for their organization? and 
(3) How does the extent to which managers appraise a mar- 
ket situation as an opportunity or a threat affect the magni- 
tude of their response? Toward this end, we develop and test 
a model that delineates antecedents of and responses to the 
interpretation of a market situation Cognitive appraisal the- 
ory provides a unifying theoretical framework for the pro- 
posed model (Folkman 1984, Lazarus 1991, Lazarus and 
Folkman 1984) 


Antecedents and Consequences of 
Market Situation Interpretation 


Figure | presents the proposed model of antecedents and 
consequences of interpretation of a market, situation The 
model depicts cognitive style, perceived organizational cul- 
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FIGURE 1 
Antecedents and Consequences of Market Situation Interpretation 
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ture, and information use as key influences of perceived 
control Perceived control ıs modeled as mediating the rela- 
tionship between these antecedents and appraisal Appraisal 
1s posited as mediating the relationship between perceived 
control and magnitude of response 


Antecedents of interpretation 


According to cognitive appraisal theory, individual cogni- 
tive traits, the social environment, and information use can 
affect interpretation of an ambiguous environment (Lazarus 
1991, Skinner 1995) In considering potential cognitive 
traits and social environment vartables that can affect inter- 
pretation, literature pertaining to cognitive views of organi- 
zational information processing suggests that cognitive style 
and organizational culture are especially relevant Cognitive 
style 1s defined as the relatively stable mental structures or 
processes that people prefer when they perceive and evalu- 
ate information (Jung 1946, Myers and McCaulley 1985) 
Organizational culture 15 defined as "the pattern of shared 
values and beliefs that help individuals understand organi- 
zational functioning and that provide norms for behavior in 
the organization" (Deshpandé, Farley, and Webster 1993, p 
4) Both cognitive style and organizational culture are arche- 
types that reflect underlying values and assumptions These 
archetypes directly influence the ways a manager filters and 
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processes 1nformation so that an otherwise ambiguous situ- 
ation takes on meaning (Deshpandé and Webster 1989, 
Moorman 1995, Nutt 1990, 1993) Information use, the 
third antecedent, is defined as the extent to which a decision 
maker relies on the description of a market situation to make. 
a marketing decision Information use is an important 
antecedent of interpretation because of the role of informa- 
tion in reducing the ambiguity and uncertainty associated 
with a market situation 


Interpretation 


Interpretation 1s defined as the conversion of information 
1nto knowledge and understanding In this study, we attempt 
to extend cognitive appraisal theory in two ways First, we 
apply the theory in a new context, namely, a decision 
maker's interpretation of a market situation. Second, 
researchers in this literature stream have theorized that the 
interpretation of an ambiguous situation may entail two sep- 
arate but related stages (Folkman 1984, Lazarus and Folk- 
man 1984), perceptions of control and appraisal We address 
researcher's calls for an empirical examination of this theo- 
retical framework (Folkman 1984, Lazarus 1991, Skinner 
1995) by conceptualizing interpretation as two stages In the 
first stage, managers characterize a situation on the basis of 
their perceptions of control Percetved control refers to the 


decision maker's sense of ability to manage a market situa- 
tion 1 The more managers believe they can manage a situa- 
tion, rather than have a situation manage them, and the more 
they believe that the outcomes of their decisions are not sim- 
ply a matter of chance, the more they perceive a situation as 
controllable Building on Folkman's (1984) conceptualiza- 
tion of perceived control as antecedent to appraisal, we 
model perceived control as mediating the relationships 
between the previously discussed antecedents of perceived 
control and appraisal, the second stage of interpretation 
Appraisal refers to the extent to which decision makers 
perceive a situation as an opportunity and the extent to which 
they perceive it as a threat (Dutton and Jackson 1987, Krueger 
and Dickson 1994, Lazarus 1991, Skinner 1995) When man- 
agers appraise a situation, they attach labels to describe their 
overall evaluation The labels chosen stem from cognitive 
classifications that group objects, events, or ideas with simi- 
lar perceived attributes and are important because they reflect 
a categorization process that affects subsequent cognitions 
and motivations Managers rely on this process of attaching 
labels when appraising a situation to reduce the complexity of 
otherwise ambiguous information It 1s important to note that 
extant research demonstrates opportunity and threat to be 
empirically distinct dimensions that are related but not iden- 
tical In situations that are highly ambiguous, managers are 
likely to experience both positive and negative emotions at the 
same time (Folkman and Lazarus 1985) Furthermore, per- 
ceptions of opportunity and threat can occur simultaneously 
and therefore must be considered as separate, albeit related, 
constructs (Lazarus and Folkman 1984) In accord with cog- 
nitive appraisal theory, we model appraisal as mediating the 
relationship between perceived control and response 


Responses to Interpretation 


Finally, cognitive appraisal theory suggests that the assess- 
ment of opportunity and threat is followed by an assessment 
of the potential options and resources for coping (Lazarus 
1991) Coping 15 the psychological equivalent of an action 
tendency (Lazarus 1991), and in this study we focus specif- 
ically on an aspect of coping that we label magnitude of 
response, which refers to managers’ propensity to commit 
more or fewer resources on the basis of their interpretation 
of the market situation Because market situations are sel- 
dom perfectly structured, managers must exercise some dis- 


Perceived control of a situation captures both efficacy beliefs 
(the competence to produce a successful outcome) and strategy 
beliefs (existence of resources and/or conditions necessary to pro- 
duce a successful outcome) (Bandura 1989, Skinner 1995) When 
we asked managers to estimate the extent to which they can con- 
trol the situation described in the situation scenario, their responses 
captured both efficacy beliefs and strategy beliefs Skinner (1995) 
opines that though conceptually distinct, 1t may not be possible to 
disentangle these two beliefs, because efficacy beliefs presuppose 
the existence of strategy beliefs, and vice versa In other words, she 
theorizes that the two beliefs must be combined to understand per- 
ceived control According to Folkman (1984), under conditions of 
ambiguity, a generalized belief about control (1e, an efficacy 
belief) 1s functionally equivalent to a perception of controllability 
with respect to the specific situation (1e, an outcome-based or 
strategy belief) Thus, when the environment 1s ambiguous, gener- 
alized control beltefs and situational control beliefs are analogous 


cretion as to the magnitude of their response Therefore, it 15 
important to understand whether the magnitude of a deci- 
sion maker's response is related to the perceived magnitude 
of opportunity or threat to the organization Researchers 
argue that the relationship between interpretation. and 
response may hold the key to understanding an organiza- 
tion’s ability to adapt successfully to a changing environ- 
ment (Jackson and Dutton 1988, Thomas, Clark, and Gioia 
1993) Next, we develop hypotheses pertaining to each of 
the links delineated ın the model 


Cognitive Style and Perceived 
Control 


Although several classifications of cognitive style exist, the 
most widely adopted classification scheme 1s based on the 
work of Carl Jung and further developed by Isabel Myers and 
her colleagues (Jung 1946, 1971, Myers and McCaulley 1985) 
This scheme classifies people along four dimensions of cogni- 
tive style extrovert—introvert, judging—perceiving, sensing— 
intuiting, and thinking—feeling The four dimensions refer to а 
person’s preferences for interpreting his or her environment 
and acting on that interpretation Research related to cognitive 
style and perceptions of information has focused primarily on 
the sensing-intuiting and thinking-feeling dimensions of cog- 
nitive style and has largely ignored the extrovert-introvert and 
judging—perceiving dimensions However, cognitive style the- 
ory suggests that these dimensions reflect predispositions 
toward interaction with the outside world and therefore may 
have important implications for how managers interpret infor- 
mation (Nutt 1986) Consequently, we attempt to extend extant 
literature by investigating the influence of all four dimensions 
of cognitive style on the interpretation of a market situation 

We conceptualize each of the four dimensions of cogni- 
tive style as a bipolar continuum For example, the greater 
the score on the extrovert-introvert scale, the more the cog- 
nitive style tends toward extrovert, the lower the score, the 
more the cognitive style tends toward introvert 2 


Extrovert-Introvert 


The extrovert-introvert dimension of cognitive style refers 
to people's preferences for interacting with others when 
making a decision. According to Jung (1946), people with 
more extroverted cognitive styles are more adept at dealing 
with the outer world When extroverts try to make sense of 
a situation, they place great weight on the opinions of other 
people (McCaulley 1987) In addition, extroverts are much 
more prone to share information or ideas freely in their 
nascent stages 1n an attempt to build support for their inter- 
pretations (Jeffries 1991) Compared with introverted man- 
agers, more extroverted managers are better able to shape a 


2Although cognitive style has traditionally been analyzed by the 
creation of categorical combinations of these dimensions, we argue 
that the use of independent continua rather than а categorical typol- 
ogy permits a more fine-grained theoretical and empirical analysis 
Managers may have strong preferences on only one cognitive style 
dimension (Nutt 1990), and therefore a categorical typology that 
fails to capture strength of preference could misrepresent how they 
actually process information (Nutt 1990) 
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discussion because of their ability to deal with people and 
influence them to accept and support their assessments of 
new information. Kilmann and Thomas (1975) report that 
extroverted managers excel at handling conflict because 
they have the ability to be both assertive and cooperative 
Because they can effectively use these somewhat paradoxi- 
cal skills, extroverted managers should be able to elicit sup- 
port from others 1n their organizations, as a result, they are 
more likely to believe that they can control a new situation 
Conversely, more introverted managers are less proactive 1n 
seeking input from others, because they prefer to deal with 
the internal world Thus, they are less adept at influencing 
others and may have more difficulty in garnering support for 
their ideas As a result, more introverted managers are less 
likely to believe that they can control a new situation 


H, The more extroverted a marketing manager's cognitive 
style, the more the manager perceives a market situation as 
controllable 


Judging-Perceiving 


The judging-perceiving dimension of cognitive. style 
refers to individual preferences with regard to proactive- 
ness when making a decision Managers with more Judg- 
ing cognitive styles tend to be more proactive, whereas 
managers with more perceiving cognitive styles tend to be 
more passive when it comes to their assessment of a situ- 
ation (Nutt 1986) Managers with more judging cognitive 
styles are often characterized as organized, purposeful, 
and decisive (McCaulley 1987) They are "closure" ori- 
ented and, all else being equal, are more apt to believe 
they have adequate information on hand to make an 
informed judgment (Jeffries 1991) Because they are more 
likely to believe they have enough information to make an 
informed decision, Judging managers are more likely to 
perceive less risk in a given situation. (Nutt. 1986) and to 
have less uncertainty When managers have greater cer- 
tainty, they are more likely to have success in convincing 
other managers to support their decisions (Dutton and 
Webster 1988) and are more likely to perceive a greater 
ability to manage a given situation successfully and 
resolve problems should they arise (McCall and Kaplan 
1985). As a result, they are more likely to perceive a given 
situation as controllable 

In contrast, managers with more perceiving cognitive 
styles tend to postpone a decision as long as possible 
because they are typically concerned with missing one last 
critical fact (Jeffries 1991, McCaulley 1987) If a manager 
perceives that critical information is not available, this likely 
decreases the perceived controllability of a situation 
Although cognitive style theory suggests that a manager 
with a more perceiving cognitive style is often more curious 
or spontaneous than a more judging manager (Jeffries 1991, 
McCaulley 1987), Gryskiewicz and Tullar (1995) report that 
managers with more judging cognitive styles are more adap- 
име This suggests that managers with a more perceiving 
cognitive style are less adaptive because they are concerned 
with the sufficiency of available information and thus may 
perceive a situation as less controllable 
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H, The more judging a marketing manager’s cognitive style, 
the more the manager perceives a market situation as 
controllable 


Sensing-Intuiting and Thinking—Feeling 


The sensing-intuiting and thinking-feeling dimensions of 
cognitive style both pertain to a person's tolerance for ambi- 
guity and risk propensity Managers with more intuiting and 
thinking cognitive styles are more adaptive, imaginative, 
eager to explore new experiences, and ambitious (McIntyre, 
Wheatley, and Uhr 1996) They tend to tolerate low cer- 
tainty and high ambiguity and are thus more tolerant of risk 
(McIntyre and Mokwa 1993) Because of their greater risk- 
seeking propensity, these managers may perceive a greater 
ability to control an otherwise ambiguous situation (Stumpf 
and Dunbar 1991) In their study of the effects of cognitive 
style on choices made in strategic decision. situations, 
Stumpf and Dunbar (1991) find that managers with intuiting 
and thinking cognitive styles take actions that reflect a “pos- 
шуцу bias ” Similarly, Henderson and Nutt (1980) find that 
such managers are more likely to adopt potentially risky 
projects We suggest that managers who have more intuiting 
and thinking cognitive styles take actions that are more 
ambitious because of a greater perceived ability to control a 
situation 

In contrast, managers with more sensing and feeling 
cognitive styles tend to prefer a more stable environment 
The ideal organization for these managers 1s one character- 
ized by complete control, certainty, and specificity (Kil- 
mann and Mitroff 1976) Cognitive style theory suggests 
that because of their greater desire for stability and relatively 
lower tolerance for ambiguity, managers with more sensing 
and feeling cognitive styles are likely more concerned about 
their ability to control the outcomes of an ambiguous situa- 
tion (Mitroff and Kilmann 1975) This concern for control 
may explain why their strategic recommendations are more 
likely to be low risk (Nutt 1986) 


Нз The more intutting a marketing manager's cognitive style, 
the more the manager perceives a market situation as 
controllable 


H4 The more thinking a marketing manager’s cognitive style, 
the more the manager perceives a market situation as 
controllable 


Perceived Organizational Culture 
and Perceived Control 


According to cognitive appraisal theory, evaluation of 
information 1s influenced by the contrived mental reconcil- 
1ation between individuals and their perceptions about the 
shared values and beliefs within relevant social settings 
(Lazarus 1991) For managers, those shared values and 
beliefs arise from the culture of the organization Thus, we 
propose that organizational culture influences perceptions 
of controllability by providing a cognitive context for deci- 
sion makers In this study, we focus on managers' percep- 
tions of organizational culture To differentiate this level of 
analysis, we use the term "perceived organizational 
culture " 


The competing values model of organizational culture ts 
an appropriate theoretical paradigm for the investigation of 
issues associated with market situation interpretation 
because it focuses on the cognitive structure of the manager 
rather than the operational structure of the organization 
(Deshpandé, Farley, and Webster 1993, Quinn and 
Rohrbaugh 1983) The competing values model of organiza- 
попа! culture focuses on competing tensions and conflicts 
inherent ın any organization, such as the conflict between 
change and stability 

Organizations with a more informal adhocracy or clan 
culture encourage flexibility, spontaneity, individual initia- 
tive, and market responsiveness Deshpandé (1982) pro- 
poses that managers in more flexible organizations may 
believe they have more freedom in doing their jobs Fur- 
thermore, managers in organizations with informal cultures 
encourage greater horizontal communication and coopera- 
tive action, and the values and beliefs of such organizations 
are highly conducive to collaborative communication 
(Brown and Starkey 1994) as well as greater participation in 
the decision-making process (Ashmos, Duchon, and 
McDaniel 1998) Moorman (1995) finds that organizations 
with an adhocracy or clan culture tend to stress participa- 
tion, teamwork, and cohesiveness, which leads to greater 
trust, commitment, and cooperation among organizational 
members Managers should perceive a market situation as 
easier to control when they have freedom to act and when 
they are accustomed to receiving cooperation from others 
within the organization. Concomitant with an emphasis on 
flexibility, organizations with ап adhocracy or clan culture 
tend to stress innovation and adaptation (Bluedorn and 
Lundgren 1993) and thus are more likely to provide ade- 
quate resources in the event of unforeseen contingencies 
Consequently, managers operating in an informal adhocracy 
or clan culture are more likely to perceive a given situation 
as more controllable 

In contrast, an organization with a more formal hierar- 
chy or market culture ts primarily concerned with stability 
and the ability to maintain control Therefore, managers in 
such organizations attempt to minimize disruptions in oper- 
ations (Quinn and Rohrbaugh 1983). Organizations with a 
formal culture tend to stress tight structure, formal authority, 
and impersonal coordination. (Bluedorn and Lundgren 
1993) Managers in these organizations rely more on formal 
information systems and less on person-to-person informa- 
tton systems (Quinn and Rohrbaugh 1983) As a result, man- 
agers in organizations with a formal market or hierarchy cul- 
ture may not have the same freedom to act, receive the same 
level of cooperation, or expect the organizational resource 
support as managers in organizations with informal cultures 


Hs The more a marketing manager perceives the organiza- 
ttonal culture as an adhocracy or clan (rather than a market 
or hierarchy), the more the manager perceives a market sit- 
uation as controllable 


Information Use and Perceived 
Control 


In general, people try to learn as much as possible before 
making decisions, especially 1n new or ambiguous situations 


(Skinner 1995) When managers use more information, they 
reduce uncertainty, reduce perceived risk (McCall and 
Kaplan 1985), and increase confidence by basing their inter- 
pretations on more comprehensive intelligence and a better 
sense of cause-and-effect relationships (Milliken 1990) 
Increased information use leads to increased confidence in 
Interpreting market situation information because managers 
perceive that they are better equipped to cope with ambigu- 
ous situations Eisenhardt (1989) reports that confidence 
increases as information usage increases, because managers 
believe that “no stone has been left unturned” Reducing 
uncertainty and increasing confidence are especially impor- 
tant because they increase perceived competence, which is a 
key factor 1s assessing ability to control an ambiguous situ- 
ation (Bandura 1977, 1989, Skinner 1995) Therefore, 
increased information use should lead to greater confidence, 
greater perceived competence, and, in turn, greater per- 
ceived ability to control a situation 


Hg The more a marketing manager uses available information 
to interpret a market situation, the more the manager per- 
cetves that situation as controllable 


Experiential knowledge and the need to reduce uncer- 
tainty are key factors influencing interpretation (Lazarus 
1991, Skinner 1995), that ts, a decision maker’s information 
use 15 guided by past experiences and the need to reduce 
uncertainty We propose that because of their experiences 
and need to reduce uncertainty, decision makers rely more 
on negative (rather than positive) and external (rather than 
internal) information when interpreting a market situation 
As suggested by prospect theory, managers are more con- 
cerned with potential loss than with potential gain (Tversky 
and Kahneman 1986) Resource dependence theory sug- 
gests that decision makers rely more on external information 
when evaluating a situation because organizations depend 
on the environment for scarce and valued resources, and 
therefore external information has a greater capacity for 
reducing uncertainty (Pfeffer and Salancik 1978) In a 
notable finding, Jackson and Dutton (1988) report that 
despite a disproportionate focus on both negative and exter- 
nal information, managers tend to underrecognize and 
underappreciate the implications of threatening information 
Whether it 15 because of a disproportionate concern for loss, 
the concern for reducing uncertainty, or simply the need to 
avoid repeating past mistakes, managers are likely to evi- 
dence a bias in favor of negative (rather than positive) and 
external (rather than internal) information 


H7 Marketing managers use negative information more than 
positive information when interpreting a market situation 


Hg Marketing managers use external information more than 
internal information when interpreting a market situation 


Perceived Control and Appraisal 


The two categories managers use most frequently ın apprais- 
ing a situation are opportunity and threat (Dutton and Jack- 
son 1987) Opportunity ts defined as the extent to which the 
manager perceives a market situation as one in which the 
firm could experience an increase in sales and/or profits 
Threat 1s defined as the extent to which the manager per- 
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ceives a market situation as опе in which the firm could 
experience a deterioration 1n sales and/or profits 

Before addressing the relationship between perceived 
control and appraisal, we first discuss the mediating role of 
perceived control In the development of cognitive appraisal 
theory, researchers have proposed that perceptions of con- 
trol are shaped by individual cognitive traits, the social envi- 
ronment, and information use (Lazarus 1991, Skinner 
1995), and, in turn, perceptions of control are antecedent to 
appraisal (Folkman 1984, Lazarus and Folkman 1984) In 
other words, according to Folkman (1984, р 850), when 
interpreting an ambiguous situation, "control can be viewed 
as a cognitive mediator" 


Ho The relationships between antecedents of perceived control 
(cognitive style, perceived organizational culture, and infor- 
mation use) and appraisal are mediated by perceived control 


When managers perceive that they can control the out- 
comes of a decision, they are more likely to experience pos- 
itive emotions (Bandura 1977, Folkman and Lazarus 1985), 
the situation they are faced with seems more attractive (Tay- 
lor 1989, Walsh, Henderson, and Deighton 1988), and they 
may be more inclined to set high goals (Schunk 1990) They 
are better able to visualize a concrete series of action steps 
leading to a desired outcome As a result, they can be 
expected to assess the situation as one in which their orga- 
nizations can perform profitably (1e , an opportunity) 

In contrast, when managers perceive a given situation as 
less controllable and as one in which outcomes are a matter 
of chance, they are likely to experience negative emotions 
(Bandura 1977, Folkman and Lazarus 1985), set low goals 
(Schunk 1990), perceive the situation as one with negative 
implications (1 е, a threat), and imagine a process full of 
anxiety, culminating in a poor outcome (Bandura 1989) 
Consequently, marketing managers’ perceptions of the con- 
trollability of a situation can be expected to influence 
appraisal of the situation as follows 


Но The more a marketing manager perceives a market situa- 
tion as controllable, the more the manager арргахѕеѕ that 
situation as an opportunity 


H1 The less a marketing manager perceives a market situa- 
tion as controllable, the more the manager appraises that 
situation as a threat 


Appraisal and Magnitude of 
Response 


Before addressing the relationship between appraisal and 
magnitude of response, we first discuss the mediating role of 
appraisal Cognitive appraisal theory, research on perceived 
control, and extant research on decision making lend sup- 
port to the assertion that perceived control 1s an important 
antecedent for predicting appratsal of an ambiguous situa- 
tion (Folkman 1984, Jackson and Dutton 1988, Lazarus and 
Folkman 1984, Skinner 1995) In turn, both theoretical and 
empirical works on cognitive appraisal theory lend support 
to the relationship between appraisal and response (see 
Lazarus 1991) Although empirical evidence is lacking, 
researchers studying cognitive appraisal have theorized that 
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appraisal mediates the relationship between control and 
response (Folkman 1984, Lazarus and Folkman 1984) As 
Lazarus and Folkman (1984, p 45) state, “Cognitive 
appraisal 1s central in mediating subsequent thought, feel- 
ing, and action” 


Ну, The relationship between perceived controllability of and 
magnitude of response to a market situation 1s mediated 
by appraisal of the situation 


Although the exact nature of the relationship between a 
manager's appraisal of and subsequent response to a situa- 
tion 1s subject to debate, as we discuss next, there 1s strong 
support in both the cognitive appraisal and the decision- 
making literature that they are closely linked (e g , Bateman 
and Zeithaml 1989, Lazarus 1991, Thomas, Clark, and 
Gioia 1993) 


Opportunity Appraisal and Response 


Appraising a market situation as an opportunity has a psy- 
chologically powerful impact on managers as well as on 
other members of an organization (Dutton 1992) From an 
individual perspective, an opportunity appraisal increases 
the positive affect associated with a situation and serves both 
to heighten perceptions of control further and to suppress 
consideration of threatening aspects As Dutton (1992) sug- 
gests, the label “opportunity” seems to give an otherwise 
ambiguous situation а "positive gloss" Enhanced percep- 
tions of control also result in reduced uncertainty and a 
greater sense of confidence (Dutton 1992, Dutton and Web- 
ster 1988, Jackson and Dutton 1988, Milliken 1990, Taylor 
1989, Walsh, Henderson, and Deighton 1988) Because an 
opportunity appraisal heightens perceptions of control, 
reduces uncertainty, and positively affects confidence in 
decision making, 1t should increase managers’ perceptions 
of the feasibility of accomplishing desired results This 1s 
important because decision theory suggests that managers 
are likely to recommend greater resource commitments 
when they believe they can accomplish desired results (е р, 
Heath and Tversky 1991, Krueger and Dickson 1994, 
Mullins and Walker 1996) 

From an organizational perspective, when managers 
assess a situation as an opportunity, that opportunity 
becomes more attractive to others in the organization 
because it imbues the market situation with the value of 
proactiveness and progressiveness Ashmos, Duchon, and 
McDaniel (1998) report that the participation of managers 1s 
significantly greater when they respond to issues labeled as 
an opportunity than when they respond to issues labeled as 
a threat Indeed, words such as “opportunity” may be con- 
sidered linguistic symbols of managers attempting to com- 
municate their interpretation and, in doing so, creating inter- 
est and excitement in a market situation that others may 
perceive as vague and ambiguous Empirical evidence also 
lends support for a propensity toward a response of greater 
magnitude when managers label a situation as an opportu- 
nity (Ginsberg and Venkatraman 1992, Mullins and Walker 
1996, Thomas, Clark, and Gioia 1993) For example, 
Thomas, Clark, and Gioia (1993) report a positive relation- 
ship between managers’ labeling of a situation as control- 
lable and actual product and service changes in their busi- 


nesses Consequently, when managers perceive a market sit- 
uation as more of an opportunity, they are likely to be pre- 
disposed toward making a greater resource commitment 


Нуз The more a marketing manager appratses a market situa- 
tion as an opportunity, the greater 1s the magnitude of the 
manager's response 


Threat Appraisal and Response 


As noted previously, prospect theory suggests that because 
people tend to be more risk averse than risk seeking, poten- 
tial losses loom larger than potential gains (Kahneman and 
Tversky 1979) Furthermore, evidence suggests that man- 
agers may develop a threat bias over time and thus be more 
sensitive to negative disconfirmation of their expectations 
(Jackson and Dutton 1988) Consequently, managers may be 
predisposed to commit greater resources when they catego- 
rize a situation as threat distinctive In support of this per- 
spective, some studies report that when managers perceive a 
situation as threatening, they tend to recommend a response 
of greater magnitude (Fredrickson 1985, Nutt 1984, Tversky 
and Kahneman 1986) 

A contrasting perspective suggests that if managers 
associate a perceived threat with a lack of control (Jackson 
and Dutton 1988), threat perceptions result in psychological 
stress and anxiety, a restriction of the number of alternatives 
considered, and intensified concerns about efficiency (Staw, 
Sandelands, and Dutton 1981) Concerns about efficiency 
have implications for response because they are likely to 
result ın cost cutting, budget tightening, and restriction of a 
business unit's activities (Starbuck and Hedberg 1977) In 
light of the equivocal arguments about the nature of the rela- 
tionship between the appraisal of a market situation as a 
threat and the magnitude of response, a formal statement of 
hypothesis 15 not presented Instead, we treat the relation- 
ship as an empirical issue 


Method 
Sample 


The sample consists of the directors of marketing and pub- 
lic relations at 2000 randomly selected general medical and 
surgical hospitals ın the United States Although a multi- 
industry sample would permit an examination of interindus- 
try effects and potentially broaden the study’s generalizabil- 
ity, ın this study it ts critical that the inherent level of 
ambiguity associated with a situation remain approximately 
consistent for all respondents The best way to accomplish 
this 1s to focus on a single industry 

The hospital marketing directors received a letter 
explaining the purpose of the research, which was followed 
one week later by a telephone call soliciting their participa- 
tion Of the 2000 marketing directors contacted, 87 declined 
to participate, the remaining 1913 were mailed a question- 
naire and cover letter explaining the purpose of the research 
and promising a summary of results if desired One week 
later, a reminder postcard was mailed Two weeks later, a 
reminder letter and second questionnaire were mailed to 
marketing directors who still had not replied 


We assessed nonresponse bias by comparing (1) the 
number of beds in the hospitals of respondents and nonre- 
spondents (t= 523, p> 05), (2) the proportion of responses 
received from respondents affiliated with profit versus non- 
profit hospitals (difference not significant at œ = 05 for 
binomial proportion confidence interval), and (3) the geo- 
graphic distribution of respondents and nonrespondents 
(X23) = 5 56, р > 05) All three of these tests indicated no 
significant differences between the two groups Both the 
number of usable questionnaires returned (757) and the 
overall response rate (37 9%) compare favorably with the 
results reported in mail surveys employing the case-scenario 
approach (e g , Thomas, Clark, and Gioia 1993) 


Case Scenario 


We used a case scenario methodology to study interpreta- 
tion A key advantage of the case scenario method 1s that all 
respondents receive a standardized stimulus in which char- 
acteristics of a market situation (information pertaining to 
strengths, weaknesses, opportunities, and threats) can be 
balanced The first step in constructing the case scenario was 
to compile а list of market situation—related issues that were 
important to hospital marketing executives This step 
entailed interviews with health care marketing executives 
and reviews of hospital strategic-planning documents, arti- 
cles in leading health care journals, case studies related to 
health care issues, and relevant articles in the popular press 
We also asked health care executives to provide sources of 
market information they deemed trustworthy and reliable 
During our development of the case scenario and again dur- 
ing pretesting, we asked the participating hospital marketing 
executives to describe the most important strategic market- 
ing decision they had to make each year The decision of 
whether to increase or decrease the annual advertising and 
promotion budget was by far the most frequent response 
Determining the deciston most likely to be deemed of 
Strategic importance was important because the processes of 
evaluating and interpreting strategic information constitute 
patterns of decision behavior, and therefore the manager’s 
interpretation of a market situation 1s more likely to be con- 
sistent when that information 15 perceived as strategically 
important (Fredrickson 1984) 

The second step was to draft the case scenario In creat- 
ing the scenario, we made every effort to provide a realistic 
yet balanced market situation To ensure balance, we con- 
structed the scenario with an equal number of items pertain- 
ing to strengths, weaknesses, opportunities, and threats 
Before constructing the scenario, a panel of hospital mar- 
keting executives evaluated each of the information items 
under consideration On the basis of their input, we refined 
and then resubmitted items to the executives for evaluation 
We subjected the information items included in the case sce- 
nario to multiple rounds of the refinement process 

We pretested the completed case scenario with a sample 
of hospital marketing executives to ensure it presented a 
realistic depiction of information that might be encountered 
in marketing budget decisions During development and 
pretesting, we assessed the overall content validity of the 
case scenario by asking executives, “Оп the whole, is the 
scenario representative of the type of market information 


Market Situation Internretatinn and Raennnea / ба 


typically evaluated by hospital marketing executives when 
making decisions about the advertising and promotion bud- 
get?" The responses of the 44 executives participating 1n the 
final pretest were unanimously affirmative The resulting 
case scenario (see Appendix A) describes a hospital faced 
with several changes (both internal and external) that are 
likely to affect its advertising and promotion budget 


Measures 


The scales we used to measure the various constructs central 
to the study are summarized in Appendix B A brief discus- 
sion of each follows 


Cognitive style We used Jung's theory of psychological 
type, operationalized by the 70-1tem Keirsey Temperament 
Sorter, to measure cognitive style (Keirsey and Bates 1984) 
Although the 128-1tem Myers-Briggs Type Indicator 1s the 
more widely used measure of cognitive style, it 1s extremely 
lengthy The results of correlational comparisons to the 
Myers-Briggs Type Indicator suggest that the two instru- 
ments measure the same constructs (Quinn, Lewis, and Fis- 
cher 1992) 


Perceived organizational culture We used the measure 
of perceived organizational culture developed by Desh- 
pandé, Farley, and Webster (1993) We altered the instruc- 
tions and descriptions to replace the word “organization” 
with “hospital " In this study, we treated the items constitut- 
ing this measure of culture as formative indicators because 
the intent of thts measure 15 to capture multiple but poten- 
tially unrelated facets of organizational culture (е g , organı- 
zational goals, leadership style, operational emphasis) A 
linear combination of these items defines the culture con- 
struct, and therefore a reflective construct would be inap- 
propriate (Hulland 1999) Because this constant-sum mea- 
sure asks respondents to allocate points to four categories 
(adhocracy, clan, hierarchy, and market), the four resulting 
variables are ipsative, resulting in a nonpositive definite 
input covariance matrix In the analysis, we omit one culture 
(hierarchy) and test the impact of the other three relative to 
the one omitted The results support H; if the coefficients for 
adhocracy and clan are positive and significant (which 
means they are significantly greater than hierarchy) and the 
coefficient for market ıs nonsignificant (which means it 15 
not significantly greater than hierarchy) In other words, this 
result would indicate that adhocracy and clan cultures are 
significantly related to perceived control whereas hierarchy 
and market cultures are not By omitting hierarchy and lim- 
iting the analysis to the three remaining cultures, the result- 
ing input data are not ipsative and can be analyzed їп a path 
model The descriptive statistics also show that the resulting 
data are normally distributed and have sufficient range 


Information use We adapted Thomas, Clark, and Олола'5 
(1993) measure of information use to measure the extent to 
which specific pieces of information would be used in a 
marketing decision The directions immediately preceding 
the case scenario provide sufficient information to establish 
a decision context for the information in the сазе In devel- 
oping the case scenario, managers told us that when they 
make their budget decisions, they use information pertaining 
to the organization's strengths and weaknesses along with 
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external opportunities and threats As shown in Appendix B, 
the case scenario contains eight distinct pieces of informa- 
tion that, in total, represent a balanced situation analysis, 
that 15, there are two items representing strength, two items 
representing weakness, two items representing opportunity, 
and two items representing threat We asked respondents to 
rate the extent to which they would use each piece of infor- 
mation 1n making a recommendation We treated the eight 
information items as formative indicators to assess informa- 
tion изе Again, because the intent of this measure 1s to cap- 
ture multiple but potentially unrelated facets of a situation 
analysis, a reflective construct was inappropriate (Hulland 
1999) 


Percewed control and appraisal We borrowed the items 
for measuring managers' perceived control (two items), as 
well as their perceptions of opportunity (three items) or 
threat (three items), from the work of Dutton and Jackson 
(1987), Thomas and McDaniel (1990), and Thomas, Clark, 
and Gioia (1993) Although Thomas and colleagues use a 
valence assessment (1e , the extent to which a situation is 
interpreted as having positive or negative implications for 
the organization) as a proxy for opportunity or threat, we 
combined their items with an additional нет that directly 
assesses perceived opportunity or threat (the first item 
shown for each measure) 


Magnitude of response The case scenario is one in 
which we asked marketing directors to make a decision 
regarding the amount budgeted for advertising and promo- 
tion 3 To develop measures for this response, we followed 
the same procedure used to create the case scenario In the 
final measure, two items assessed the response The first 
item, a single Нет nine-point scale anchored by “1 = sub- 
stantial decrease" and “9 = substantial increase," asked mar- 
keting managers to indicate how they would recommend 
changing the current advertising and promotion budget The 
second item asked managers to provide a specific estimate 
of the amount of money they would recommend for the fol- 
lowing year's advertising and promotion budget We treated 
the two items constituting this measure of magnitude of 
response as formative indicators because a linear combina- 
поп of these items defines the construct (Hulland 1999) 


Control variables On the basis of extant literature, we 
included constructs measuring managerial experience, orga- 
nization size, organizational performance, and organization 
type (profit/nonprofit) in the model as control variables (see 
Hitt and Tyler 1991, Zinkhan, Joachimsthaler, and Kinnear 
1987) We operationalized managerial expertise as a forma- 
tive construct that includes age, education, job title, and Job 
tenure А database purchased from the American Hospital 





3[n this investigation, we asked marketing managers to make an 
advertising and budget recommendation to establish a familiar 
decision-making context for their assessment of a market situation 
Extant literature provides valuable insights into antecedents of an 
advertising and promotion budget (eg, Balasubramaman and 
Kumar 1990) Our focus here 1s limited, however, to how a mar- 
keting manager's magnitude of response (1 e , make recommenda- 
tions regarding resources allocated to an advertising and promotion 
budget) 1s influenced by his or her interpretation of a market 
situation 


Association provided information pertaining to the organı- 
zational variables size, performance, and hospital type 


Results 


Partial Least Squares 


To test the hypothesized relationships depicted in Figure 1, 
we used partial least squares (PLS), specifically, PLS- 
GRAPH v300 A PLS analysis 15 most appropriate when 
the model incorporates both formative and reflective indica- 
tors, when assumptions of multivariate normality and inter- 
val scaled data cannot be made, and when the primary con- 
cern 1s with the prediction of dependent endogenous 
variables (Chin 1998, Diamantopoulos and Winklhofer 
2001, Fornell and Bookstein 1982) Because PLS considers 
all path coefficients simultaneously (thus allowing analysis 
of direct, indirect, and spurious relationships) and estimates 
multiple individual item loadings in the context of a theoret- 
ically specified model rather than in 15ојаноп, ıt enables 
researchers to avoid biased and inconsistent parameter esti- 
mates for equations Results from the measurement model 
are discussed next 


Assessments of Validity and Reliability 


We attempted to achieve content validity through the depth 
of literature search used to define the domain, the number of 
items generated, and the pretest with both managers and 
academics We assessed the adequacy of the measurement 
model by evaluating the reliability of individual items, the 
internal consistency between items expected to measure the 
same construct, and the discriminant validity between con- 
structs We inspected the loadings of measures on their cor- 
responding constructs to assess individual item reliability In 
all cases, we maintained a high degree of individual item 
reliability by retaining only items with factor loadings 
greater than 50 (as recommended by Hulland 1999) Most 
final loadings are greater than 70 

We evaluated internal consistency using a measure rec- 
ommended by Fornell and Larcker (1981) that 1s similar to 
Cronbach’s alpha, but preferred 1n this context because it 
estimates consistency on the basis of actual construct load- 


ings The internal consistency values for reflective. con- 
structs exceed the .70 guideline recommended by Nunnally 
(1978) for exploratory work Appendix B presents the mea- 
sures used in the study.4 

We assessed the discriminant validity of each construct 
1n three ways First, as shown in Table 1, the square root of 
the average variance extracted is greater than all corre- 
sponding correlations (Fornell and Larcker 1981) Second, 
all constructs exhibit discriminant validity because each cor- 
relation 1s less than 1 by an amount greater than twice its 
respective standard error (Bagozzi and Warshaw 1990) 
Third, an examination of the theta matrix confirmed that no 
item loaded higher on another construct than it did on its 
associated construct All constructs exhibited. satisfactory 
discriminant validity 


Test of Hypotheses 


In Table 2, we report the beta coefficients and t-values for 
the model, along with the R2 for each endogenous construct, 
as indicated by the PLS analysis Because PLS makes no 
distributtonal assumptions, traditional parametric methods 
of significance testing (e g , confidence intervals, %2) are not 
appropriate Therefore, we used a bootstrapping method 
(а е, sampling with replacement method) to ascertain the 
stability and significance of the parameter estimates We 
computed the t-values on the basis of 500 bootstrapping 
runs The variance explained for the endogenous constructs 
ranges from 083 to 224 and 1s comparable to the values 
typically reported ın similar research (e g , Henderson and 
Nutt 1980, Moorman 1995, Stumpf and Dunbar 1991, 
Thomas, Clark, and Gioia 1993) 

Results indicate that extrovert, judging, intuiting, and 
thinking cognitive styles, adhocracy and clan cultures, and 
information use are all significantly related to the extent to 
which managers perceive a market situation as controllable 
Thus, H, through Hg are supported Perceived control of a 





4Formative indicators can have positive, negative, or no correla- 
tion with one another As a result, observed correlations among 
these indicators are not meaningful, and traditional assessments of 
individual item reliability and convergent validity are irrelevant 
(Hulland 1999) 


TABLE 1 
Correlations Among Constructs 


OO Cc. M 


1 2 3 


5 6 7 8 9 10 11 12 


———————M—————————M—Ó—À—ÀÁÓ— Е 


1 Extrovert-introvert cognitive style — .692 
2 Judging-perceiving cognitive style 068 .662 
З Sensing-intuiting cognitive style —049 374 .627 


4 Thinking-feeling cognitive style – 062 317 261 .624 


5 Adhocracy culture 021 022 -064 011 — 

6 Clan culture 109 004 оз 066 066 — 

7 Market culture —012 .009 018 015 – 199 – 198 — 

8 Information use 091 082 —077 -010 -008 027 -073 — 

9 Perceived control 1404 122 —148 120 129 113 -089 281  .846 

10 Opportunity appraisal 127 020 -138 011 057 124 -033 392 459 791 

11 Threat appraisal -065 -066 030 —004 -026 -027 072 -091 —391 -413  .790 

12 Magnitude of response 039 -019 —122 -019 -068 027 -048 146 132 232 -059 — 


Notes Numbers shown in boldface denote the square root of the average variance extracted (for reflective constructs only) 
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TABLE 2 
Test of Hypothesized Relationships: Beta Coefficients and t-Values (in Parentheses) 


Market Situation Interpretation 


Perceived Appraisal: Appraisal: Magnitude 
Control Opportunity Threat of Response 
Cognitive Style 
Extrovert—introvert@ 062 (217) 
Judging-perceiving 127 (360) 
Sensing-intuiting — 202 (-6 33)* 
Thinking-feeling 130 (331) 
Organizational Culture (Relative to Hierarchy) 
Adhocracy 095 (294) 
Clan 082 (273) 
Market —035 (-89) 
Information Use 
Overall 248 (651) 
Perceived Control 465 (13 11)* — 398 (-9 77)* 
Appraisal 
Opportunity 237 (524) 
Threat — 050 (-1 09) 
Control Variables 
Expertise —012 (-27) — 052 (-1 14) 074 (148) — 138 (-2 47)** 
Size 089 (253)* — 061 (-1 82) 082 (192) 072 (147) 
Performance —018 (-61) —014 (-47) 042 (62) — 064 (-1 29) 
Hospital type 064 (178) — 089 (–2 18)** —002 (-05) — 064 (-1 41) 
Construct R? 172 224 170 083 
*p « 01 
“p< 05 


aBecause these four dimensions are conceptualized as bipolar continua, (1) the higher the score on the extrovert-introvert dimension, the more 
extroverted is the manager (supporting Н), whereas the lower the score, the more introverted is the manager, (2) the higher the score on the 
judging-perceiving dimension, the more judging 15 the manager (supporting H2), whereas the lower the score, the more perceiving is the man- 
ager, (3) the higher the score on the sensing—intuiting dimension, the more sensing is the manager, whereas the lower the score, the more 
intuiting ıs the manager (supporting Нз), and (4) the higher the score on the thinking-feeling dimension, the more thinking is the manager (sup- 
porting H4), whereas the lower the score, the more feeling is the manager 


market situation 15 positively related to an opportunity 
appraisal and negatively related to a threat appraisal, thus in 
support of H;o and Hy, Finally, a positive, significant rela- 
tionship exists between the extent to which a market situa- 
tion 1s appraised as an opportunity and the magnitude of 
response, in support of Нуз Given the equivocal nature of 
relevant theoretical arguments, we offered no formal 
hypothesis on the relationship between the appraisal of 
threat and the magnitude of response, in this study, this rela- 
tionship 1s not significant 

Because opportunity and threat are independent con- 
tinua, there are actually four possible interpretations of a 
market situation as noted by the following groups (1) high 
opportunity and high threat, (2) high opportunity and low 
threat, (3) low opportunity and high threat, and (4) low 
opportunity and low threat After performing a mean split 
(high/low) of managers’ appraisals of opportunity and 
threat, we assessed the relationship between these four 
groups and magnitude of response using analysis of variance 
(F = 7 023, p « 001) and then assessed differences among 
the groups using post hoc contrasts to control for familywise 


72 | Journal of Marketina. Julv 2003 


error The recommended budget was significantly greatest 
(p « 05) for Group 1 (high-high, $2 55 million), followed 
by Group 2 (high-low, $2 39 million), and then Groups 3 
(low-high, $2 28 million) and 4 (low-low, $2 24 million) 
Groups 3 and 4 were not significantly different. In other 
words, the magnitude of the recommended budget was 
greatest for managers who perceive high levels of both 
opportunity and threat, it was next highest for managers who 
perceive high levels of opportunity but low levels of threat, 
and it was lowest for managers who perceive either low lev- 
els of opportunity and high levels of threat or low levels of 
both opportunity and threat 

We assessed the use of negative versus positive (items 
with the notation “—” and “+,” respectively, in Appendix B) 
and external versus internal information (items with the 
notation “Е” and “I,” respectively, in Appendix B) ın two 
ways First, we performed a simple t-test to compare the 
means We found that the mean for use of negative informa- 
tion 15 significantly greater than the mean for use of positive 
information (21 2 versus 18 9, t « 001) and the mean for use 
of external information is significantly greater than the mean 


for use of internal information (21 3 versus 18 7, t « 001) 
Overall, managers indicated they would rely more on nega- 
tive (rather than positive) and external (rather than internal) 
information when making a marketing decision, which thus 
supports Hz and Hg Second, we created two additional PLS 
models in which we separated information use into two sep- 
arate constructs (1) negative and positive information use 
and (2) external and internal information use The beta coef- 
ficients were not significantly different in either model 
Therefore, this analysis suggests that though managers indi- 
cate they would rely more on negative and external infor- 
mation, positive and internal information are equally impor- 
tant in determining perceived controllability of a market 
situation 


Control Variables 


The findings also indicate that individual and organizational 
characteristics influence interpretation and response As 
reported in Table 2, hospital size 1s significantly related to 
perceived control, hospital type (profit/nonprofit) is signifi- 
cantly related to opportunity appraisal, and managers’ 
expertise 1s significantly related to response Future investi- 
gations might further examine the role of these variables, 
because they appear to affect interpretation 


Test of the Mediating Role of Perceived Control 
and Appraisal 


To test the extent to which perceived control mediates the 
relationships between antecedents of interpretation and 
appraisal (Hg) and the extent to which appraisal mediates the 
relationship between perceived control and magnitude of 
response (Hj), we assessed direct (1e, nonmediated) 
effects ın a two-step process First, we reviewed the theta 
matrix to check for potentially significant. nonspecified 
paths Second, we added those paths to the model and the 
model rerun to assess significance The analysis revealed 
that there are only two significant (p < 05) nonmediated 
paths (1) between information use and an opportunity 
appraisal and (2) between a clan culture and an opportunity 
appraisal The direct path between perceived control and 
magnitude of response was not significant. Notwithstanding 
these two exceptions, our results provide reasonably strong 
support for the mediation effects hypothesized in Но and 
Hi 


Discussion and Implications 


At a managerial level, the insights obtained ın this study pro- 
vide answers to the research questions that served as the foci 
of the study Specifically, our key findings suggest that (1) 
the factors that influence managers’ interpretation of a mar- 
ket situation include cognitive styles, perceptions of organı- 
zational culture, and extent of information use, (2) managers 
base their appraisal of a market situation as an opportunity 
or threat on their perceptions of control, and (3) the extent 
to which managers appraise a market situation as an oppor- 
tunity 1s positively related to their magnitude of response 
At a theoretical level, the results provide empirical sup- 
port for a model that delineates the antecedents of and the 


responses to the interpretation of a marketing situation. Fur- 
thermore, our results suggest a path of effect as illustrated in 
our framework In developing the model, we address 
researchers' calls for an extension of cognitive appraisal the- 
ory by empirically assessing perceived control as a construct 
that mediates the relationship between the antecedents of 
interpretation and appraisal (Folkman 1984, Lazarus 1991, 
Skinner 1995) In addition, we develop conceptual arguments 
and provide empirical support for the link between cognitive 
style and the appraisal process Consequently, this research 
contributes to multiple literature streams related to the inter- 
pretation of information and its impact on decision making In 
addition to general contributions, the results of this study have 
specific implications for both theory and practice 


Antecedents to Interpretation 


Cognitive style Our findings suggest that researchers 
Investigating individual influences on the interpretation of 
market information should consider all four dimensions of 
cognitive style rather than only the sensing-intuiting and 
thinking-feeling dimensions that are most commonly inves- 
tigated ın the literature Although organizations may already 
find measurements of cognitive style useful in selecting 
managers (Leonard and Straus 1997), our results highlight 
an important implication for practice In our study, managers 
with more extroverted, judging, intuiting, and thinking cog- 
nitive styles (compared with those with more introverted, 
perceiving, sensing, and feeling styles) tend to perceive situ- 
ations as more controllable Consequently, they are likely to 
perceive less risk when interpreting a given market situation, 
and they are more likely to appraise that situation as an 
opportunity In other words, these managers are likely to be 
proactive and aggressive in their decision. making. Con- 
versely, managers with more introverted, perceiving, sens- 
ing, and feeling styles are more likely to be cautious and sen- 
sitive to threats when evaluating market situations. Because 
most decisions that are likely to have a major impact on 
organizations tend to be addressed by a group or team, our 
results suggest that ıt may be desirable to sensitize managers 
as to the ways the cognitive styles of team members influ- 
ence their information processing and decision making 


Information изе Although we find that managers may 
use negative information significantly more than positive 
information and external information significantly more 
than internal information, the focus on the threatening 
aspects of a situation does not necessarily result in a nega- 
tive interpretation 5 We find that it is the total amount of 





5We note further that we cannot rule out the possibility that our 
findings are the result of respondents' perceptions of the relevance 
of the information to determining opportunities and/or threats, 
rather than a preference for negative or external information per se 
For example, the results could be misleading if the distribution of 
one positive information item were significantly different from the 
distribution of the other positive information items To minimize 
this possibility, we developed the scenano using an expert panel 
and then pretested it to ensure that all information items have 
equivalent expected utility In addition, an assessment of the means 
and standard deviation shows that there are no items within the 
pool of like items (1 е , positive, negative, internal, or external) with 
a distribution significantly different from any other item within the 
same pool 
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information used in a situation rather than the valence of 
information that drives interpretation, managers who use 
more market information ın a given situation perceive that 
situation as more controllable These results are consistent 
with the propositions that increased information use may 
reduce uncertainty and perceived risk (Dutton and Webster 
1988, Milliken 1990) For researchers, these findings sug- 
gest that models of the relationship between information use 
and response need to include perceived control as well as 
appraisal of a situation as mediators to gain better insights 
into decision making 


Perceived organizational culture Researchers have 
demonstrated a link between organizational culture. and 
business performance (Deshpandé, Farley, and Webster 
1993) However, there 15 a paucity of research pertaining to 
the role of cultural antecedents in information processing 
within an organization (see Moorman 1995) We address 
this gap їп our study and find that managers’ perceptions of 
organizational culture influence information processing and 
the extent to which managers perceive they can control a sit- 
uation For example, the results of our study suggest that, 
compared with marketing managers who perceive their cul- 
ture as more of a hierarchy or market, marketing managers 
who perceive their organization’s culture as more of an 
adhocracy or clan are more likely to perceive that they can 
control the outcomes of an otherwise ambiguous situation 
One reason for this may be that managers who perceive 
themselves in a more formal culture (1 e , hierarchy or mar- 
ket) may also be more prone to perceive that they are unable 
to control a given situation 

In terms of managerial implications, as with cognitive 
styles, our findings related to the relationship between orga- 
nization culture and perceived control of a market situation 
show that organizations may benefit from sensitizing man- 
agers to the ways perceptions of organizational culture may 
affect information processing and decision making For 
researchers, our findings suggest that the influence of orga- 
nizational culture on the perceptions of individual managers 
1s an important consideration in any quest to better under- 
stand the organizational implications of culture 


interpretation 


Our study finds that the relationship between cognitive style 
and the manager’s recommendation is mediated by two 
stages of interpretation perceived control and appraisal The 
more managets perceive a situation as one in which they can 
control the outcomes, the more likely they are to appraise 
that situation as an opportunity These results are consistent 
with other findings suggesting similar relationships between 
perceptions of control and the appraisal of a situation as 
either an opportunity or a threat (Jackson and Dutton 1988) 
As with information use, our findings reiterate the 1mpor- 
tance of incorporating interpretation as a mediating variable 
when assessing the relationships between cognitive style 
and decision-making tendencies 

Furthermore, our findings suggest that the extent to 
which managers perceive they can control a situation medi- 
ates the relationship between their information use and their 
appraisal of a situation It 1s important to understand that 
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though managers’ perceptions of control do not add to their 
actual talent or ability, their perceptions may give them 
greater access to all the resources in their repertoire. That 15, 
greater perceived control may lead to greater realization of 
extant competence (Skinner 1995) 


Magnitude of Response 


This study adds to the growing body of evidence that the 
magnitude of a manager's recommendation 1s greater for 
perceived opportunity than for perceived threat Although 
most managers in our sample recommended increasing 
advertising spending 1n the presence of perceived opportu- 
nity (69% recommended more and 8% recommended less), 
in the face of a perceived threat, managers were less certain 
whether an increase 1n advertising expenditures would pro- 
duce the desired outcome (46% recommended more and 
29% recommended less) (test of association X2 = 23 9, p « 
01) When faced with making recommendations without the 
benefit of probabilistic assessments of outcomes, the magni- 
tude of a manager's response may be driven by the cognitive 
and affective "baggage" associated with the interpretive 
labels they use For example, the positive emotional charge 
associated with the label *opportunity" may foster a greater 
behavioral response than the stress and anxiety evoked by 
the label “threat” A recurrent theme ın the interpretation lit- 
erature is that the labels managers attach to situations are 
powerful determinants of organizational response or lack 
thereof Magnitude of response also depends on the per- 
ceived ability to produce a desired outcome Thus, another 
explanation for the results of this study 1s that managers sim- 
ply do not perceive increases (or decreases) ın advertising 
expenditures as having equivalent effects in opportunistic 
and threatening situations 

A notable finding regarding the relationship between 
appraisal and magnitude of response 1s that the recom- 
mended advertising expenditures were greatest for man- 
agers who perceived the market situation as both an oppor- 
tunity and a threat Perhaps managers who perceive high 
levels of both opportunity and threat are more likely to 
believe that a response of greater magnitude 1s necessary to 
ensure a positive outcome 


Directions for Further Research 


We conducted this study ın a single industry In a recent 
study, Prabhu and Stewart (2001) report that context and tim- 
ing influence the interpretation of market information 
Research 1s needed to investigate whether the findings of this 
study generalize to other settings We tested the relationships 
hypothesized їп this study through the use of a hypothetical, 
though realistic, case scenario In further research, it might be 
desirable to use other methods to test these relationships For 
example, researchers could observe how managers interpret 
actual market information Another methodological improve- 
ment would be to replicate this research with a longer case 
scenario (1 e , a description of a situation containing “richer” 
information) Such a scenario would also enable researchers 
to mvestigate whether relationships involving information 
use are linear 1п nature or whether there 15 a nonlinear rela- 
tionship associated with information overload 


We posited multiple explanations for our finding that the 
magnitude of response 15 greater for perceived opportunity 
than for perceived threat We also offered a plausible expla- 
nation for why the magnitude of response may be even 
greater for managers who appraise a market situation. as 
high on both opportunity and threat dimensions. Additional 
research 1s needed to examine the validity of these explana- 
tions Our findings also suggest that market situation inter- 
pretation mediates the relationship between marketing man- 
agers’ cognitive style, perceived organizational culture, and 
information use and their response However, additional 
research 1s needed to gain better insights into the relation- 
ship between interpretation and response For example, a 
useful extension of our work would be to include estimates 
of specific, likely outcomes of advertising expenditures and 
to relate these to the managerial estimates of the importance 
of these outcomes (in reference to perceived threats and 
opportunities) 

In our study, we measured managers' responses without 
consideration of the quality of those responses In addition, 
the choice of a single scenario limits potential explanatory 
power Complementing the dependent variable employed 1n 
this research (advertising budget increase/decrease) has the 
potential to provide further insights For example, additional 
dependent variables could measure support for particular 
advertising themes that are related to the scenario perceptions 
or relative emphasis on specific advertising themes or direc- 
tions It can be argued that increasing advertising of previ- 
ously ineffective content may have been why those perceiving 
threats did not support substantially greater budgets By 
adding terms for the qualitative (1 е, thematic) elements of 
advertising decisions, as well as for interactions with dollars 
budgeted overall, future researchers might be able to increase 
the explanatory and predictive power of the model we present 

As noted previously, most decisions that are likely to have 
a major impact on organizations tend to be addressed by a 
group or team rather than by individual managers Against 
this backdrop, another avenue for further research would be 
to examine whether the effects uncovered ın this study change 
1n interactive decision-making settings For example, it would 
be worthwhile to compare the interactions and decisions of 
groups with varying degrees of diversity of cognitive styles 

In summary, tn today's knowledge economy, many man- 
agers realize that 1nformation is as plentiful as sand on the 
beach Competitive advantage 1s more likely to arise from a 
better understanding of the influences and outcomes of market 
situation interpretation Therefore, we hope that the 1ssues 
addressed in this study contribute to 1mproving marketing 
managers' ability to analyze and respond to market situations 
This research is merely one step in that direction, and we hope 
1 serves as an impetus for further research in the area 


Appendix A 
Case Scenario 


Directions. Imagine that you are the new Vice President of 
Marketing for Riverview Hospital, and it 15 your Job to make 
recommendations regarding the annual advertising and pro- 
motion budget With 400 beds and approximately $200 mil- 
lion in annual revenue, Riverview 15 the third largest hospi- 


tal in Mayfield The past several years, Riverview has spent 
approximately $2 million on advertising and promotion (1% 
of revenues is about average for hospitals 1n Mayfield) The 
organizational culture at Riverview 1s virtually identical to 
the culture at your last hospital, and so you have a good 
sense of the shared values and beliefs 1n the hospital. How- 
ever, there have been numerous changes both inside and out- 
side the hospital that suggest a possible need to change the 
amount budgeted for advertising and promotion Please read 
the following situation analysis Questions that relate to this 
situation analysis will follow 


The hospital recently completed an extensive renovation, 
and an article in the local newspaper proclaimed, 
“Riverview now has one of the most attractive facilities ın 
Mayfield The newly renovated outpatient surgery center 15 
a technological marvel that promises state-of-the-art and yet 
cost-efficient service" Although it has been suggested that 
additional advertising might be needed to highlight the new 
outpatient surgery center, the hospital's chief financial offi- 
cer has expressed concern that with approximately 90% of 
outpatient care under managed contracts, it might be unwise 
to focus more attention on a medical service that stands to 
gain so little from an increase 1n noncontract customers 


The hospital's marketing programs were assessed in a recent 
report prepared by a local marketing firm The report indi- 
cates that although Riverview has spent more money on 
image rather than medical services advertising in the past, 
fewer than 30% of area residents have a clear image of 
Riverview On the other hand, the hospital's chief executive 
officer has told you that the hospital has had success in the 
past offering special seminars (е g , Wellness Week, Seniors’ 
Day) to increase awareness of targeted health care issues 


The health care market 1n Mayfield is fiercely competitive 
and market research indicates that most of the five other 
local hospitals have been more successful in acquiring 
exclusive managed care contracts Further, the managing 
director of a local preferred provider organization (PPO) 
has told you that a group of once-loyal physicians may be 
creating their own physician-sponsored PPO, which could 
take away contracts and duplicate some of the services in 
which Riverview Hospital currently has a strong market 
share On the other hand, Riverview's Director of Managed 
Care has privately informed you that the hospital has com- 
pleted a new contract to provide exclusive service to one of 
Mayfield's largest health maintenance organizations 


Finally, federal census reports indicate that the population 
1n the ten-county area surrounding Riverview Hospital has 
been growing steadily for the past five years at 446 per 
year, and that growth rate 1s expected to continue 


Appendix B 
Measurement Appendix 


Cognitive Style 


Choose between answer a or b and place a check mark (V) 
next to your choice 
Extroverted-Introverted (а: = 82)6 





6For all sections, & denotes internal consistency of reflective 
measures (Fornell and Larcker 1981) 
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At a party, do you (a) interact with many, including strangers 
or (b) interact with a few, known to you? ( 772)? 

At parties, do you (a) stay late, with increasing energy or (b) 
leave early, with decreasing energy? ( 748) 

In your social groups do you (a) keep abreast of others’ hap- 
penings or (b) get behind on the news? 

In phoning do you (a) just start talking or (b) rehearse what 
you'll say? 

In company do you (a) start conversations or (b) wait to be 
approached? ( 619) 

Does new interaction with others (a) stimulate and energize 
you or (b) tax your reserves? ( 625) 

Do you prefer (a) many friends with brief contact or (b) a few 
friends with longer contact? 

Do you (a) speak easily and at length to strangers or (b) find 
little to say to strangers? ( 683) 

When the phone rings do you (a) hasten to get to it first or (b) 
hope someone else will answer и? 


Are you more inclined to be (a) easy to approach or (b) some- 
what reserved? 


Judging—Perceiwing (а = 82) 


Do you prefer to work (a) to deadlines or (b) just "whenever"? 
Do you tend to choose (a) rather carefully or (b) somewhat 
impulsively? 

Are you usually more (a) punctual or (b) letsurely? 

Does и bother you more having things (a) incomplete or (b) 
complete? 

Do you usually (a) settle things or (b) keep options open? 
Are you usually rather (a) quick to agree to a time or (b) reluc- 
tant to agree to a time? 

Are you more comfortable (a) setting a schedule or (b) putting 
things off? ( 641) 

Are you more comfortable with (a) wruten agreements or (b) 
handshake agreements? 

Are you more prone to keep things (a) well organized or (b) 
open ended? ( 624) 

Do you put more value on the (a) definue or (b) variable? 
Are you more comfortable with work (a) contracted or (b) 
done on a casual basis? ( 705) 

Do you prefer things to be (a) neat and orderly or (b) optional? 
(631) 

Are you more comfortable with (а) final statements or (b) ten- 
tative statements? 

Are you more comfortable (a) after a decision or (b) before a 
decision? 

Is it preferable mostly to (a) make sure things are arranged or 
(b) just let things happen? ( 606) 

Is it your way more to (a) get tlungs settled or (b) put off 
settlement? 

Are you more prone to (a) schedule events or (b) take things as 
they come? ( 755) 

Are you a person that ıs more (a) routinized or (b) whimsical? 





7Numerals in parentheses denote measurement model loadings 
for retained items of reflective measures We deleted items with 
measurement model loadings of less (һап 50 (shown in italics), as 
recommended by Hulland (1999) 'To address possible concerns 
about the impact of deleting items from an established scale, we 
also tested the model with all cognitive style scale items included, 
although the R2 of the perceived control construct was reduced 
(from 172 to 130), all the exogenous constructs remained signifi- 
cant (p « 05) 
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Is и more like you to (a) make snap judgments or (b) delay 
making judgments? 

Do you tend to be more (a) deliberate than spontaneous or (b) 
spontaneous than deliberate? 


Sensing-Intuiting (о = 86) 


Are you more (a) realistic or (b) philosophically inclined? 
Are you more intrigued by (a) facts or (b) similes? 

Are you a more (a) sensible person or (b) reflective person? 
(521) 

Are you more drawn to (a) hard data or (b) abstruse ideas? 
Are you usually more interested ın (a) specifics or (b) con- 
cepts? ( 678) 

Do you prefer writers who (a) say what they mean or (b) use 
lots of analogtes? 

Facts (a) speak for themselves or (b) usually require 
interpretation? 

Do you prefer to work with (a) practical information or (b) 
abstract 1deas? ( 704) 

Traditional common sense 15 (a) usually trustworthy or (b) 
often misleading? 

Children often do not (a) make themselves useful enough or (b) 
daydream enough? 

Are you more frequently (a) a practical sort of person or (b) an 
abstract sort of person? ( 673) 

Which are you drawn to (a) accurate perception or (b) concept 
formation? ( 706) 

Are you more drawn to (a) substantial information or (b) cred- 
ible assumptions? 

Are you more interested in (a) production or (b) research? 
Are you usually more interested in the (a) particular instance 
or (b) general case? 

Do you feel (a) more practical than ingenious or (b) more inge- 
nious than practical? ( 686) 

Do you prize more in yourself a (a) good sense of reality or (b) 
good imagination? ( 637) 

Are you more drawn to (a) fundamentals or (b) overtones? 
( 562) 

Do you have more fun with (a) hands-on experience or (b) 
blue-sky fantasy? ( 525) 

In writings do you prefer (a) the more literal or (b) the more 
figurative? ( 535) 


Thinking—Feeling (a = 91) 


Are you usually more (a) fair minded or (b) kind hearted? 
(552) 

Do you tend to be more (a) dispassionate or (b) sympathetic? 
( 620) 

Is 1t more natural for you to be (a) fair to others or (b) nice to 
others? ( 577) 

In first approaching others are you more (a) impersonal and 
detached or (b) personal and engaging? 

Are you more naturally (a) impartial or (b) compassionate? 
(635) 

In judging are you more likely to be (a) impersonal or (b) sen- 
timental? ( 669) 

Are you inclined to be more (a) cool headed or (b) warm 
hearted? ( 650) 

Would you rather be (a) more just than merciful or (b) more 
merciful than just? 

Are you usually more (a) tough minded or (b) tender hearted? 
(620) 

Are you more (a) firm than gentle or (b) gentle than firm? ( 582) 


Which is more satisfying (a) to discuss an issue thoroughly or 
(b) to arrive at agreement on an issue? 

Which rules you more (a) your head or (b) your heart? ( 734) 
Are you more comfortable when you are (a) objective or (b) 
personal? ( 627) 

Do you value in yourself more that you are (a) unwavering or 
(b) devoted? 

Are you typically more a person of (a) clear reason or (b) 
strong feeling? ( 609) 

Are you inclined more to be (a) fair minded or (b) sympa- 
thetic? ( 669) 

In judging are you usually more (a) neutral or (b) charitable? 
Do you consider yourself more (a) clear headed or (b) good 
willed? ( 690) 

Are you usually more (a) unbtased or (b) compassionate? 
( 707) 

Are you typically more (a) just than lement or (b) lement than 
just? ( 500) 


Perceived Organizational Culture 


Distribute 100 points among the four descriptions depend- 
ing on how sunilar the description 15 to your hospital 
Adhocracy 


My hospital 15 a very dynamic and entrepreneurial place. Peo- 
ple are willing to stick their necks out and take risks 

The head of my hospital 1s generally considered an entrepre- 
neur, an innovator, or a risk taker 

The glue that holds my hospital together 1s a commitment to 
innovation and development There 1s an emphasis on being 
first 

My hospital emphasizes growth and acquiring new resources 
Readiness to meet new challenges 1s important 


Clan 


My hospital 1s a very personal place It is like an extended fam- 
Пу People seem to share a lot of themselves 

The head of my hospital 1s generally considered a mentor, 
sage, or a father or mother figure 

The glue that holds my hospital together 1s loyalty and tradi- 
tion Commitment to this hospital runs high 

My hospital emphasizes human resources High cohesion and 
morale ın the hospital are important 


Hierarchy 


My hospital 1s a very formalized and structured place Estab- 
lished procedures generally govern what people do 

The head of my hospital 1s generally considered a coordinator, 
an organizer, or an administrator 

The glue that holds my hospital together ts formal rules and 
policies Maintaining a smooth-running institution 1s important 
here 

My hospital emphasizes permanence and stability. Efficient, 
smooth operations are 1mportant 


Market 


My hospital 15 very production oriented A major concern 15 
with getting the job done, without much personal involvement 
The head of my hospital 1s generally considered a producer, a 
technician, or a hard driver 

The glue that holds my hospital together is the emphasis on 
tasks and goal accomplishment A production-orientation 15 
commonly shared 


My hospital emphasizes competitive actions and achievement 
Measurable goals are important 


Information Use 


What is the extent (1 = "Small Extent" to 5 = “Great Extent) 
to which you would use each of the following pieces of 
information to help you make a budget recommendation? 
The notations “E” (external), “Т” (internal), “+” (positive 
information), and “(—)” negative information shown in 
parentheses for items 1 to 8 below, were not on the 
questionnaire 


1 According to the newspaper, Riverview Hospital has one of 
the most attractive facilities in Mayfield (I, +) 


2 The chief financial officer has expressed concern about 
focusing more attention on outpatient surgery, because 90% 
of outpatient care 1s under managed contracts (I, —) 

3 Market research reports that fewer than 30% of residents 
have a clear image of Riverview Hospital (I, —) 

4 The chief executive officer has told you that the hospital has 
had success offering special seminars (I, +) 

5 Market research reports that other area hospitals have been 
more successful in acquiring exclusive managed care 
contracts (E, —) 


6 The managing director of a local PPO contact tells you that 
a group of physicians may be creating their own PPO (E, —) 


7 The Director of Managed Care informs you that Riverview 
has completed a new exclusive contract with a large HMO 
(E, +) 

8 According to federal census reports, the area population 1s 
growing steadily (E, +) 


Perceived Control (a = .83) 


If you were the new Vice President of Marketing for 
Riverview Hospital, to what extent (1 = "Small Extent" to 
5 = "Great Extent) would you 
Feel you can manage the situation rather than ıt manage you? 
( 898) 


Feel that the outcome of your budget decision will be a matter 
of chance? (reverse coded) ( 789) 


Appraisal 


If you were the new Vice President of Marketing for 
Riverview Hospital, to what extent (1 = “Small Extent" to 
5 = “Great Extent) would you 

Opportunity (a= 83) 


Describe the situation overall as an opportunity? ( 944) 

Label the situation as something positive? ( 635) 

Feel the future looks promising for Riverview Hospital? ( 750) 
Threat (a= 83) 


Describe the situation overall as a threat? ( 618) 


See the situation as having negative implications for the 
future? ( 708) 


Label the situation as something negative? ( 995) 


Magnitude of Response 


І Change Using the scale provided, please circle the number 
that 1s the best indicator of how you would recommend 
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changing Riverview's advertising and promotion budget 
next year (1 = “Substantial Decrease" and 9 = “Substantial 
Increase") 

2 Budget Recall that for the past several years, Riverview 
Hospital has spent approximately $2 million (196 of rev- 
enues) on advertising and promotion Please provide a spe- 


cific estimate of the amount of money you would recom- 
mend for next year's budget for advertising and promotion 
Please note that this figure should include all promotion 
expenditures including print and broadcast advertising, 
brochures, and promotional seminars 


—— — w————————psáá—á— aÓ—X—ÀP—sRnsá—————— ——————————————————— 
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Fred Selnes & James Sallis 


Promoting Relationship Learning 


The authors develop a theory of how management can develop and promote the learning capabilities of targeted 
customer-supplier relationships The theory suggests that a supplier and a customer can improve their joint learn- 
ing activities by facilitating information exchange, developing common learning arenas, and updating their behav- 
ior accordingly The authors suggest that learning within à customer-supplier relationship cannot be mandated by 
either organization, but rather learning depends on both parties’ willingness to cooperate in joint learning activities 
Management can promote relationship learning by cultivating à collaborative culture, formulating specific objectives 
for joint learning activities, and developing relational trust However, as relational trust develops, the effectiveness 
of learning is reduced as a result of “hidden costs” of trust The authors use data from 315 dyads to test the the- 
ory empirically, and they find that the learning capability of a relationship has a strong, positive effect on perfor- 
mance Their results also provide insight into how to address the hidden costs of trust 


on competitive advantage (eg, Baker and Sinkula 
1999, Day 1994a, b, Dickson 1992, Hurley and Hult 
1998, Sinkula 1994) Day (1994b) emphasizes the ability of 
management to question the organizational norms that 
determine what information 1s acquired, disseminated, and 
acted on The learning orientation of an organization has 
also been conceptualized along a cultural dimension, which 
includes a shared vision of learning, a commitment to learn, 
and open-mindedness (Baker and Sinkula 1999) Learning 
has been approached not only as an organizational phenom- 
enon but also as an interorganizational phenomenon The 
relational view of developing a competitive advantage 1den- 
tifies relationship learning (1e, interfirm knowledge shar- 
ing) as an important avenue for creating differential advan- 
tages and "supernormal" profits in relationships (Dyer and 
Singh 1998, Pine, Peppers, and Rogers 1995) Through rela- 
tionship learning, both parties ın customer—supplier rela- 
tionships identify ways to reduce or remove redundant costs, 
to improve quality and reliability, and to increase speed and 
flexibility From suppliers’ standpoint, better knowledge of 
their customers enables them to provide and develop more 
valuable products Likewise, with better knowledge of sup- 
pliers, customers are better able to choose products and 
develop solutions that satisfy their needs and wants That the 
learning capabilities of relationships likely foster valuable 
products is supported by the literature on lead users (von 
Hippel 1994, 1998) Within rapidly changing markets, there 
are significant incentives for both customers and suppliers to 
develop their learning capability related to the domain of 
relationships 
In principle, relationship learning can be conceptualized 
in two different ways The first way 1s to address the rela- 


| earning theories have a prominent role in new theories 
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tionship as both a source and a target of organizational 
learning, which 1s consistent with the approach Lukas, Hult, 
and Ferrell (1996) employ in developing a theoretical model 
for antecedents and consequences of organizational learning 
in marketing channels Lukas, Hult, and Ferrell (1996, p 
234) propose that though organizational learning occurs 
within individual organizations, it 1s a function of the inter- 
action among channel members “It involves aligning the 
channel members’ assumptions about action-outcome 
heuristics, and simultaneously adapting each channel mem- 
ber’s strategy and structure to a selectively attended envi- 
ronment” This conceptualization 1s consistent with Kohli 
and Jaworski's (1990) idea of market orientation as an orga- 
nizationwide processing of market information 

The second way to conceptualize relationship learning, 
and one we explore in this article, 1s as a characteristic of the 
relationship itself We define relationship learning as a joint 
activity between a supplier and a customer in which the two 
parties share information, which ts then jointly interpreted 
and integrated into a shared relationship-domain-specific 
memory that changes the range or likelihood of potential 
relationship-domain-specific behavior Relationship learn- 
ing 1s thus a process to improve future behavior in a rela- 
tionship We further propose that relationships vary in terms 
of their learning capabilities, and thus some relationships 
perform better because they have developed appropriate 
learning mechanisms 

The conceptualization of relationship learning as a capa- 
bility of a relationship 1s consistent with the interaction per- 
spective on relationship building that Hallén, Johanson, and 
Seyed-Mohamed (1991) and Hakansson and Snehota (1995) 
address These authors’ interaction perspective suggests that 
two firms simultaneously affect and are affected by each 
other in relatively enduring ways Adaptations stem from the 
need to coordinate the activities of the individuals and com- 
panies involved Addressing relationship learning as a capa- 
bility of the relationship 15 also consistent with the relational 
governance perspective (eg, Heide and John 1990), 
wherein the two parties collaborate and trust each other in 
order to secure or improve their economic performance 
Several studies in the marketing literature have addressed 
elements of relationship learning, such as information shar- 
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ing (е g, Anderson and Weitz 1992, Cannon and Perreault 
1999) and coordination (е в, Вимк and John 2000, Jap 
1999) 

Although the learning capability of a relationship has 
been identified as an important avenue for creating compet- 
шуе advantage and 1s consistent with current theories on 
customer-supplier relationship building, the lack of system- 
айс attempts to examine how learning processes can be 
designed and promoted is notable In this article, we address 
three research questions (1) How can relationship learning 
be defined and operationalized, and how ıs it conceptually 
different from organizational learning? (2) How can rela- 
uonship learning be promoted, and what other factors are 
likely to affect 1t? and (3) What ts the role of trust in effec- 
tive relationship-learning processes? We first develop the 
theoretical framework and the set of testable hypotheses and 
then describe the methodology and results from an empiri- 
cal test of 315 dyads Finally, we discuss the results’ impli- 
cations and the study’s limitations and provide directions for 
further research 


Theoretical Model 


We conceptualize relationship learning as a joint activity 1n 
which the two parties strive to create more value together 
than they would create individually or with other partners 
We believe that the capability of a relationship to learn 15 
closely connected with how it 1s managed and the context in 
which it 1s embedded Many theories on interfirm relation- 
ships provide different perspectives on the form interfirm 
governance should take and its antecedent conditions (Can- 
non and Perreault 1999, Heide 1994) We draw on these the- 
ories in developing our theoretical model (Figure 1) 


We expect relational trust to facilitate learning, because 
information sharing and sense making are sensitive issues in 
customer-supplier relationships 1n which the parties collabo- 
rate not only to increase the “pie” but also to try to maximize 
their share of the pie (Jap 1999, 2001) Relational trust cre- 
ates a belief between parties that information. sharing 
increases the size of the pie, more than information with- 
holding increases their share of the pie Through collabora- 
tion and adaptation, the two parties are expected to gradually 
develop trust and dependence, which again fosters a commut- 
ment to collaborate and share information (Dwyer, Schurr, 
and Oh 1987, Morgan and Hunt 1994) The desire to collab- 
orate creates a climate for relationship-learning activities, 
and we propose that relationship learning mediates the effect 
of collaborative commitment on relationship performance 

As relationships evolve, they tend to become more com- 
plex in terms of interlinked operational activities across 
organizational boundaries and operational units This com- 
plexity 15 expected to drive joint learning activities Another 
Important motivator for relationship learning 1s environmen- 
tal uncertainty, which refers to the forces ın the environment 
over which the parties to the relationship have little or no 
control, such as changes їп end-user buying behavior, com- 
petition, and technology According to resource dependence 
theory (Pfeffer and Salancik 1978), an organization, as well 
as a collaborative relationship (Van de Ven 1976), builds 
relationships 1n response to environmental uncertainty and 
organizes its resources accordingly Therefore, we believe 
companies are motivated to engage in joint learning activi- 
ties 1n order to gain some control or to buffer the conse- 
quences of uncertainty It has been suggested that relation- 
ships not only adapt passively to changing environments but 
also interact more strategically and, through collaboration 


FIGURE 1 
Theoretical Model of Relationship Learning 
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and joint learning, develop competitive advantage (Dyer and 
Singh 1998) For example, the locus of innovation is 
stronger in biotechnology networks than ın the individual 
firms (Powell, Koput, and Smith-Doerr 1996) 

Finally, relationship learning 1s closely connected to 
how the parties have adapted to each other through invest- 
ments of dedicated resources Several of the parties" invest- 
ments have only limited value outside the relationship, 
which by itself increases interdependence For example, 
customizing a production facility to the specifications of a 
customer such as IKEA has limited value outside that rela- 
tionship Increasing interdependence ıs, according to 
Rousseau and colleagues (1998), likely to motivate the par- 
ties to move toward relational governance mechanisms, sub- 
sequently stimulating joint learning activities, which might 
help explain why higher levels of the transaction-specific 
assets have a positive effect on relationship performance 

It has been suggested that trust 1s the strongest governance 
mechanism in developing collaborative and effective relation- 
ships (Dodgson 1993, Doz 1996, Dyer and Singh 1998) 
Dodgson (1993, p 78) goes so far as to say that "Effective 
learning between partners depends on the construction of a 
‘climate’ of trust engratned ın organizational modes of behav- 
ior" Although trust 1s recognized as carrying potential risks, 
it ıs nevertheless generally recognized for its facilitating role 
їп cooperative interorganizational relationships (Ring and Van 
de Ven 1994), and less attention 15 paid to its potential “dark 
side" (e g , Grayson and Ambler 1999) For example, a cus- 
tomer might not question its trusted supplier, when in actual- 
ity the conditions of the transactions are suboptimal despite 
there being no opportunistic intent. In our theoretical model, 
we propose that trust actually moderates the effect of rela- 
tionship learning on performance, which means that the effect 
of learning levels off as relational trust grows Thus, attempts 
to enhance trust might prove dysfunctional unless the parties 
take action to prevent the negative effects of high trust 


Relationship Learning: The Construct 


We developed our definitions of relationship learning and its 
components through a review of relevant marketing and 
organizational-learning literature and through 26 in-depth 
interviews with informants from both sides of 13 customer— 
supplier dyads The idea behind the qualitative research 
approach was to obtain a better understanding of relation- 
ship learning and to obtain specific ideas about how to mea- 
sure it The participants in the qualitative study came from a 
variety of industries, including chemical manufacturers with 
customers from the construction and specialty chemicals 
industries and farmed-salmon producers with customers 
from smokers, canneries, sales agencies, and supermarket 
chains Informants were typically from sales, procurement, 
research and development (R&D), quality control, and divi- 
sion management We developed and employed a standard 
format for the interview that asked participants to provide 
examples of joint learning activities, what initiated these 
activities, and what consequences they had on performance 
and the nature of their relationship In particular, we asked 
participants to elaborate on ways outcomes of learning 
activities manifested and were stored in memory The inter- 
views typically lasted approximately 60 minutes, and they 
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were conducted over a period of about three months All 
interviews were tape-recorded and written out in protocols 
that we later analyzed In conjunction with the literature, we 
used the more pertinent observations from the interviews 1n 
developing a construct of relationship learning, its 
antecedents, and 1ts consequences 

We consider relationship learning а unique form of the 
more general construct of organizational learning Therefore, 
the literature on organizational-learning theory serves as a nat- 
ural starting point for developing a relationship-learning con- 
struct A review of the literature reveals several definitions of 
organizational learning, however, despite the diversity, there 
seems to be a general consensus that organizational learning 
involves some kind of information processing For example, 
Huber (1991, p 89) defines organizational learning as follows 
“An entity learns 1f, through its processing of information, the 
range or likelihood of its potential behaviors 1s changed” 

First, we believe that information sharing between the two 
parties in а customer-supplier relationship ts a starting point 
and a necessary element of relationship learning Research 
related to customer-supplier relationships has identified 
information sharing as a central element of working relation- 
ships Anderson and Narus (1990) and Cannon and Perreault 
(1999) discuss how two organizations must exchange infor- 
mation to coordinate and plan the working relationship and 
thereby achieve operational efficiency Biong and Selnes 
(1996) relate exchange of operative information to the tasks 
of a salesperson in ongoing relationships Іп addition to the 
ongoing management of relationships, information sharing 
might also affect learning in the relationship One of the 
respondents in the field interviews commented “Mostly, we 
learn through communication This 1s exactly the point we are 
trying to make with our customers We want them to refer to 
us when they are developing new products or 1f they are mak- 
ing changes We are trying to find contact points, regional and 
worldwide, who will work with us This is something we 
are really working with, that 1s, to gain a mutual understand- 
ing with our customers for how we operate ” 

Second, we believe that dialogue within the relationship 
constitutes a relationship-specific element of interpretation 
or sense making (1 e , knowledge development) of the shared 
information Fiol and Lyles (1985, р 811) link interpreta- 
tion closely with organizational learning when they define 
learning as “(t]he development of insight, knowledge, and 
associations between past actions, the effectiveness of those 
actions, and future actions " Because organizations vary 1n 
the ways they make sense of the same information, there 
likely are differences in the mechanisms involved in making 
sense of that information It follows that some of the infor- 
mation acquired might be rejected, not because it 1s unim- 
portant, but because the organization lacks the ability (ie, 
knowledge) to make sense of it Organizations employ sev- 
eral mechanisms to make sense of information, for example, 
board meetings, management meetings, and task-force 
teams Organizations also introduce specific arenas with the 
sole purpose to learn, for example, information-sharing 
forums, as Huber (1996) suggests Related to customer- 
supplier relationships, cross-functional teams 1n customer 
visit programs have been suggested as a mechanism for cre- 
айпа learning arenas (McQuarrie 1993) 


In our field interviews, we wanted to learn how dia- 
logues were organized 1n different customer-supplier rela- 
tionships The interviews revealed that most interactions 
between the two parties were related to solving some sort of 
operational problem and thus were addressed 1n operational 
kinds of meetings or simply by telephone There were, how- 
ever, many examples of face-to-face meetings, such as cus- 
tomer visits and trade shows The parties used these forums 
to build a more general understanding of each other 

Third, we believe that organizations develop 
relationship-specific memories into which acquired 
relationship-specific knowledge 15 integrated Walsh and 
Ungson (1991) argue that organizational memory 1s both an 
1ndividual- and an organizational-level construct Individu- 
als retain information based on their direct experiences and 
observations, which are stored їп their memories as cogni- 
tion, beliefs, and values At the organizational level, memory 
15 decentralized and manifest in several places throughout 
the organization This memory includes organizational 
beliefs, behavioral routines, and physical artifacts (Lukas, 
Hult, and Ferrell 1996, Moorman and Miner 1997, Walsh 
and Ungson 1991) 

Relationship memory is not unlike organizational mem- 
ory It is evident that relationships develop idiosyncratic rou- 
tines in the form of encoded formal and informal procedures 
and scripts for how the parties have learned to do things, 
referred to as operational linkages by Cannon and Perreault 
(1999) In customer-supplier relationships, each party 
develops beliefs related to common frames of reference, 
norms (MacNeil 1980), and symbols, or what others (e Б, 
Walsh and Ungson 1991) refer to as culture 

Fourth, relationship memories manifest in physical arti- 
facts, such as documents, computer memories, and pro- 
gramming The unique element of relationship memory 1s 
that retention facilities may be external to the organization 
but internal to the relationship For example, in our inter- 
views, a manager of a large R&D department said that when 
confronted with a problem he could not solve alone, his first 
reaction was to contact someone in his network who he 
thought might be able to help His network encompassed 
relationships outside of his organization and represented a 
repository for specialized memories The importance of 
such social networks across organizational boundaries has 
been pointed out in the literature, including Бу Hákansson 
and Johanson (1988), who find that more than two-thirds of 
all technical development collaboration 15 done through 
informal interpersonal networks 

Relationship learning is conceptually different from 
organizational learning First, relationships have idiosyn- 
cratic memories that are different from organizational mem- 
ores Relationship learning involves, among other things, 
the common history, frames of reference, and values of the 
two parties that are different from the respective organiza- 
tions The memory 15 shared, which means that both organı- 
zations have access to the memory, independent of where it 
is located Second, relationship learning 1s different from 
organizational learning with respect to its antecedents and 
thus how it 15 managed Learning within a customer— 
supplier relationship cannot be mandated by either organi- 
zation, rather, tt depends on the parties’ willingness to coop- 


erate їп а joint activity Third, relationship learning 1s differ- 
ent from organizational learning because the consequences 
are different Although the literature on organizational learn- 
ing 15 unclear with respect to consequences, the common 
theme 1s that organizational learning affects the organiza- 
поп As we discussed previously, relationship learning can 
be conceptualized as both a source and a target of organiza- 
tional learning. However, our perspective 15 rooted in the 
belief that a relationship can be conceptualized as an entity 
of itself (е g , a marriage) Relationships become quasi orga- 
nizations, and relationship learning reflects a community of 
learning wherein what ts learned 1s profoundly connected to 
the relationship 


Relationship Performance 


The primary purpose of a relationship 1s to connect a cus- 
tomer’s buying activities with a supplier’s selling activities and 
services A relationship can expand їп scope and include other 
activities as well, such as joint R&D, joint marketing, Joint 
quality control, and so forth A well-performing relationship 
exists 1f both the customer and the supplier are satisfied with 
the relationship's effectiveness (1e, doing the nght things) 
and efficiency (1 e , doing things the right way) The effective- 
ness of a relationship can be determined by whether the per- 
sonnel who interact perceive the relationship as worthwhile, 
equitable, productive, and satisfying (Ruekert and Walker 
1987, Van de Ven 1976) Thus, the purpose of relationship 
learning 15 to enhance the effectiveness and efficiency of the 
relationship As the parties begin to share information on ways 
they evaluate the relationship, take this information into a dia- 
logue process, update a common memory, and change their 
behavior accordingly, relationship learning improves the over- 
all performance of the relationship. Relationship learning can 
improve efficiency, effectiveness, or both 

Performance related to the efficiency of collaborative rela- 
tionships is well documented in the literature (e g , Heide and 
Stump 1995, Mudambi and Mudambi 1995, Noordewier, 
John, and Nevin 1990) In a study of long-term manufacturer— 
supplier relationships, Kalwani and Narayandas (1995) find 
that suppliers became more efficient with inventory levels and 
cost control, which results in lower overall costs, part of which 
suppliers bargained away to the customer as lower prices In 
our field interviews, when referring to a joint R&D project 
with a supplier, a customer stated that service had improved 
through what was learned “It’s much faster You know which 
people to call and you know a lot about the product you have 
developed together So, it's much easier to improve perfor- 
mance, to improve the product, and to reduce costs " 

Research related to organizational learning and market 
orientation has found strong links to competitive advantage 
and business performance (eg, Hurley and Hult 1998, 
Jaworski and Kohli 1993, Matsuno and Mentzer 2000, 
Narver and Slater 1990) The association of effectiveness 
with relationship learning 1s also supported (e g , Dyer and 
Singh 1998) In the long run, high-learning relationships are 
likely to foster products and services that provide more 
value and are superior in solving problems for their users 
(e g , von Hippel 1994, 1998) As two organizations engage 
1n mutual learning, they are more likely to better understand 
each other's needs and wants and to respond accordingly 


Promotina Relationship Learnina / 83 


(Kalwani and Narayandas 1995) As one supplier stated in 
the field interviews “We have restructured the entire opera- 
поп We customize our products for every customer, so in 
that sense we make changes based on what we learn about 
what they want” 

A potential problem may be that relationship learning 
results in incorrect insights and thus might actually reduce 
performance The relationship partners learn to do the 
wrong things right or the right things wrong In such situa- 
tions, unlearning might be the only way to increase perfor- 
mance (e в, Hedberg 1981) However, we believe that, in 
general, relationship learning has a positive. effect on the 
performance of the relationship 


H, Relationship learning has a positive effect on relationship 
performance 


Relational Trust 


Relational trust 1s the perceived ability and willingness of 
the other party to behave in ways that consider the interests 
of both parties ın the relationship, and mainstream thinking 
states that trust is a facilitator of effective cooperative behav- 
тог in customer-supplier relationships (е g , Dwyer, Schurr, 
and Oh 1987) The primary rationale for enhanced perfor- 
mance is that high levels of trust reduce reliance on formal 
control mechanisms, which thereby reduces transaction 
costs (MacNeil 1980, Nooteboom, Berger, and Noorder- 
haven 1997) Dwyer, Schurr, and Oh (1987) develop a 
framework for how interorganizational relationships start, 
evolve, and dissolve Central to the development and main- 
tenance of relationships 15 the establishment of norms of 
conduct that allow for future exchange and increased risk 
taking in the relationship The most fundamental norm 15 
trust, which provides the foundation for understanding 
expectations and for cooperation in the relationship Thus, 
we expect relational trust to enhance relationship 
performance 


H, Relational trust has a positive effect on relationship 
performance 


When the parties 1n an exchange believe they will not be 
harmed, exploited, or put at risk by actions of the other 
party, they are more likely to share information (Jap 1999, 
2001, Morgan and Hunt 1994) and to forsake short-term 
gains at the expense of the other party (Axelrod 1984) This 
suggests that relational trust facilitates Joint learning activi- 
ties With relational trust, ıt ıs more likely that the parties 
share information they otherwise would consider sensitive 
and that they create constructive, creative dialogues around 
making sense of information they share, to the benefit of 
both parties It also follows that as the parties build mutual 
trust, they are more likely to develop a shared memory with 
access across company borders 


H4 Relational trust facilitates relationship learning 


As the relationship between two organizations develops, 
calculative trust, which is a rational choice based on explicit 
control mechanisms and credible information, gives way to 
relational trust, which has a strong emotional element 
(Rousseau et al 1998) People's development of high levels 
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of trust is usually accompanied by strong, positive emotions 
and liking (Jones and George 1998) In such atmospheres, a 
risk exists that negative or critical information 15 not 
exchanged because it might endanger the good atmosphere 
of the relationship Thus, the benefit of constructive conflict 
15 lost (Eisenhardt, Kahwayy, and Bourgeois 1997) High 
levels of trust might also produce a lack of critical informa- 
tion search Alternatively, parties might take advantage of 
trust and exploit the other party їп opportunistic ways 
(Hamel 1991) Opportunism in the form of self-seeking 
behavior might also cause high-trust relationships to be less 
effective (Grayson and Ambler 1999) In addition, as com- 
mitment increases, value systems converge and the parties 
develop a common identity (Gaertner, Dovidio, and Bach- 
man 1996) They might become too homogeneous, which 
hinders the creative processes found in more heterogeneous 
groups, as with Janis's (1989) groupthink Moorman, Zalt- 
man, and Deshpandé (1992) suggest that this reduces the 
ability to be objective within the relationship, which thus 
diminishes the capacity to question assumptions on which 
actions are based 

Thus, high levels of trust might have “hidden costs” that 
limit the effectiveness of working relationships We there- 
fore propose that the general positive effect of relationship 
learning on performance 1s lower under conditions of high 
trust Because these costs are hidden, the parties are not nec- 
essarily aware of the negative consequences of their mutual 
and high levels of trust This implies that when relationship 
learning 1s least costly to initiate, that 1s, under high levels 
of trust, 1t 1s less effective than under lower levels of trust, 
and vice versa 


H4 The positive effect of relationship learning on relationship 
performance 1s moderated (reduced) under conditions of 
high trust 


Collaborative Commitment 


Central to organizational-learning theory is the notion of the 
capability to learn, and it 1s suggested that this capability 15 
related both to a commitment to learn (Day 1994a) and to a 
shared vision of the benefits of learning (Baker and Sinkula 
1999) Drawing on research both inside and outside of the 
marketing field, Morgan and Hunt (1994, p 23) define com- 
mitment as “ап exchange partner believing that an ongoing 
relationship with another is so important as to warrant max- 
imum efforts at maintaining it" Consistent with these obser- 
vations, it has been suggested that partners might also 
develop commitment and a shared vision related to collabo- 
rative learning activities (Dyer and Singh 1998) 
Collaborative commitment can be related to the scope of 
purposes ın the relationship (Borys and Jemison 1989) А 
narrow scope of purpose might encompass such things as 
simply providing for reliable deliveries, whereas a broad 
scope might include more complex objectives such as 
improving key processes, developing new products, and 
developing new markets Some relationships go far in terms 
of analyzing potential gains from collaboration and devel- 
oping a common system to monitor how well the collabora- 
tion produces results A common goal, for example, might 
be to 1mprove productivity by a given percentage every year, 


where productivity 15 defined and measured according to a 
common unit, such as number of units produced per hour It 
follows that the more ambitious the collaborative commit- 
ment is in a relationship, the more reason there is to 
exchange information and learn how relationship perfor- 
mance can be improved A broad scope of purpose leads to 
several opportunities for collaboration and thus several 
opportunities to pursue relationship learning 


Hs Collaborative commitment has a posttive effect on rela- 
tionship learning 


Internal Complexity 


Internal complexity reflects the difficulty of matching two 
operations across organizational boundaries and should 
increase the need and motivation to learn It is reasonable to 
expect that this difficulty is related to the inherent complex- 
ity of the products involved in the relationship as well as to 
the structural complexity of how the relationship is 
organized 

The greater the internal complexity, the more likely it 1s 
that complex information must also be shared (Metcalf, 
Frear, and Krishnan 1990) Field informants frequently 
commented that mergers and acquisitions force companies 
to reorganize their customer-supplier relationships. If two 
suppliers merge, they often have a set of common customers 
with. which they both have relationships, those customers 
then must be reorganized under the new structure A similar 
picture emerges on the customer side when a supplier that 
previously had a relationship with two customers must 
develop a relationship with one customer Closer collabora- 
поп through information sharing and learning should facili- 
tate solving the evaluation problem created by the resulting 
internal uncertainty 


Hg Internal complexity has a positive effect on relationship 
learning 


External Uncertainty 


External uncertainty creates volatility and hampers organi- 
zational decision. making (Pfeffer and Salancik 1978) 
Uncertainty may also give rise to opportunism, because 
either party can take advantage of the changing situation 
(Heide and John 1990) Uncertainty external to the relation- 
ship refers to the forces in the environment over which the 
parties to the relationship have little or no control and, at the 
same time, the forces that have a large impact on the perfor- 
mance of the relationship Changes in end users’ buying 
behavior, competition, and technology all have a large 
impact on the potential value created ın relationships Flex- 
ibility and the ability to adapt rapidly are important in such 
uncertain environments If, for example, end users change 
their preference for a product, effective collaboration 
reduces time and improves quality in the way the parties 
change the way they work together, thus developing new or 
improved products that reflect the new preferences (ер, 
McKee 1992) Therefore, companies might be motivated to 
engage in relationship learning either to gain some control 
over externalities or to buffer the consequences (Jap 1999, 
Oliver 1990, Van de Ven 1976) 


Ну External uncertainty has a positive effect on relationship 
learning 


Transaction-Specific Assets 


In some relationships, one or both of the parties can enhance 
their rewards from focal relationships through the invest- 
ment of dedicated resources However, these investments 
may have value only within the relationship Such 
transaction-specific investments create a need to safeguard 
against opportunism (Williamson 1985), Heide and John 
(1990) suggest developing longer-lasting relationships Col- 
laboration in the form of joint learning activities thus func- 
tions as a safeguard against opportunism and offers a direct 
check of the other party (Buvik and John 2000, Моогдемлег, 
John, and Nevin 1990) Transaction-specific assets should 
further motivate relationship learning, because this might be 
a way to enhance the return on investments beyond the 1ni- 
tial motivation for the investment 


Hg Transaction-specific assets have a positive effect on rela- 
tionship learning 


Method 


Sample and Data Collection Procedure 


The unit of analysis is the relationship, not the individual 
organization The relationship 1s real, but it 1s simultane- 
ously an abstract phenomenon that 1s not directly observ- 
able, which imposes large potential for measurement error 
(Heide and John 1994, John and Reve 1982, Phillips 1981) 
A common measurement method 15 to use key informants 
from both sides of the dyad, which John and Reve (1982) 
find 1s a valid approach 

We deemed high variance on the relationship-learning 
variable the key consideration in determining the sampling 
frame and drawing the sample We used a list of medium to 
large companies (more than 50 employees) in Scandinavia 
as an initial sampling frame to identify seller organizations 
A sample of upper management from 780 companies on the 
list was contacted and asked to participate in the study 
When recruited, upper-level managers were asked to supply 
a few names of people within their companies who were 
central to their customer relationships and to identify a cus- 
tomer they characterized as important in terms of sales and 
profit After seller informants were recruited, they were 
asked to supply the names of their contacts in a key cus- 
tomer organization The first informant then contacted the 
identified informant in the key customer organization and 
asked him or her to participate in the study Both customer 
and supplier informants were then faxed or mailed the 
questionnaire 

Of the 780 supplier companies contacted by telephone, 
665 agreed to participate in the study We received ques- 
tionnaires from 319 dyads, of which 315 were satisfactorily 
completed for use in the analysis This represents a 40% 
response rate based on the 780 suppliers initially contacted 
Because customers were recruited directly through suppli- 
ers, the response rates were virtually identical The high 
response rate indicates the high quality of the sampling pro- 
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cedure and that informants perceived the research as rele- 
vant and worthwhile 

On average, seller informants had been involved in the 
focal relationship for 5 8 years and buyer informants for 
52 years The informants had been working with their 
companies, on average, for 9 3 years (seller) and 8 6 years 
(buyer) Therefore, the person contacted was expected to 
be knowledgeable about the phenomenon under study and 
able and willing to communicate with us (Campbell 
1955) 

On average, the interfirm relationships were 8 9 years 
old The customers accounted for an average of 19 1% of the 
sellers’ total sales, and the suppliers accounted for an aver- 
age of 18 295 of the customers' purchases Although the 
seller companies were recruited from Scandinavia, the buy- 
ers were located in several European countries The objec- 
tive of heterogeneity 1s well satisfied because the sampled 
relationships represent large companies, constitute. large 
volumes of exchange for each party, and typically are 
international 


Measures 


We used Churchill’s (1979) approach to questionnaire 
development We combined scales from several other rele- 
vant empirical studies with new items to make an initial list 
of questions We eliminated several redundant items through 
interviews with businesspeople and colleagues, and we 
tested a first draft of the questionnaire across 12 dyads Con- 
struct analysis of the results guided final revisions We used 
seven-point scales anchored by “strongly disagree” and 
“strongly agree " Measures are reported in the Appendix 

We received several comments about the questionnaire 
being in English, which suggests that response rates might 
have been substantially negatively affected To alleviate this 
risk, the questionnaire was translated into German, French, 
Swedish, and Norwegian and was offered in English as well 
All translations were based on the English original, and then 
back-translations were made from the second language to 
English People fluent in both English and the second lan- 
guage checked the questionnaires a third time We used one- 
way analysis of variance to test for differences between 
group means for key variables across languages for both 
sides of the dyad F-values for the variables were well below 
the critical value to assume mean differences across 
languages 


Relationship learning Relationship learning 1s defined 
as an ongoing joint activity between the customer and the 
supplier organizations directed at sharing information, mak- 
ing sense of information, and integrating acquired informa- 
tion into a shared relationship-domain-specific memory to 
improve the range or likelihood of potential relationship- 
domain-specific behavior Previous studies by Anderson 
and Narus (1990), Heide and John (1992), Moorman and 
Miner (1997), Noordewier, John, and Nevin (1990), and 
Slater and Narver (1996) provided guidance in developing 
the items In the qualitative interviews, we also probed for 
joint activities related to learning For example, we asked 
participants to describe how they learn from their supplier/ 
customer and to provide examples We also asked partici- 


86 / Journal of Marketing, July 2003 


pants to describe how learning 1s memorized in their organt- 
zations. We used 17 items to assess the degree of relation- 
ship learning These stems (see the Appendix) tap into the 
multiple facets of relationship learning incorporated їп our 
definition, including information sharing (7 items), joint 
sense making (4 items), and integration into a relationship- 
specific memory (6 items) 

The relationship-learning items we developed are for- 
mative in nature, and thus we did not expect items to be 
highly correlated (Bollen and Lennox 1991, Fornell and 
Larcker 1981) For example, there 1s no obvious rationale 
for why a relationship that exchanges product information 
regularly should also exchange sensitive financial informa- 
поп Rather, a formative logic suggests that a relationship 
that exchanges information on many subjects has richer, 
more extensive information exchange than does a relation- 
ship that exchanges information on a few subjects A confir- 
matory factor analysis of the 17 items and three factors for 
the two data sets 1s reported in Table 1 All loadings аге sig- 
nificant Goodness-of-fit statistics for the supplier data are 
X2 = 441 90 (p = 00), root mean square error of approxima- 
tion (RMSEA) = 098, adjusted goodness-of-fit index 
(АСЕТ) = 80, normed fit index (NFI) = 87, comparative fit 
index (CFI) = 90, goodness-of-fit index (GFI) = 85, and 
root mean residual (RMR) = 054 Fit statistics for the buyer 
data are Х2 = 419 55 (p = 00), RMSEA = 094, AGFI= 81, 
NFI = 84, CFI = 88, GFI = 86, and RMR = 055 The fit 
Statistics are as expected given the formative nature of the 
scales 

We tested the three-dimensional nature of relationship 
learning through a second-order factor analysis АП three 
path coefficients between the higher-order constructs (buyer 


TABLE 1 
Factor Analysis of Relationship-Learning Items 
Standardized Standardized 
Item Loading Нет Loading 
SRL1 BRL1 
SRL, 73 BRL, 65 
SRL? 72 BRL? 64 
SRL3 79 BRL3 70 
SRL, 76 BRL, 64 
ЗА 73 BRLs 64 
SRL¢ 70 ВА 67 
SRL; 66 BRL; 67 
SRL2 BRL2 
SRLg 76 BRLg 67 
SRLs 77 BRL» 74 
SRL4o 78 BRL4o 81 
SRL 68 BRL, 69 
SRL3 BRL3 
SRL? 75 BRL42 71 
SRL43 80 BRL43 70 
SRL44 76 BRL44 65 
SRLis 76 BRLis 64 
SRLig 71 ВАС; 64 
SRL, 68 ВАЦ 7 69 


informant and supplier informant relationship. learning higher levels of random error while also accounting for 





[BRL and SRL, respectively]) and the three dimensions are measurement error and retaining the three-dimensional scale 
significant at о = 05 Thus, we deemed our second-order of relationship learning 
scales of relationship learning adequate for the purpose of Statistical properties of the scales are reported 1n Tables 
this study For hypothesis testing, we aggregated the BRL 2 and 3 The coefficient alpha for the SRL scale 1s 94 and 
and SRL scales by summing the measurement items This 92 for the BRL scale We observe in Table 3 that the corre- 
follows the arguments provided by Matsuno and Mentzer lation between SRL and BRL 15 66, which indicates a high 
(2000) Aggregation 1s validated because (1) the second- degree of convergent validity compared with other studies 
order relationship-learning scale has been established, (2) with multiple informants across dyads For example, John 
aggregation enables maximization of the degrees of freedom and Reve (1982) obtained correlations in the range of 34 to 
1n estimating path coefficients, and (3) aggregation reduces 64 for a similar set of variables 
TABLE 2 
Scale Statistics 
Construct Scale Items Mean S.D. Skewness Kurtosis Reliabilitya 
Relationship learning SRL 17 7827 18 86 — 148 — 696 94 
BRL 77 85 17 15 — 113 — 871 .92 
Relationship performance SPF 7 31 86 7 98 — 250 — 560 88 
BPF 32 30 728 — 205 – 670 84 
Relational trust STR 5 24 29 6 98 — 390 — 690 92 
BTR 24 53 6 40 —250 -773 89 
Collaborative commitment SCC 5, 2167 725 009 – 883 94 
BCC 22 01 652 — 055 — 686 .91 
Internal complexity SIC 3° 11.27 410 243 —612 72 
BIC 11 19 404 234 — 615 73 
Environmental uncertainty SEU 5 23 47 6 44 — 910 — 952 85 
BEU 23 89 5 86 — 100 — 913 84 
Transaction-specific assets STA 3 13 83 371 — 261 — 659 68 
BTA 14 18 3 49 — 192 — 589 69 





aReliability is coefficient alpha 

Notes S D = standard deviation, SPF = supplier relatonship performance, ВРЕ = buyer relationship performance, STR = supplier relational 
trust, ВТВ = buyer relational trust, SCC = supplier collaborative commitment, BCC = buyer collaborative commitment, SIC = supplier 
internal complexity, BIC = buyer internal complexity, SEU = supplier environmental uncertainty, BEU = buyer environmental uncertainty, 
STA = seller transaction-specific assets, and BTA = buyer transaction-specific assets 


TABLE 3 
Correlation Matrix of Measurement Scales 





SPF ВРЕ SRL BRL STR BTR SCC BCC sic BIC SEU BEU STA BTA 





SPF 100 

BPF 58* 100 

SRL 76* 54* 100 

BRL 58* 75* 66* 100 

STR 61* 45* 74* 52* 100 

BTR 43* 62* 46* 62* 53* 100 

SCC 62* 46* 70* ББ* 57* 38* 100 

BCC 51* 55* 53* 62* 40* 47* 66* 100 

SIC 27* 13** 29* 10** 13** 03 25* 22" 100 

BIC 17* .24* 14“ 19" 02 07 12** 26* 64* 100 

SEU 65* .46* 65* 60* 56* 42* 57* 49* 17* 06 100 

BEU 47" 57" 51* 65* 40* 48* 48* 49* 09 .08 .58* 100 

STA 66" 49" 65" 54“ 52" 37" 55“ 48" 23" 12“ 63" 47“ 100 

ВТА 46" .61* 48* 62* 38* 48* 42* 46* 10 12** 52* 57* 56" 100 

*Correlation is significant at the 01 level (two-tailed) 

**Correlation is significant at the 05 level (two-tailed) 

Notes SPF = supplier relationship performance, BPF = buyer relationship performance, STR = supplier relational trust, BTR = buyer relational 
trust, SCC = supplier collaborative commitment, BCC = buyer collaborative commitment, SIC = supplier internal complexity, BIC = buyer 
internal complexity, SEU = supplier environmental uncertainty, BEU = buyer environmental uncertainty, STA = seller transaction-specific 
assets, and BTA = buyer transaction-specific assets 
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Relationship performance Relationship performance is 
defined as the extent to which the partners consider their 
relationship worthwhile, equitable, productive, and satisfy- 
ing (Ruekert and Walker 1987, Van de Ven 1976) We devel- 
oped a scale consisting of seven items on the basis of previ- 
ous work by Kalwani and Narayandas (1995), Kumar, Stern, 
and Achrol (1992), and Noordewier, John, and Nevin 
(1990) Principal component analysis indicated high internal 
consistency and one-factor solutions for both the supplier 
and the buyer data, which together with statistical properties 
(Tables 2 and 3), indicates that the operationalization and 
measurement of relationship performance 1s satisfactory 


Relational trust Relational trust 1s defined as the per- 
ceived ability and willingness of the other party to behave in 
ways that consider the interest of both parties in the rela- 
tionship We measured trust of the other party with five 
items adapted from the scales developed by Kumar, Scheer, 
and Steenkamp (1995), Doney and Cannon (1997), Morgan 
and Hunt (1994), and Zaheer, McEvily, and Perrone (1998) 
Principal component analysis indicated high internal consis- 
tency and one-factor solutions for both the supplier and the 
buyer data 


Collaborative commitment Collaborative commitment is 
defined as the joint belief that the relationship 1s important 
enough to warrant joint efforts to maintain and strengthen it 
A manifestation of collaborative commitment 1s that the par- 
ties tend to develop common goals and implement joint 
measures, which thus initiates activities that benefit both 
parties and subsequently enhances the value of the relation- 
ship In the field interviews with relationship informants, we 
addressed how collaborative commitment materializes in a 
relationship The first issue is whether the two parties discuss 
a purpose beyond the pure transaction and, if so, to what 
degree the purpose 15 prioritized To varying degrees, the com- 
mon goals may result from investigation or analysis of poten- 
tial for improvement The more ambitious relationships have 
developed measures that reflected common goals and thus 
improvements on a more day-to-day basis We developed a 
scale with five items on the basis of previous theoretical work 
by Hamel (1991) and Hakansson and Johanson (1988) as well 
as empirical work by Heide and John (1992) Principal com- 
ponent analysis indicated high internal consistency and one- 
factor solutions for both the supplier and the buyer data 


Internal complexity Internal complexity 15 defined as 
the perceived complexity of the relationship itself and 
reflects the number and complexity of products and opera- 
tional units involved in the relationship We addressed inter- 
nal complexity with four items Principal component analy- 
sis indicated one-factor solutions but only moderate levels 
of internal consistency. Coefficient alphas for both the sup- 
plier internal complexity and the buyer internal complexity 
relationship complexity scales were initially below the rec- 
ommended 70 level (Nunnally 1978) A closer examination 
of the individual items and their impact on the reliability of 
the scales revealed that the item reflecting the number of 
products in the relationship was different from the other 
items, and thus the scale was improved by removing this 
item on both buyer and seller scales 
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Environmental uncertainty Environmental uncertainty 
1s defined as the perceived pace of change in drivers of mar- 
ket behavior We assessed environmental uncertainty with 
five items adapted from Jaworski and Kohl: (1993) and 
Noordewier, John, and Nevin (1990) Principal component 
analysis indicated high internal consistency and one-factor 
solutions for both the supplier and the buyer data 


Transaction-specific assets 'Transaction-specific assets 
are defined as investments and adaptations dedicated to the 
focal relationship We assessed transaction-specific assets with 
three items adapted from Heide and Stump (1995) and Heide 
(1994) Principal component analysis and reliability analysis 
indicated internal consistency and one-factor solutions 


Measurement Model 


The unit of analysis ın the theoretical model ts the relation- 
ship, and the constructs reflect properties of the relationship 
Following John and Reve’s (1982) procedure, we developed 
dyadic measures formed by the scales from each informant 
Each latent construct, for example, relationship learning, has 
two indicators, SRL and BRL We followed the procedure 
described by Jonsson (1998) for modeling the interaction 
construct between relationship learning and trust 

We tested convergent and discriminant validity of the 
scales with a confirmatory factor analysis procedure recom- 
mended by Anderson and Gerbing (1988) We first esti- 
mated the measurement model with the eight theoretical 
constructs, assessed with two indicators each, that reflected 
the key informants We assessed convergent validity by the 
GFIs, t-values associated with the individual items, and two 
reliability indexes for each construct based on the estimated 
measurement model 

The initial fit statistics were poor X2? = 45789 (72 
degrees of freedom [d f ]) Other fit statistics are АДЕ! = 63, 
RMSEA = 16, NFI= 91, CFI= 93, GFI= 80, and RMR = 
060 Following the logic of John and Reve (1982), we 
included two methods factors, one reflecting the buyer 
responses and one reflecting the supplier responses, which 
allows for partitioning of the variance into trait (construct of 
interest), method (systematic informant bias), and random 
error and should improve the fit of the model (Phillips 1981) 
With the two methods factors included in the model, X) for 
the estimated measurement model improved to 60 13 (56d f, 
p= 33) Other fit statistics are AGFI = 94, RMSEA = 015, 
NFI = 99, CFI = 1 00, GFI = 98, and RMR = 029 The over- 
all fit of the revised measurement model is thus acceptable 
Tables 4 and 5 list the estimates of the model's parameters 

All t-values of the estimated factor loadings of the eight 
theoretical constructs are significant (p « 01) As shown in 
Table 4, all theoretical scales are above the recommended 
level of composite reliabilities ( 7) and extracted share vari- 
ance ( 5) (Fornell and Larcker 1981) In summary, the con- 
vergent validity of the scales 15 satisfactory 

We assessed discriminant validity by testing the confi- 
dence intervals (4/— two standard errors) around the stan- 
dardized correlation estimate between the pair of scales, 
which did not include 1 0 (Anderson and Gerbing 1988) As 
shown in Table 5, this test is satisfactory for all comparisons 


ТАВГЕ 4 
Estimates of Factor Loadings in Measurement Model 





Estimate Shared 
(Standard Composite Variance 

Parameter Scale Variable Error) t-Value Reliability Reliability 
Ма РЕ SPF 87 ( 05) 17 33 77 62 
У ВРЕ 70 ( 05) 13 17 

132 RL SRL 85 ( 05) 16 06 80 67 
М2 BRL 78 ( 05) 15 40 

153 TR STR 82 ( 06) 1496 70 54 
№,з BTR 64 ( 05) 11 93 

Ад RL x TR SRL x STR 83 ( 05) 15 53 77 63 
А BRL x ВТА 75 ( 05) 14 75 

№5 CC SCC 85 ( 05) 16 40 80 67 
M4105 BCC 78 ( 05) 14 84 

M16 IC SIC 85 ( 08) 10 98 76 61 
1426 BIC 77 (07) 10 39 

3,7 EU SEU 88 ( 05) 17 24 76 62 
Маз BEU 68 ( 05) 12 79 

15,8 TA STA 84 ( 05) 16 35 74 58 
M168 BTA 68 ( 05) 12 68 

M9 S SPF 14 ( 07) 190 

139 SRL 51 ( 08) 6 00 

159 STR 32 ( 08) 4 11 

179 SRL x STR 44 ( 06) 7 08 

oo SCC 21 (07) 317 

Ка 5С 17 ( 06) 278 

Ài3,9 SEU 05 ( 08) 0 58 

1459 STA 08 ( 07) 122 

Ко B BPF 59 ( 05) 12 69 

14,10 BRL 51 ( 04) 11 27 

16,10 BTR 46 ( 05) 904 

Àa.10 BRL x BTR 52 (04) 1174 

10,10 BCC 29 ( 05) 584 

M20 BIC 24 ( 05) 475 

414,10 BEU 38 ( 05) 747 

46,10 BTA 41 (05) 827 


Notes Psi (у) matrix is standardized S and В are method scales for supplier and buyer, PF = relationship performance, RL = relationship learn- 
ing, TR = relational trust, CC = collaborative commitment, IC = internal complexity, EU = environmental uncertainty, TA = transaction- 


specific assets 


Together, these results provide good support for the ability 
of the two key informants to provide valid data on the theo- 
retical variables of the model 


Structural Model 


The estimated beta parameters from the structural model 
appear in Table 6 The goodness-of-fit statistics are satisfac- 
tory %2 = 68 58 (60 df, p= 21), АСЕ = 94, RMSEA = 
021, NFI = 99, CFI = 1 00, GFI = 97, and RMR = 028 
H, states that relationship learning has a positive effect 
on relationship performance In Table 6, it 1s evident that the 
effect 15 positive and significant (t = 3 45), in support of H, 
We hypothesized relational trust to have a positive effect on 
relationship performance (H5) and on relationship learning 
(H3) and to moderate the effect of learning on performance 
(H4) As expected, trust has a positive, significant effect on 
relationship performance (t = 2 72) and relationship learning 
(t = 3 28) and a negative interaction effect with relationship 
learning on performance (t = —2 52) The meaning of a neg- 
ative interaction effect is that the positive effect of relation- 
ship learning on performance is lower under conditions of 


high trust than under conditions of low trust, that 1s, when 
relationship trust is low, the effect of learning on perfor- 
mance is high As relationship trust increases, the positive 
effect of learning on performance levels off (hidden costs of 
trust) Thus, as trust grows in a relationship, the effect of 
relationship learning on performance has diminishing mar- 
ginal returns on increased performance 

Collaborative commitment (Hs), environmental uncer- 
tainty (H7), and transaction-specific assets (Hg) have the 
expected positive effects on relationship learning, whereas 
the hypothesized effect of internal complexity (Hg) 15 not 
Statistically significant at = 05 The squared multiple cor- 
relation 1s 89 for relationship learning and 88 for relation- 
ship performance Thus, both performance and relationship 
learning are well explained within the theoretical model 

It has been suggested that researchers should compare 
rival models and not just test a proposed model (Bollen and 
Long 1992, Rust, Lee, and Valente 1995) According to the 
procedure presented by Morgan and Hunt (1994), a rival 
model 15 one ın which the precursors affect relationship per- 
formance directly In the proposed model, the effects of 
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ТАВГЕ 5 
Estimates of Construct Correlations in Measurement Model 


——M ——— M —— HÀ —.— —_——— 


Parameter Scale/Variable Estimate (Standard Error) t-Value 
Ҹ1,2 PF-RL 91 ( 02) 40 34 
V1.3 PF-TR 80 ( 04) 2130 
V14 PF-RL x TR 89 ( 03) 35 32 
W445 PF-CC 77 (04) 20 91 
7 PF-EU 83 ( 04) 23 06 
V4.8 PF-TA 86 ( 03) 25 41 
V2.3 RL-TR 82 ( 03) 24 76 
V2.4 RL-RL x TR 96 ( 01) 105 92 
V2,5 RL-CC 82 (03) 26 17 
Woe RL-IC 24 ( 07) 3 50 
V2.7 RL-EU 90 ( 03) 29 25 
V2.8 RL-TA 84 ( 03) 24 94 
V3.4 TR-RL x TR 94 ( 01) 83 13 
\з,5 TR-CC 69 ( 05) 14 71 
V36 TR-IC 07 (07) 101 
W3,7 TR-EU 77 ( 04) 18 04 
W3,8 TR-TA 72 ( 05) 15 36 
Was RL x TR-CC 80 ( 03) 24 07 
Wae RL x TR-IC 15 (07) 210 
Wa7 RL x TR-EU 87 ( 03) 26 66 
W4,8 RL x TR-TA 80 ( 04) 21 62 
V5.6 CC-IC 29 ( 07) 445 
V5,8 CC-TA 73 (04) 16 92 
Vo.7 IC-EU 18 (07) 268 
Ves IC-TA 24 ( 07) 3 40 
W7,8 EU-TA 87 ( 04) 23 93 


en ——— 
Notes PF = relationship performance, RL = relationship learning, TR = relational trust, CC = collaborative commitment, IC = internal complex- 
ity, EU = environmental uncertainty, TA = transaction-specific assets 


TABLE 6 
Estimates of Path Coefficients in Structural Model 
a E a MA LLL 
Estimate Standard 
Parameter Scales (Standard Error) t-Value Estimation 
Bi RL > PF 171 (50) 345 184 
Bia TR > PF 233 (86) 272 82 
Dia RL x TR > PF —4 71 (1 87) -2 52 –1 66 
Bos TR > RL 85 (26) 3 28 28 
Bas CC > RL 73 (22) 326 24 
Bog IC > RL 17 (12) 145 06 
В27 EU > RL 87 (41) 211 29 
Bog ТА > RL 70 (34) 204 23 


Кеб ________ _——————_—.—_—_——— ——-——-—-——-—— 
Notes РЕ = relationship performance, RL = relationship learning, TR = relational trust, СС = collaborative commitment, IC = internal complex- 
ity, EU = environmental uncertainty, TA = transaction-specific assets 


trust, collaborative commitment, internal complexity, envi- 
ronmental uncertainty, and transaction-specific assets oper- 
ate through relationship learning In the rival model, there 
are no indirect effects, in other words, relationship learning 
1s not allowed to mediate any of the relationships The most 
common statistical tests for model comparison between a 
proposed model and a rival model are (1) overall fit of the 
competing models relative to degrees of freedom, (2) num- 
ber of hypothesized parameters that are significant, and (3) 
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ability to explain variance in the outcomes of interest (Mor- 
gan and Hunt 1994, Rust, Lee, and Valente 1995) Overall fit 
of the rival model 1s somewhat better than the proposed 
model, x2 improved by 13 56 (5 d f ), which is significant 
However, both model-implied covariance matrices fit the 
sample covariance matrix well The second criterion for 
comparison 1s the number of significant parameters In the 
proposed model, all hypothesized parameters except one are 
significant In the rival model, only the effect of transaction- 


specific assets 1s significant Finally, the squared multiple 
correlation of performance 1s reduced from 89 to 83 in the 
rival model Thus, both the relative number of significant 
parameters and the relative predictive power provide 
stronger support for the theoretical model we propose than 
for the rival model 


Discussion 


The reported findings support our argument that (1) rela- 
tionship performance can be improved through relationship 
learning, (2) relationship learning can be promoted and 15 
accelerated through collaborative commitment, and (3) high 
levels of trust reduce the positive effect of relationship 
learning 

Within the confines of the selected methodology, we 
believe our findings have implications for managing 
customer-supplier relationships In addition to the impor- 
tance of addressing relationship learning to create competi- 
tive advantage, the study gives management an tdea for how 
such processes should be designed with respect to, for 
example, information sharing, sense making, and memory 
mechanisms In addition to organizing the learning process, 
management ıs also encouraged to develop a collaborative 
strategy that reflects a common, ambitious, though realistic 
vision for learning within the relationship А consensus that 
information sharing increases the size of the pie more than 
information withholding increases the share of the pie is a 
necessary condition for creating effective relationship learn- 
ing А first step in the process 15 to analyze carefully the 
potential for improvement and then operational actions 
while monitoring one or more key measures reflecting the 
achieved results Through developing collaborative сотти- 
ment and aligning this to relationship-learning activities, the 
speed of achieving competitive advantage 1s enhanced 

Our data indicate that trust moderates the positive effect 
of learning on performance within a relationship, thus 
diminishing the return of learning Contrary to common 
practice tn customer relationship management, we warn 
companies about the hidden costs of high levels of trust 
Although trust facilitates information sharing, joint sense 
making, and development of shared relationship memories, 
higher levels of trust appear to cause some problems that 
reduce the effect of relationship learning on performance 
We believe it 1s adequate to refer to these problems as inher- 
ent hidden costs of high trust, because the participants in the 
relationship-learning activities are generally not aware or 
conscious of them This moderating effect of trust might 
happen through one or more of the following processes The 
first type of hidden cost in high-trust relationships 1s a sys- 
tematic avoidance of negative information Because the par- 
ties’ emotions are involved as they start to like each other in 
high-trust relationships, it 1s likely that they will start to 
avoid negative information, because it might signal some 
sort of dislike and thus risk the "friendship" within the rela- 
tionship For this reason, the parties in the relationship 
might avoid difficult but important aspects of their relation- 
ship that should be addressed if high relationship perfor- 
mance 1s the objective The second type of hidden cost with 
high-trust relationships is that the parties relax explicit con- 


trol mechanisms against opportunistic behavior When trust 
15 low or moderate, each party 15 likely to perceive some 
level of risk in which it believes the other party might 
exploit it, and for that reason both parties seek critical infor- 
mation to monitor each other’s behavior In addition, 
reduced monitoring means reduced questioning of the status 
quo and less opportunity for learning The third type of hid- 
den cost in high-trust relationships is that creativity 1s lost 
because of too much congruence among the participants, 
and thus the parttes fall into a state of groupthink 

The combined positive and negative effects of trust sug- 
gest that the strongest effect of relationship learning might 
be found on performance ın moderate-trust relationships 
This implies that low-trust relationships gain from increas- 
1ng relational trust, and therefore relational trust should be 
an objective How to build relational trust is well described 
in both academic and management literature, however, to 
the best of our knowledge, what to do in high-trust relation- 
ships has not been properly addressed as a problem in the 
relationship management literature The overall positive 
effects of relational trust on performance and learning are 
strong, and thus companies gain. much from developing 
high-trust relationships However, we believe that perfor- 
mance in high-trust relationships can be even stronger if 
management takes adequate precautions against the inherent 
hidden costs of high trust Under conditions of high rela- 
tional trust, management is advised to 1mpose more hetero- 
geneity into the groups working with the relationship and to 
search actively for external information to obtain an outside 
perspective on behaviors and performance Companies 
might, for example, impose a policy by which key account 
managers for any customer are replaced every nth year and 
develop a process for transferring key account responsibil- 
ity Another initiative would be to identify market metrics by 
which indicators within the relationship are compared with 
relevant outside indicators This would force both parties to 
evaluate their own performance continuously against best 
practice We do not suggest that relationship learning 1s 
more effective when the parties are “forced to learn,” 
because they do not trust each other Relational trust is still 
positive and important for developing effective relation- 
ships The challenge is to manage the inherent hidden costs 
if management knows they exist Thus, how compantes 
organize their relationship-learning processes should reflect 
the level of trust within their relationships 

The major limitation of our study concerns our mea- 
surement approach First, we limit our analysis of relation- 
ship learning to aspects that can be retrieved through a ques- 
tionnaire with a limited. number of questions and an 
assumption that these questions are able to capture the rich 
dimensionality of these learning processes Second, we are 
able to provide only a snapshot of ongoing processes and not 
measures of the same process over time Our dilemma was 
that to test the hypothesized model and provide some gen- 
eral principles, we needed to sample a large number of rela- 
tionships and measure these in equivalent ways The previ- 
ously mentioned concerns and limitations should be 
considered in understanding the meaning of our findings 

In addition to the antecedents proposed in the theoretical 
model, other factors are also likely to affect learning capa- 
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bilities of customer-supplier relationships. One such factor 
1s the strategic fit between the two organizations This factor 
relates to the purpose of partnering (е g , Rangan, Menezes, 
and Maier 1992), interpersonal relations or social network 
across the company boundaries (е g , Håkansson and Johan- 
son 1988, Wathne and Heide 2000), and organizational dif- 
ferences (e g , Smith and Barclay 1997) It is also likely that 
the individual organizational-learning capabilities of the two 
partners affect how successful each 15 in developing relation- 
ship learning Siguaw, Simpson, and Baker (1998) find that 
market orientation of the supplier is closely connected to dis- 
tributor trust, relationship cooperative norms, and distributor 
commitment This suggests that collaborative relationships 
are most successful when both parties are market oriented 
Although strategic fit and organizational-learning capabili- 
ties are likely important antecedents of relationship learning, 
We needed to limit the scope of the present study and leave 
these factors to further research 

We also believe further research should address the role 
of trust in relationships, in particular, the ways hidden costs 
evolve and perhaps under which conditions they create 
costs Further research could also explore successful mech- 
anisms for limiting or removing the hidden costs of high 
trust and address the functionality of trust under different 
relationship conditions. The traditional view has been that 
the function of trust is related to the development of a rela- 
tionship in which formal mechanisms (e g , contracts) are 
used initially and then replaced, in one or more ways, by 
trust as the relationship develops (Dwyer, Schurr, and Oh 
1987, Dyer and Singh 1998) Because most relationships do 
not follow a classic linear development from low commut- 
ment to high commitment and because most relationships 
appear more dynamic, commitment to and a shared vision of 
a relationship likely varies over time depending on changes 
in needs and opportunities. It follows that the functionality 
of trust and other governance mechanisms are likely 
dynamic and context specific More knowledge is needed 
about trust under various relationship conditions 


Appendix 
Measurement Scales 


Relationship Learning 


1 Our companies exchange informatton on successful and 
unsuccessful experiences with products exchanged in the 
relationship 

2 Our companies exchange information related to changes in 
end-user needs, preferences, and behavior 

3 Our companies exchange information related to changes in 
market structure, such as mergers, acquisitions, or 
partnering 

4 Our companies exchange information related to changes 
in the technology of the focal products 

5 Our companies exchange information as soon as possible 
of any unexpected problems 

6 Our companies exchange information on changes related 
to our two organization's strategies and policies 

7 Our companies exchange information that 1s sensitive for 
both parties, such as financial performance and company 
know-how 
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8 It 15 common to establish joint teams to solve operational 
problems in the relationship 
9 It 15 common to establish joint teams to analyze and dis- 

cuss strategic issues 

10 The atmosphere in the relationship stimulates productive 
discussion encompassing a variety of opinions 

11 We have a lot of face-to-face communication 1n this 
relationship 

12 Inthe relationship, we frequently adjust our common under- 
standing of end-user needs, preferences, and behavior 

13 Inthe relationship, we frequently adjust our common under- 
standing of trends in technology related to our business 

14 In the relationship, we frequently evaluate and, 1f needed, 
adjust our routines in order-delivery processes 

15 We frequently evaluate and, if needed, update the formal 
contracts 1n our relationship 

16 We frequently meet face-to-face in order to refresh the per- 
sonal network in this relationship 

17 We frequently evaluate and, if needed, update information 
about the relationship stored 1n our electronic databases 


Relationship Performance 

і The relationship with the other company has resulted in 
lower logistics costs 

2 Flexibility to handle unforeseen fluctuations 1n demand has 
been improved because of the relationship 

3 The relationship with the other company has resulted in bet- 
ter product quality 

4 Synergies in joint sales and marketing efforts have been 
achieved because of the relationship 

5 The relationship has a positive effect on our ability to 
develop successful new products 

6 Investments of resources 1n the relationship, such as time 
and money, have paid off very well 

7 The relationship helps us to detect changes in end-user 
needs and preferences before our competitors do 


Trust 


1 I believe the other organization will respond with under- 
standing in the event of problems 

2 I trust that the other organization 15 able to fulfill contractual 
agreements 

3 We trust that the other organization is competent at what 
they are doing 

4 There 15 general agreement in my organization that the other 
organization ts trustworthy 

5 There ts general agreement in my organization that the con- 
tact people in the other organization are trustworthy 


Collaborative Commitment 


1 To what degree do you discuss company goals with the other 
party in this relationship? 

2 To what degree are these goals developed through joint 
analysis of potentials? 

3 To what degree are these goals formalized in a joint agree- 
ment or contract? 

4 To what degree are these goals implemented in day-to-day 
work? 

5 To what degree have you developed measures that capture 
performance related to these goals? 


Environmental Uncertainty 


1 End-user needs and preferences change rapidly in our 
industry 

2 The competitors ın our industry frequently make aggressive 
moves to capture market share 

3 Crises have caused some of our competitors to shut down or 
radically change the way they operate 

4 It 1s very difficult to forecast where the technology will be 
їп the next 2—3 years 1n our industry 

5 In recent years, a large number of new product 1deas have 
been made possible through technological breakthroughs 1n 
our industry 


internal Complexity 


1 The products we exchange are generally very complex 
2 There are many operating units involved from both 
organizations 


3 There are many contact points between different depart- 
ments or professions between the two organizations 


Transaction-Specific Assets 


I We have made significant investments dedicated to this 
relationship 

2 We have made several adjustments to adapt to the other 
party's technological norms and standards 

3 Our systems and processes can easily be adjusted to a new 
relationship 


Other Measures 


1 Choose the appropriate question 
This customer represents approximately — — 96 of our total 
sales 
This supplier represents approximately — — 96 of our total 
supply 

2 What 1s the primary focus of your business? 
producer, wholesaler, retailer, service provider, other 

3 How long have you personally been with your company? 
_____ years 

4 How long have the two companies been involved in the rela- 
tionship? —— years 

5 How long have you personally been involved in the rela- 
tionship with the other company? — years 
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Sandy D. Jap 


An Exploratory Study of the 
Introduction of Online Reverse 
Auctions 


Buyers are increasingly turning to online reverse auctions in their negotiations with suppliers How do these price 
competition mechanisms affect buyer-supplier relationships? The author considers this question in the context of 
a quasi experiment involving six online reverse auctions conducted in the supply base of a major industrial buyer 
The results indicate that these auctions increase both new and current suppliers' beliefs that buyers act oppor- 
tunistically, particularly in open-bid auctions Current suppliers are generally more willing than new suppliers to 
make dedicated investments toward the buyer Paradoxically, in sealed-bid auctions, both current and new suppli- 
ers increase their willingness to make dedicated investments toward the buyer Although these auctions can yield 
cost savings, the savings are category specific and are not systematically related to an open- or sealed-bid format 


The author also discusses implications for the use of online reverse auctions in industrial sourcing activities 


of tools to manage sourcing between industrial buyers 

and their suppliers These tools aid 1n contract negotia- 
tion, expenditure analysis, supplier selection, risk manage- 
ment, and optimal supplier performance According to one 
estimate (Jones 2000), technological efficiency could pro- 
duce nearly $1 trillion in savings from the $7 trillion annual 
expenditure on components, suppliers, and services world- 
wide How this will happen remains an open question, 
across virtually all industries, buyers and suppliers wrestle 
with how to use Internet technology effectively I am partic- 
ularly interested 1n how emerging Internet-based tools will 
influence the ongoing relationships between buyers and sup- 
pliers Extensive research has already examined successful 
interorganizational exchanges, but almost none of it consid- 
ers the interface of emerging technologies with the ongoing 
relationships between buyers and suppliers This research 
addresses that gap 

I consider how the use of online reverse auctions affects 
a firm's relationship with the supply base Such auctions 
have been dubbed "reverse" because sellers bid instead of 
buyers, and prices are bid down instead of up These auc- 
tions are standard їп e-commerce tool kits of companies 
such as Ariba, Commerce One, FreeMarkets, Oracle, 
B2eMarkets, and various vertical hubs (Scott-Lewis 2001) 
and have been adopted by leading firms in many industries, 
including aerospace, automotive, communications, con- 
sumer products, pharmaceutical, technology, and the U S 
military (Friedman et al 2001) 


|: recent years, Internet technologies have yielded a suite 
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Buyers tend to believe that online reverse auctions are 
efficient, though anecdotal evidence suggests that the online 
auction experience can be extremely disturbing “I am a sup- 
plier and very recently had this experience with my major 
customer To sit for five hours and watch business that you 
have developed, maintained, and serviced for 40 years being 
carved up and slowly disintegrate is a very traumatic expe- 
rience Are we seeing the demise of a purchasing staff and 
sales force, as we know it today?" (posted by Jack Bailey, 
http //www purchasing com, June 15, 2000) A supplier who 
participated in the online open-bid auctions for this research 
notes “(The buyer] talks about the relationship being a part- 
nership and [the auction] really takes that away There 1s not 
a partnership there at all What they do is take your existing 
business that you have worked very hard to achieve and 
maintain You work with them to give them cost reductions 
over the years, and they send it out across the board for a 
competitive bid I just do not think that 15 fair" The роѕѕ1- 
bility thus remains that the process may produce grave con- 
sequences for supplier attitudes and perceptions of the 
buyer Thus research focuses on this possibility 

I consider online reverse auctions 1n industrial sourcing 
contexts and ask questions such as the following In an online 
reverse auction, how do open bids versus sealed bids affect a 
supplier's attitudes and strategic position or bidding perfor- 
mance and motivation? Are suppliers motivated to better 
serve the buyer? Do the effects differ for current and new sup- 
pliers? I investigate how such auctions influence (1) supplier 
suspicions toward the buyer, (2) the buyer's cost savings from 
the auction, and (3) the supplier's willingness to make idio- 
syncratic investments The goal is to expose the general 
effects of online reverse auction processes on supplier atti- 
tudes, motivations, and performance I do not attempt to 
explain how specific components of these auctions (е g , num- 
ber of rounds of bidding, nature of price visibility) affect sup- 
plier behavior Further research can address these questions 

The research involves six quasi experiments in the sup- 
ply chain of a major industrial manufacturer Although it 1s 
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too early to know the long-term effects of online reverse 
auctions on buyer-supplier relationships, it 15 possible to 
examine short-term effects Drawing on existing economics, 
marketing, and psychology theories as well as my own expe- 
rience and extensive interviews with participating sourcing 
managers, suppliers, and auctioneers, I consider the extent 
to which these theories generalize to the firm's use of an 
open- or sealed-bid auction across various products 

This research thus makes several contributions The 
effects of Internet technology on relationships between 
industria] buyers and suppliers can be better understood 
with а systematic, empirical test in the supply base of a 
major industrial manufacturer The research addresses 
whether interorganizational relations theories are generaliz- 
able to online contexts It also suggests when and how a firm 
should use auctions for its supply base, which provides 
insight into ways buyers and suppliers might better organize 
and manage their electronic procurement activities 

In the next section, I discuss the role of online reverse 
auctions in the buyer's relationships with suppliers, and I 
then describe two types of online reverse auctions com- 
monly used in industrial sourcing activities This 1s followed 
by hypotheses as to how supplier attitudes, motivation, and 
performance might vary between open- or sealed-bid auc- 
tions and between new or current suppliers I describe the 
research setting and test hypotheses The article concludes 
with a discussion of results, limitations, and managerial 
implications 


Online Reverse Auctions 


Relational and Transactional Exchanges 


Buyers can develop an array of purchasing arrangements 
with suppliers On the one hand, they can take an arm’s- 
length transactional approach, which explicitly defines 
buyer and supplier roles in preestablished contracts, buying 
is focused around the specific transaction, and the orienta- 
tion 1s win-lose On the other hand, buyers can foster more 
collaborative sourcing arrangements that involve specific 
knowledge and implicit understandings and in which parties 
focus on mutually beneficial activities and processes Most 
purchasing arrangements fall between these two extremes 
Heide (1994) further discusses the differences between 
these two types of exchange 

The present research context involves various sourcing 
relationship types that range across the spectrum from trans- 
actional to collaborative arrangements Many supply rela- 
tionships are transactional, yet it 15 also possible that a sup- 
plier’s contract 1s renewed every two to five years on a 
long-term basis Consequently, suppliers may have consid- 
erable experience with the buyer over the years To enhance 
the generalizability of the research, I consider this mix of 
relationships across six product categories that vary widely 
in terms of their sourcing and supply management strate- 
gies The only type of relationship not represented in this 
research 1s strategic sourcing agreements in which the buyer 
and supplier are highly interdependent, make mutual 1йо- 
syncratic investments, and actively create mutually benefi- 
cial, "pie-expanding" opportunities together (see Jap 1999) 


Suppliers in such relationships are rarely asked to partici- 
pate 1n online reverse auctions 

Online reverse auctions have increased in popularity 
because they emphasize short-term price savings and can 
simplify and support negotiation Such auctions have been 
shown to achieve gross savings (over historical cost in unit 
prices) from 5% to 4096 (Tully 2000), with an average gross 
savings of 1596 to 2096 (Cohn 2000) The auctions also dras- 
tically reduce the average time involved in negotiation (mea- 
sured as the point of mailing a request for purchase [RFP] to 
the compilation of a subset of viable bid offers) from six 
weeks to a few hours Online technologies now enable tem- 
poral and geographical conveniences, reduced cost of con- 
tact, instant feedback, and privacy, which manual auctions 
cannot offer Consequently, such auctions are ideally suited 
for transactional exchange contexts but may be less appro- 
priate for relational exchanges Some critics have argued 
that auctions hinder collaboration in relational contexts 
(Emiliani and Stec 2001), this may be because such auctions 
do not allow the expression of nonprice attributes, such as 
quality, service, and reliability It may also be that such auc- 
tions threaten buyers’ very existence and purpose ın long- 
term exchanges Consider the comments of Roger А Whut- 
tier (Purchasing 2001), Director of Corporate Purchasing at 
Intel “Intel has run several successful auctions to move sur- 
plus equipment and material. [However,] I haven't had that 
much interest out of buyers Frankly, when you go to buyers 
and say we want to start reverse auctions, they feel very 
threatened by it They feel they add value as negotiators and 
through sourcing and so forth In any kind of business where 
you actually make a difference by negotiating, picking spec- 
ifications and having some kind of relationship, then reverse 
auctions don’t make a lot of sense” 

Despite thts doubt, some supporters maintain that online 
reverse auctions should play a key role in long-term sourc- 
ing arrangements because they provide the greatest payback 
т a direct purchase expenditure (Scott-Lewis 2001) No 
systematic research effort has yet examined the impact of 
online reverse auctions on mutually beneficial relational 
exchanges between industrial buyers and suppliers 


The Auction Process 


I focus on one-sided (one buyer and multiple sellers) sealed- 
and open-bid auctions, because these two kinds differ 
starkly in format Open- and sealed-bid auctions mark oppo- 
site ends of a spectrum of auction types that differ in their 
degree of price visibility (suppliers! ability to view their 
competitors' bids). Sealed-bid auctions have no price visi- 
bility, whereas open-bid auctions have full price visibility 
for bidders Most online auction formats are variations of 
these two types (for a more complete discussion of the evo- 
lution and direction of online reverse auctions in industrial 
sourcing activities, see Emiliani 2000, Jap 2002) 

The online reverse auction process typically begins with 
the buyer posting an RFP to a Web site and inviting specific 
suppliers to view the RFP In a sealed-bid auction, suppliers 
are asked to submit their bids a few days or weeks later, and 
a winner 15 subsequently selected Only the buyer views the 
bids In this research, the sealed-bid event involves a single 
round of bidding In the open-bid auction, suppliers bid 
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sequentially through a series of product lots or subgroups 
and can view their competitors’ bids and respond ın real 
time A moving end time (a “soft close”) 1s used for each lot, 
which means that any bid within the last minute of the clos- 
ing time automatically extends the end time for a few min- 
utes to allow other bidders to respond 


Development of Hypotheses 


This section begins by considering the theoretical literature 
on auctions and then draws on economics, marketing, and 
psychology research, as well as interviews with auction par- 
ticipants, to develop specific hypotheses The theoretical lit- 
erature illuminates the motivational and strategic concerns 
of participants, and the interviews identify specific organi- 
zational characteristics that constitute the sourcing context 
A critical set of dependent variables emerges opportunism 
suspicions, willingness to make idiosyncratic investments, 
and cost savings I consider how these variables may differ 
across auction (open bid and sealed bid) and supplier (new 
or current) type 


A Perspective on the Theoretical Literature on 
Auctions 


Many economics studies examine auctions from theoretical 
and empirical perspectives (for an overview, see Kagel 
1995, McAfee and McMillan 1987, Milgrom 1989) 
Although some similarities exist between the online reverse 
auctions used in industrial sourcing today and the auctions 
of the theoretical literature (e g , the focus on price compe- 
tition 1n a structured negotiation format with well-defined 
rules for the submission and modification of bids), several 
significant differences make ıt difficult to generalize from 
the economics literature to industrial settings Mayor differ- 
ences include product type, winner determination, inter- 
dependent bidding practices, and emphasis on bidder behav- 
ог over context First, the products ın the auctions of the 
theoretical literature tend to be commoditized, апа price 
determines products’ complete value In the marketplace, 
many online reverse auctions may involve products differ- 
entiated by price, quality, or other attributes 

Second, the majority of auctions examined in the theo- 
retical literature specify how to determine the winner of the 
event, typically on a first- or second-price basis (e g , Bulow 
and Klemperer 1996, Holt 1980, Milgrom 1989) In the 
marketplace, however, buyers have full latitude to select the 
winning supplier on any basis, the only explicit commitment 
that the buyer makes 1s to award the contract to one of the 
participants Suppliers in the marketplace may not under- 
stand how competitive their offer 1s, but bidders 1п the auc- 
tions of the theoretical literature understand exactly where 
they stand relative to their competitors and are able to use 
this information to determine their responses to competitive 
bids 

A third major difference lies 1n the sequential bidding of 
interdependent product lots ın online reverse auctions Bid- 
ders must consider not only individual prices but also their 
capacity to accommodate the lots This bidding problem can 
be complex, because the bids placed in the first lot may 
determine the supplier’s bids for the next lot, and so forth 
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Although some researchers have examined multiunit pur- 
chases of homogeneous commodities (Kagel and Levin 
2001, Swinkels 2001), interdependence among heteroge- 
neous noncommodities has yet to be addressed 

Finally, the theoretical literature focuses on the 
processes by which individual actions translate into prices, 
but 1t does not focus on the auction context Economists thus 
consider differences among bidders' valuations of auction 


„objects, bidder characteristics (e g , risk aversion), psycho- 


logical mistakes (e g , the winner's curse), and the effect on 
prices in a variety of auction formats (e g , sealed, open, 
English, Dutch) that vary 1n allocation rules I therefore 
draw on the economics literature on auctions in a limited 
way to develop the hypotheses, instead, I rely more heavily 
on interorganizational theory, particularly transaction cost 
economics, to determine the influence of online reverse auc- 
tion processes on supplier attitudes and perceptions of the 
buyer 


Supplier Suspicions of Opportunism 


Although both buyers and suppliers want to make a profit, 
their approaches differ Buyers want to reduce the price of 
purchased materials so as to reduce the cost of goods sold 
Suppliers want to maximize sales, particularly through long- 
term relationships that emphasize quality and delivery 
These conditions breed discord and suspicion. The buyer's 
choice to use a sealed- or open-bid auction may arouse the 
supplier's suspicion that the buyer 15 using the auction 
opportunistically against the supplier 

Opportunism, long a hallmark of the transaction-cost 
economics framework, ıs defined as self-interest-seeking 
with guile It 15 synonymous with misrepresentation, cheat- 
ing, and deception and subsumes a range of misbehavior, 
such as adverse selection, moral hazard, shirking, subgoal 
pursuit, agency costs, and free riding (Williamson 1996), it 
also has received growing attention in recent years (Brown, 
Dev, and Lee 2000, Wathne and Heide 2000) It is worth 
noting that opportunism 1s not merely a form of distrust 
Trust is a broad metaconstruct with many facets and levels, 
scholars across multiple disciplines do not fundamentally 
agree on the meaning of trust (Rousseau et al 1998) Oppor- 
tunism 1s more delimited and behavioral ın nature, it 15 
observable by the supplier and grounded in specific actions 
and should create reduced attributions of trust 

I focus on the supplier's suspicions (1 е , its perceptions) 
that the buyer is acting opportunistically, rather than on 
proven opportunism, because the supplier typically cannot 
verify the buyer's guile The supplier's behavior 1s affected 
by its misgivings about the buyer's character (cf Rusbult 
and Van Lange 1996), when the supplier suspects the buyer, 
the supplier usually holds back from the relationship to 
avoid vulnerability to further opportunism (Ping and Dwyer 
1992, Williamson 1985, 1993) Suspicion might also moti- 
vate the supplier to use additional safeguards (contracts, 
Incentives, or monitoring) to protect and enforce the 
exchange 


Sealed- versus open-bid online reverse auctions Which 
auction format raises supplier suspicions of opportunism їп 
industrial contexts? I expect that the supplier’s opportunism 


suspicions increase in online open-bid reverse auctions more 
than 1n sealed-bid reverse auctions, because price competi- 
tion 1s greater and more explicit in open-bid auctions The 
fast-paced, dynamic bidding, along with the need to respond 
quickly to competitors’ bids, yields tense negotiation and 
pressure on suppliers to cut prices vigorously An open-bid 
auction increases the supplier's bargaining costs, which 
makes the process so disagreeable to suppliers that they will 
accept renegotiation rather than persist with current pricing 
levels (see Masten 1988) For the supplier, the open-bid for- 
mat can force additional price concessions from the sup- 
plier, becoming a form of opportunistic rent seeking on the 
part of the buyer 

It could be argued, however, that price visibility in open- 
bid auctions should reduce supplier suspicions, because sup- 
pliers can gauge their bids relative to the competition and 
can choose whether to reveal their own value of the contract 
by responding to competitive bids. In contrast, the optimal 
bidding strategy 1n a sealed-bid auction demands that sup- 
pliers reveal their bottom-line bids, because there is no 
Opportunity to change the bid, view competitors’ bids, or 
respond to others’ bids In this sense, sealed-bid auctions 
appear more opportunistic 

In field interviews with suppliers, I learned that the com- 
pressed time frame of open-bid auctions creates a stressful 
context for the supplier In private conversations, many sup- 
pliers complained that the format prevented them from care- 
fully considering price bids and gave them a sense of being 
“out of control” 


Н; The increase ın supplier opportunism suspicions before 
and after the auction 1s greater in online reverse open-bid 
auctions than tn sealed-bid auctions 


New versus current suppliers Opportunism suspicions 
may also differentially increase between new and current 
suppliers Current suppliers may have a rich history of 
exchange with the buyer They understand the buyer’s needs 
and constraints and may benefit from trust, implicit under- 
standings, or relational norms Their history could act as a 
switching cost, making tt difficult for the buyer to choose a 
new supplier But new suppliers do not have the benefit of 
past experience, which significantly reduces their bargain- 
ing power A buyer's decision to use an electronic format 
could increase a current supplier’s suspicions 


H; In online reverse auctions, the increase tn supplier oppor- 
tunism suspicions before and after the auction 1s greater 
for current than for new suppliers 


Supplier Willingness to Make Idiosyncratic 
Investments 


The dedicated investments made by buyers and/or sellers are 
a key aspect of the relationship Such investments may be 
tangible (е g , plant equipment, tooling, design systems) or 
intangible (е g, human resources, training) and typically 
increase the effectiveness and efficiency of one or both par- 
ties (Dyer and Singh 1998, Heide 1994, Lusch and Brown 
1996, Noordeweir, John, and Nevin 1990) The supplier's 
idiosyncratic investments are a risk on behalf of the buyer to 
produce superior returns and joint value, they represent a 


supplier's commitment to the buyer (Anderson and Weitz 
1992) and are difficult for the supplier to redeploy if the 
relationship ends 


Sealed- versus open-bid auctions I expect that the sup- 
pler's willingness to make idiosyncratic investments 
decreases Іп open-bid auctions, because the format’s rapid, 
dynamic price competition emphasizes price reduction more 
strongly than in sealed-bid formats. Open-bid auctions may 
also signal a focus on price 1n the short term, which fosters 
a market governance structure that focuses on discrete trans- 
actions. Such a relationship does not foster mutual value or 
benefit in the long run The supplier's incentive to make 
idiosyncratic investments is therefore reduced, because pay- 
back 15 unlikely to be realized over time 


H3 The decrease in a supplier's willingness to make 1diosyn- 
cratic investments before and after the auction 1s greater in 
online reverse open-bid auctions than in sealed-bid 
auctions 


The opposite effect can be argued Availability of infor- 
mation about pricing in an open-bid auction clarifies the 
supplier's standing relative to the competition and provides 
additional information about the likelihood of recouping the 
value of dedicated investments in the exchange After 
observing competitive pricing, suppliers may be motivated 
to make idiosyncratic investments to attain superior value, 
improved coordination, or scale economies In contrast, a 
sealed-bid auction does not provide feedback about a sup- 
plier’s relative standing but rather encourages the supplier to 
minimize из bid price at all costs 


New versus current suppliers As buyers turn to online 
auctions 1n sourcing, the motivation for current suppliers to 
make idiosyncratic investments may be reduced, because the 
current suppliers’ value—their knowledge of the buyer and 
the buyer’s specific needs—is not readily conveyed 1n elec- 
tronic contexts Little opportunity exists to communicate 
and explore potential mutually beneficial activities and 
processes stemming from idiosyncratic investments As 
negotiation focuses on short-term price, suppliers have little 
incentive to create long-term investments with the buyer, 
accordingly, I anticipate the following 


На In online reverse auctions, the decrease 1n willingness to 
make idiosyncratic investments before and after the auc- 
tion 15 greater for current suppliers than for new suppliers 


Buyer Cost Savings 


A chief concern of the buyer is cost savings, which 1s 
defined as the percentage reduction in price from historical 
costs, and ıt is an important metric ın industrial procure- 
ment Does a sealed- or an open-bid auction yield higher 
savings? There ıs a significant literature ın economics that 
considers this question for auctions with well-defined para- 
meters (е g , specific allocation rules, revealed number of 
bidders, single commodities) These results indicate that 
when the bidders have common values, the open-bid auction 
format produces greater cost savings (Milgrom and Weber 
1982) When bidders’ values for the contract are common, 
the value of the item is the same to all bidders, but bidders 
have different information about the underlying value 
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These characteristics аге true of industrial sourcing auc- 
tions A true value exists for the contract—the worth of the 
contract in the market—but no one knows the true value, 
and each bidder estimates differently as to how much the 
item 1s objectively worth In an open-bid format, the bids 
partially make public each bidder's private. information 
about the true value of the contract Each bidder is thus able 
to learn from the bidding process and adjust its bid closer to 
the true value of the contract 

It ıs important to note that these results hold ın auctions in 
which the rules of allocation are clear, in this research, the rules 
of allocation are more ambiguous The buyer retains full lati- 
tude 1n selecting the winner, regardless of the nature of the 
price bids, which may influence bidders’ motivation such that 
they do not bid as predicted by economic theory Whether the 
theory is able to generalize to the open- and sealed-bid auctions 
of the current marketplace remains an open question Thus, the 
hypothesis from the theoretical literature 1s as follows 


Н; The buyer's cost savings are greater ın online reverse 
open-bid auctions than in sealed-bid auctions 


New versus current suppliers Do new or current suppli- 
ers provide greater savings? The auction literature does not 
address this issue I believe the question 1s empirical and 
yields three possible outcomes First, 1t could be argued that 
new suppliers should be more aggressive than current sup- 
pliers, because new suppliers gain not only a purchase con- 
tract but also the potential to remain in the supply base for 
the long run Second, it could be argued that current suppli- 
ers should be more aggressive than new suppliers, because 
the current suppliers have much to retain These suppliers 
have built a history of exchange and learning with the buyer 
A third possibility 1s that both effects operate simultane- 
ously and produce no discernible empirical differences I 
reserve prediction on the direction of this result and exam- 
1ne the empirical outcome in а subsequent section 


Methodology 


Research Setting 


I conducted the research from 1999 to 2000 in the supply 
base of a major firm in the automotive industry that bought 
various components and parts The automotive industry was 
an early adopter of online reverse auctions, having devel- 


oped Covisint, one of the largest online markets 1n which 
online reverse auctions play a significant role їп materials 
sourcing for major automobile manufacturers In 2001, 
DaimlerChrysler held a reverse auction through Covisint, 
and the total order volume exceeded $2 5 billion, which 
made ıt the largest, single, Internet-based auction The par- 
ticipant firm in this study rarely engaged with suppliers in 
long-term strategic partnerships Instead, the buyer's mix of 
supplier relationships varied їп product categories along the 
spectrum from transactional to collaborative sourcing 
arrangements 

In the fall of 1999, the company experimented with var- 
1ous types of auctions over a six-month period and evaluated 
the financial, relational, and strategic consequences Sourc- 
ing managers were asked to host either an open-bid or a 
sealed-bid online auction. As an independent researcher, I 
could make recommendations to the firm but ultimately 
could not intervene as much as I would have liked, for 
example, I was unable to control the number of suppliers, 
lots, or product types 1n each event I was only allowed to 
survey suppliers before and after the event, to conduct 
postauction interviews with suppliers, and to interview 
sourcing managers throughout the process 

Approximately $100 million in purchase contracts was 
made available for bid in three open-bid and three sealed-bid 
auction events in six different product categories None of 
these products were pure commodities, such as mainte- 
nance, repair, and operations supplies or highly customized 
strategic parts All the products were used in production or 
directly for parts ın production The product categories thus 
differed in nonprice characteristics, and supplier relation- 
ships could play a significant role ın exchange Table 1 pro- 
vides an overview of the product categories and the number 
of bidders and lots in each auction 

The sourcing manager qualified (through visits, ques- 
tionnaires, and research) a list of viable suppliers before 
each event and then invited a subset of suppliers to bid in the 
auction All the auctions were conducted by a third-party 
auctioneer who informed the suppliers of the event rules (1) 
The sourcing manager committed to select a winner from 
each event on any basis, but the lowest bid was not guaran- 
teed to win the contract, (2) the sourcing manager was pro- 
hibited from bidding against suppliers ın the auction (ап 
unethical practice known as "shilling"), (3) all competitors 
were viable prequalified sourcing options for the buyer, and 
(4) supplier bids were legally binding The suppliers were 


TABLE 1 
Overview of Online Reverse Auction Events 








Auction Product Number of Bidders Number of Lots 
Sealed Transportation 72 81 
Nonproduction services 8 2 
Semiconductors 7 3 
Open Plastics 12 10 
Electrical parts 35 5 
Metal parts 20 6 
Totals 154 105 
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not told who their competitors were or how many suppliers 
would bid against them 

Because suppliers ın the open-bid auctions had virtually 
no experience with the format, the auctioneer trained them 
to use the online interface before the auction so that they 
could understand cost structures and bid at, not below, their 
marginal costs The auctioneer also helped the supplier 
imagine various scenarios to help mitigate the pressure of 
the real-ttme bidding decisions The auctioneer’s role 
worked against the probability of my finding significant 
results By encouraging suppliers to provide high-quality, 
educated, and enlightened bids, the auctioneer decreases the 
likelihood that observed changes ın the dependent variables 
of interest are due to confusion, misunderstanding, or other 
problems that might arise from suppliers being ill-prepared 
for the open-bidding experience 


Data Collection 


The data collection was a multimethod approach that 
involved extensive interviews with participants and an 
untreated-control-group quasi experiment with a pretest and 
posttest around the auction events (Cook and Campbell 
1979) The treatment variables were auction type (ie, 
sealed/open) and supplier type (1 е, new/current), and the 
dependent variables were suspicions of opportunism, wiil- 
tngness to make idiosyncratic investments, and cost savings 
The field design featured an array of controls, including (1) 
pretest and posttest survey measures from the same panel of 
suppliers ın the treatment group, (2) control groups, and (3) 
replication of the destgn across six product categories I ini- 
tially tried to administer the control group survey twice, to 
correspond to the pretest and posttest surveys, but found that 
no noticeable change occurred over a week In additton, sup- 
plters resisted completing the survey twice with little change 
of their circumstances in between 


Procedure In each product category, in-depth interviews 
were conducted with sourctng managers to obtatn a better 
understanding of the exchange context, the composition of 
the supply base, and the expectations and strategic inten- 
tions for each auction. Managers provided the names and 
contact information of the qualified suppliers in the treat- 
ment group Because buyers do not always involve their 
entire supply base ın a negottation, for the purpose of this 
research, the sourcing manager provided contact informa- 
tion for suppliers not invited to the event but equivalent to 
the treatment group (eg, in production capability, price 
competitiveness, and product offerings) These suppliers 
formed the control group The managers understood the pur- 
pose of the control group within the research design and 
carefully selected participants 

Suppliers in the treatment and control groups were sent 
an e-mail invitation one week before the event that specified 
that the respondent should be knowledgeable about the 
firm's specific relationship with the buyer For the treatment 
condition, the invitation also asked that the respondent ђе 
someone who would partictpate in the upcoming bid 
process Suppliers in the control group were not told that the 
buyer was hosting a competitive bid event in their product 
space, they were merely asked to participate in a study on 


buyer-supplier relationships The invitation directed suppli- 
ers to the survey on a university Web site, 1t also guaranteed 
anonymity and reassured suppliers that the buyer would not 
have access to individual responses The survey directed the 
supplier to complete all items 1n reference to the specific 
buying organization. One week after the auction, suppliers 
in the treatment group were sent an e-mail invitation to com- 
plete the posttest survey Throughout the data collection, I 
monitored the buyer's activities to ensure that no major 
events or initiatives (e g , retroactive charge backs) occurred 
to disrupt or alter supplier perceptions and attitudes 


Respondents Respondents were typically senior execu- 
tives, vice presidents, or owners of a supply business who 
handled large customer accounts and had the authority to 
determine major 1nvestment decisions and make price con- 
cessions At the time the research was conducted, online 
auctions and electronic bidding had hardly permeated the 
marketplace, such that suppliers had virtually no expertence 
with the formats 

Of the 154 bidders, 68 completed the surveys, which 
yielded a response rate of 44% Of the 68 bidders, 33 
responded in the open-bid auctions, and 35 responded in the 
sealed-bid auctions Twenty-eight of the 68 respondents 
were new suppliers and 40 were current suppliers The con- 
trol group was composed of 87 suppliers, 50 of these sup- 
pliers completed the survey, which yielded a response rate 
of 57% Of the suppliers in both the treatment and the con- 
trol groups, 3396 were new suppliers and the remainder were 
current suppliers 


Respondent competency Because some of the hypothe- 
ses rely completely on suppliers’ perceptions, the respon- 
dents must be competent to report, and differences in 
respondent knowledge, position, and perceptions should be 
minimized This end is accomplished by global and specific 
measures of respondent competency and knowledge of the 
phenomena The global measure was the respondent's 
tenure with a firm The respondents averaged 6 3 (standard 
deviation [s d ] = 5 9) years of experience in their area and 
had been with their firms 10 7 (s d = 5 1) years on average 

The respondent’s knowledge of the relationship with the 
buyer was assessed by questions at the conclusion of the 
pretest and the control questionnaire. The respondents were 
asked, "How knowledgeable are you about the followtng 
aspects?" Listed below were items such as "Your firm's 
willingness to work with [the buyer firm],” “The degree to 
which your firm trusts [the buyer firm]," and “Your firm's 
willingness to invest in a customer” Responses varied along 
a seven-point rating scale (1 = "not very knowledgeable" 
and 7 = "very knowledgeable") Throughout this article, all 
scale scores of multi-item measures reflect the mean score 
of the multiple items, not a sum score The average response 
to these items was 64 (sd = 57) Collectively, some confi- 
dence emerged that the selected respondents were knowl- 
edgeable, relatively involved in the survey, and unlikely to 
have fabricated answers to the items 


Measurement All the scales used in this study are listed 
in the Appendix The supplier’s opportunism suspicions 
refer to bad faith tn the buyer To measure bad faith and 
describe it in a survey format, I conducted multiple prestudy 
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interviews with sourcing managers and suppliers in other 
industrial product categories On the basis of these inter- 
views, I decided to measure supplier suspicion with a four- 
item scale that reflects the firm’s specific opportunistic 
behaviors (e g , reneging, lying, falsifying information) as 
perceived by the supplier The supplier’s suspicion of oppor- 
tunism shows a mean of 2 94 (sd = 1 40) that ranges in 
value from 1 to 7, Cronbach’s alpha coefficient for this scale 
is 79 

The mean value reflects the relationship of a powerful 
buyer and a lower-tier supplier In the automotive industry, 
higher-tier buyers regularly exercise power over suppliers It 
15 thus natural that the suppliers would suspect the buyer of 
opportunistic behavior, though theoretical reasons also help 
explain this result Williamson (1993) notes that firms tend 
to engage in business as usual rather than opportunism, 
partly because managers are well socialized and partly 
because governance structures mitigate opportunism If 
opportunism 15 too high, the supplier would likely not 
exchange with the buyer at all 

The supplier's willingness to make 1diosyncratic invest- 
ments 15 a modified version of the scale developed by Can- 
non (1992) that reflects tangible and intangible investments 
that the supplier would find difficult to move into another 
relationship The four-item scale indicates the extent to 
which the supplier 1s willing to make investments in train- 
ing, production procedures, equipment, tools, and capacity 
to accommodate the buyer The supplier's willingness to 
make idiosyncratic investments shows a mean of 4 50 (s d = 
1 68) that ranges in value from 1 to 7, Cronbach's alpha 
coefficient for this scale is 87 The correlation between this 
construct and opportunism suspicions 15 12 (р < 17) 

I assessed the measurement properties of these two 
scales using a confirmatory factor analysis with maximum- 
likelihood estimation methods in LISREL 8 03 (Joreskog 
and Sorbom 1993) The estimated measurement model of 
the two latent factors, each with four reflective indicators, 
has a chi-square fit of 38 93 with 19 degrees of freedom (p < 
00) The comparative fit index 1s 92, the incremental fit 
index 1s 93, and the Tucker-Lewis fit index ıs 89 All the 
factor loadings and measurement errors are 1n acceptable 
ranges and are significant at о = 05, which provides evı- 
dence of convergent validity The pair of constructs also 
passes the test of discriminant validity that Fornell and Lar- 
cker (1981) recommend 


Analysis of Hypotheses 


To assess the impact of the open- and sealed-bid formats on 
supplier attitudes, I considered how the supplier scores for 
these measures changed from the pretest to the posttest 
Because the quasi experiment 15 a nonequivalent design (due 
to 1ts nonrandom selection process), the expected values of 
at least one characteristic of the groups аге not equal even ın 
the absence of a treatment effect (Cook and Campbell 
1979) To obtain a reasonable estimate of the treatment 
effect, the analysis therefore must properly recognize and 
account for the effects of these initial differences, two steps 
accomplish this purpose In the first step, the respondents in 
the pretest and control group were compared in terms of 
their demographics and intangible aspects along several 
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dimensions, such as annual sales, willingness to collaborate, 
satisfaction with the relationship, and perceived dependence 
on the buyer No significant differences were found For rea- 
sons of space, the specific means and t-tests are not pre- 
sented, the scales are listed in the Appendix 

Although the lack of differences suggests that the groups 
are equivalent, the groups might have shown large expected 
differences on other variables that could have affected the 
posttest scores These differences were accounted for in the 
second step of the analysis, in which I used a between- 
subjects nested design analysis to examine the hypotheses in 
the treatment group The auction type was specified as a 
fixed factor, and the product category and supplier responses 
were specified as nested random factors From these factors, 
the following equation, in which I used the pretest measure 
as a covariate to adjust for initial differences between 
groups, 1s estimated 


(1) Posttest = treatment + product treatment) + pretest, 
where 


posttest = the posttest score on the variable of 
interest, 
treatment = the treatment effect for open/sealed 
auctions or new/current suppliers, 
productireatmenty = the effect of product differences nested 
within each treatment effect, and 
pretest = the pretest score on the variable of 
interest 


This analysis of covariance (ANCOVA) matches the pretest 
value to the predicted posttest value for all levels of the 
treatment and examines the differences between them A 
statistically significant treatment effect would thus suggest 
that one level of the treatment would have significantly out- 
performed the other level, thus controlling for differences in 
the pretest scores By matching the pretest measure to each 
posttest measure, the ANCOVA has more power to detect 
true differences in the treatment effect than an elementary 
analysis of variance, which would consider only the posttest 
responses I also assessed the extent to which differences 
exist across product categories (differences 1n the value of 
the purchase contract, number of bidders, response rates, 
and number of lots) A significant effect of product(treament) 
indicates a significant difference among the product events 
nested within auction type 

At this point, some readers might be concerned that sup- 
pliers would always suspect buyers of being opportunistic, 
expressing negative attitudes toward suppliers, or overstat- 
ing their willingness to make investments Such biases could 
increase the scores that I observed Even so, such biases 
would be operative in both the pretest and the posttest but 
would not explain a change 1п the scores over time, which 15 
the focus of this research It 1s also worth noting that at the 
time of the posttest, suppliers had not yet been informed of 
whether they had won the auction, which reduces the likeli- 
hood that their responses to the posttest measures are simply 
a reflection of being "sore losers " 

Examination of H, H, posits that the increase in oppor- 
tunism suspicions is greater in open-bid than in sealed-bid 
auctions In the open-bid auction, the pretest mean was 2 64 


(sd = 127), and the posttest mean was 429 (sd = 1 17), 
the difference 15 significant (tg4 = 5 51, p< 00) Throughout 
this article, all t-tests are one-tailed The pretest mean in the 
sealed-bid auction was 2 38 (sd = 1 02), and the posttest 
mean was 2 84 (sd = 99), the difference is marginal (teg = 
194, р < 10) The ANCOVA has an explained variance of 
40 A statistical test of the treatment effect of auction type 
indicates that the effect ıs significant (Е = 16 21, р < 05), 
which suggests that the increase 1n scores 15 significantly 
greater in the open-bid auction than in the sealed-bid auc- 
поп I found no significant differences (F = 1 35, not signif- 
icant [n s ]) across the various product categories Together, 
the results suggest that opportunism suspicions do not 
change in sealed-bid auctions but increase 1n open-bid auc- 
tions, and the difference between the conditions 1s signifi- 
cant, in support of H, 


Does a self-selection bias explain the increase in suspi- 
cions? I considered the possibility that suppliers. who 
responded to the posttest in the open-bid condition were 
potential "sore losers" (did not offer high savings) of the 
auction and therefore might be more likely to express oppor- 
tunism suspicions This possibility would mean that suppli- 
ers who believed they had bid poorly in the auction would 
be more likely to express their negative attitudes toward the 
buying organization 1n the posttest survey than would sup- 
pliers who did not bid poorly (offered high savings) In the 
case of such a bias, ıt should be observed that suppliers who 
responded to the posttest offered systematically lower cost 
savings than did the suppliers at the pretest However, a t- 
test of the savings provided by suppliers who responded to 
the pretest and posttest survey revealed no significant differ- 
ences (tg, = — 78, p « 44), which suggests that it 1s unlikely 
that a self-selection bias accounts for the results 


Does the auction process explain the increase in oppor- 
tunism suspicions? It was proposed that suppliers view the 
open-bid process as an unfair means by which the buyer 
gains concessions from the supplier This possibility 15 fur- 
ther explored in several control items included in the 
posttest survey to capture the supplier's direct view of the 
auction process Suppliers indicated their response to these 
items using a scale of 1 = "strongly disagree" and 7 = 
“strongly agree " One item stated “This process will reduce 
my chances of earning a fair margin on the business ” The 
suppliers 1n the open-bid auctions averaged a response of 
48 (sd = 14), and suppliers in the sealed-bid auction 
showed a mean response of 3 0 (sd = 14) The difference 
between the means is significant at @ = 05 Another item 
stated “This process does not give a supplier a fair opportu- 
nity to bid on business " Suppliers in the open-bid auction 
showed a mean response of 4 1 (sd = 1 1), and suppliers in 
the sealed-bid event showed a mean response of 27 (sd = 
1 6) Again, the difference in means is significant at a= 05 
Both of these items reflect the sense of exploitation suppli- 
ers associate with auctions Together, they suggest that sup- 
pliers 1n the open-bid auctions consider the auction process 
more opportunistic than do suppliers in the sealed-bid 
process 


Additional indicators of suspicions of opportunism 
After the auctions, I conducted interviews with the suppliers 


їп the open-bid condition to assess the difference 1n oppor- 
tunism suspicions across the treatment conditions These 
interviews were not intended to provide causal evidence but 
rather to explain the difference In the open-bid condition, 
the suppliers" responses show that they believe the buyer 
purposely selected an unfair price-competition structure 
Three themes emerge The first 1s that suppliers believe the 
buyer 15 using the open-bid format to survey the market pric- 
ing without any intention of awarding the business As one 
supplier said, “All they were going to do was just feel out 
what the numbers were going to be Let's say they're look- 
ing at someone in Brazil or some Korean firm out there At 
this point in the junction, they weren't going to go with 
those guys based on what they were So all these [people] 
were throwing low bids, but it had no meaning as to what 
was going on” The second theme indicates that the supplier 
believes the buyer has created false competition by includ- 
ing nonviable bidders, as in this example "I didn't think the 
competition I was dealing with in the atmosphere I was 
quoting really had the wherewithal that I had to supply the 
parts and do the things I had to do” The third theme 1s the 
supplier's belief that the buyer is shilling its bids to push 
down the price artificially 

The irony 15 that none of the supplier perceptions corre- 
spond to reality As an independent observer, I knew that 
buyers had every intention of selecting a winner and had 
invited only viable suppliers to bid on the purchase contract 
No shilling occurred, the buyer and the auctioneer went to 
great pains to avoid such perceptions by clearly communi- 
cating the rules of the game Thus, a significant gap exists 
between supplier perceptions of the event and reality, which 
should be cause for concern 

Examination of Н» Н, considers whether opportunism 
suspicions increase more for current than for new suppliers 
The pretest mean of new suppliers was 2 36 (sd = 130), 
and the posttest mean was 4 19 (sd = 1 38), the difference 
between the two means is significant (64 = 5 11, p < 00) 
For current suppliers, the pretest mean was 261 (sd = 
1 03), and the posttest mean was 3 10 (sd = 1 03), the dif- 
ference in these means ıs also significant (tyg = 2 11, р < 
05) The ANCOVA has an explained variance of 48 A sta- 
tistical test indicates that the overall effect between new and 
current suppliers is not significant (Е = 2 19, ns), and the 
differences among product categories are not significant 
(F = 2 60, ns ) Consequently, although opportunism suspi- 
cions increase, this increase does not differ between new and 
current suppliers 


Examination of Н; Нз considers whether the supplter’s 
willingness to make idiosyncratic investments decreases 
more in open-bid auctions than in sealed-bid auctions In 
open-bid auctions, the pretest mean was 4 89 (sd = 1 34), 
and the posttest mean was 5 32 (sd = .90), these means do 
not differ significantly (ка = 1 48, ns) In sealed-bid auc- 
tions, the pretest mean of the supplier’s willingness to make 
investments was 4 13 (s d = 1 67) and the posttest mean was 
4 86 (sd = 1 23), this difference ıs significant (teg = 2 10, 
p< 05) The ANCOVA has an explained variance of 32 A 
statistical test of the treatment effect of auction type indi- 
cates that the effect is not significant (F = 1 95, n s ), which 
suggests that the mean increase does not differ across auc- 
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tion type, nor does any significant (F = 03, ns) effect of 
differences ın means exist across the product categories 
Collectively, these results suggest that in the sealed-bid con- 
dition, suppliers increase their willingness to make idiosyn- 
cratic investments whereas suppliers in the open-bid condi- 
tion do not change 


Why does willingness to make investments increase in 
the sealed-bid condition? Posttest interviews provide some 
speculative answers to this question In the sealed-bid auc- 
tions, suppliers view the process as an improvement over the 
manual processes of the past They interpret the electronic 
bidding process as a signal that the buyer 15 informed about 
recent technological developments, which suggests a mutual 
orientation and potential benefit for both exchange parties 
A buyer's technological stance toward mutual benefit 
increases the supplier’s willingness to make dedicated 
investments 


Examination of H4 На considers whether the decrease in 
willingness to make idiosyncratic investments 1s greater for 
current than for new suppliers For current suppliers, the 
pretest mean was 4 03 (sd = 1 64), and the posttest mean 
was 496 (sd = 1 18), the difference is significant (t7g = 
291, p « 00) The pretest mean of new suppliers was 5 18 
(sd = 1 18), and the posttest mean was 5 26 (s = 95), the 
difference is not significant (ts4 = 30, ns) The ANCOVA 
has an explained variance of 21 A statistical test of the 
treatment effect of supplier type is not significant (F = 1 16, 
n s ), and the differences across product categories are also 
not significant (F — 1 19, ns) These results indicate that 
current suppliers increase their willingness to make 1diosyn- 
cratic investments to match the level of new suppliers such 
that no significant difference exists after the auction in will- 
Ingness across supplier type 


Examination of H; Hs examines whether the difference 
1n cost savings 1s greater in open-bid than in sealed-bid auc- 
tions Because this information is extremely sensitive to the 
host firm, I do not reveal the absolute magnitude here 
Instead, I provide standardized indicators to give readers a 
sense of the relative magnitude of the savings across auction 
type The unit of analysis for testing this hypothesis 1s the 
lowest bid of each lot This number 1s then divided by the 
historical price and subtracted from unity to generate a cost- 
savings percentage from the auction Because the supplier 
bids are not normally distributed, I used the logarithms of 
the cost-savings percentage offered ın each lot to make the 
data less nonnormal This logarithm 15 then averaged with 
the savings of the other lots within the same auction type to 
produce a mean savings for the auction type As a result, 21 
lots produced varying cost-savings percentages in the open- 
bid auctions, and I averaged these together to produce the 
average cost savings in the open-bid auctions (Xo), simi- 
larly, I computed a mean for the sealed-bid condition (Xg) I 
indexed the mean of these two numbers (Xos) to 100 The 
mean sealed-bid auction savings can then be reflected as 92, 
and the open-bid auction savings can be reflected as 108 
The ANCOVA has an explained variance of 16 A test of the 
treatment effect indicates that it 1s insignificant (F = 1 29, 
n s ), however, a statistical test of the effect across product 
categories is significant (F = 13 28, p « 00) Collectively, 
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these results 1ndicate that though the savings across auction 
types does not differ, significant variation exists across prod- 
uct categories 

I also examined the differences in savings offered by 
new and current suppliers In this case, the unit of analysis 
1s the individual supplier’s bid I averaged the cost-savings 
percentage offered by new suppliers and the percentage 
offered by current suppliers, they differ by less than one per- 
centage point The ANCOVA has an explained variance of 
18 A statistical test of the treatment effect indicates that it 
15 insignificant (Е = 53, n s ), however, the effect of product 
categories 1s significant (F — 5 75, p « 001) These results 
indicate that differences in savings occur because of differ- 
ences across product categories and do not vary systemati- 
cally across auction types 


Discussion 


The results of the quasi experiment indicate that online 
reverse auctions increase both new and current suppliers’ 
beliefs that the buyer acts opportunistically toward the sup- 
plier, particularly 1n open-bid auctions Paradoxically, the 
supplier responds to online auctions by increasing its will- 
1ngness to make dedicated investments when the buyer uses 
a sealed-bid auction format The results also show that cur- 
rent suppliers increase their willingness to make 1diosyn- 
cratic 1nvestments toward the buyer Although online reverse 
auctions can yield cost savings, this savings 1s category spe- 
cific and is not systematically related to an open- or sealed- 
bid format Together, these results indicate that online 
reverse auctions can exert complex relational effects on the 
supply base 


Supplier Suspicions of Opportunism 


The results show that suppliers’ suspicions of opportunism 
increase after an open-bid auction. Suppliers consider the 
open-bid process exploitative and unfair After the event, 
suppliers voiced their resolution to avoid such events and 
condemned the process "In the future, I would never play 
this game again We'll play it, but what will happen 1s we'll 
be even more adamant as far as to what our prices аге It 
wasn't a very professional way to handle the business” The 
supplier's inference of the buyer's opportunism 15 critical, 
because it affects suppliers’ view of exchange governance 
and their subsequent actions. In the future, suppliers might 
demand more explicit contractual assurances or contingency 
agreements to safeguard their returns To maintain the lower 
pricing scheme, they might be forced to reduce quality, 
value-added services, or overall responsiveness to the buyer, 
all of which are features that might also be withdrawn to 
retaliate against the buyer Consequently, the supplier’s sus- 
picion of opportunism might motivate it to respond in kind 
(Axelrod 1984) 

Suppliers in the automotive industry are already begin- 
ning to organize themselves against online reverse auctions 
(Kisiel 2002), claiming that buyers abuse the auctions and 
calling for the creation of a formal code of conduct to dis- 
courage what they perceive as opportunism "These suppliers 
contend that online reverse auctions have far outnumbered 
the actual contracts awarded and that buyers use these auc- 


tions to determine how low suppliers are willing to bid and 
then wring additional price concessions from current suppli- 
ers This scenario illustrates how the mere perception of 
opportunism surrounding these online reverse auctions can 
poison relationships between buyers and suppliers 

The results also indicate that opportunism suspicions are 
heightened for both new and current suppliers, contrary to 
my predictions For current suppliers, online reverse auc- 
tions may inhibit their ability to sell intangible aspects to the 
buyer More than 50% of the suppliers in the postevent inter- 
views considered this inability to express their full capabili- 
ties a disadvantage to electronic bidding mechanisms It 1s 
notable that new suppliers also display heightened suspi- 
cions They may consider electronic bidding a poor medium 
for sales, or perhaps they consider such suspicions a cost of 
doing business with a powerful supplier Although the evi- 
dence and possibilities are intriguing, further research must 
determine the appropriate explanation 


Supplier Willingness to Make Idiosyncratic 
Investments 


One notable result of this research 1s suppliers’ increased 
willingness in the sealed-bid condition to make 1diosyn- 
cratic investments ın transactional exchanges Suppliers evı- 
dently consider the buyer’s choice of an online sealed-bid 
auction an attempt to improve the transaction, which 15 
taken as a signal of mutual orientation and encourages sup- 
pliers to make dedicated investments This, 1п turn, increases 
the likelihood that suppliers will recoup the value of their 
1nvestments 1n the long run 

The data also suggest that online reverse auctions may 
provide a useful wake-up call to current suppliers, which are 
as willing to make idiosyncratic investments in the buyer as 
are new suppliers Current suppliers may also be signaling 
their commitment to the buyer 1n the long run 


Buyer Cost Savings 


Another result of this research 1s that cost savings do not dif- 
fer systematically across the online reverse auction type or 
supplier type but may be affected by different characteristics 
and conditions of the auction event. Perhaps suppliers have 
not yet developed a long-term strategy to handle such auc- 
tions Because this research involves only six online reverse 
auctions, I cannot investigate more fully how differences in 
the number of bidders, lots, size of purchase contracts, or 
other characteristics might have been systematically related 
to the level of savings for each event The decision to use 
online reverse auctions for direct sourcing activities is com- 
plex, and its success depends on various conditions yet to be 
identified and understood 

Collectively, the results paint an intriguing picture of 
supplier reactions and financial implications in transactional 
exchanges The prevailing theory predicts that economic 
actors are shortsighted, self-interested profit maximuizers 
that respond to the signals and behaviors of their exchange 
partners In realtty, firms are not as shortsighted and non- 
strategic as might be believed, rather, they make complex 
decisions about their exchanges Perhaps this strategy 15 
rational for firms that must make both short- and long-term 
choices 


Limitations 


The research exhibits some limitations It 15 specific in 
scope because it considers only two types of one-sided 
online reverse auctions in transactional exchanges The 
observed effects may not generalize to alternative online 
reverse auction formats, to procurement of indirect materi- 
als, or to close partnerships In addition, the supplier train- 
ing may have decreased the amount of variation that was 
observed in the bids It is also not clear whether the observed 
effects will last, because measurements were taken after 
only one online reverse auction. However, the extent to 
which I witnessed any noticeable changes in supplier аш- 
tudes and perceptions is notable, given that these constructs 
are typically quite stable over time The online reverse auc- 
tion thus exerts a fairly significant impact on suppliers т the 
short run Because this was a field experiment, I had limited 
discretion as to its design and level of control This research 
1s not a pure test of the theoretical literature on auction 
theory, rather, it has the advantage over laboratory experi- 
ments of examining experienced professionals with larger, 
real sums of money at stake 


Implications for Management 


The results demonstrate that open-bid, online reverse auc- 
tions can raise supplier suspicions of buyer opportunism 
Buyers should therefore be selective ın their use of these 
auctions, perhaps limiting them to purchases involving less 
important supplier relationships, such as the purchase of 
indirect materials. Because the purchase of indirect materi- 
als can constitute anywhere from 40% to 6096 of a firm's 
total purchasing volume, a sizable opportunity remains for 
auctions to exert a significant impact on sourcing costs 

Online reverse auctions could also be used as a screen- 
ing mechanism for long-term sourcing arrangements, which 
would capitalize on a current supplier's willingness to make 
the necessary investments, to assure the buyer that it 
receives competitive. pricing, and to mitigate opportunism 
suspicions in the long run Some firms already use online 
reverse auctions in this way Emily Andren of the Gartner 
Group notes that, "Initially, most reverse auctions were used 
for spot buying, but companies are increasingly using them 
to select suppliers for long-term contracts " 

Another implication is that the supply base may not be 
able to provide constant price reductions over the long run 
Over time, suppliers may need to leave the industry because 
of their inability to compete, or they may consolidate to 
reach the scale economies to support lower prices Both pos- 
sibilities reduce the number of alternative suppliers for the 
buyer and shift power to suppliers Buyers should therefore 
carefully consider using online reverse auctions repeatedly 
in the long run 


Directions for Further Research 


Further research might consider whether online reverse auc- 
tion formats that reveal less information, perhaps only the 
lowest market bid or a rank ordering of the bids, would pro- 
duce different effects from what this research indicates 
More work 1s needed on the circumstances that create cost 
savings Do specific supplier characteristics, conditions in 
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the supply base, or buyer-sourcing strategies yield signifi- 
cant savings? What role do the numbers of bidders, lots, 
rounds of bidding, and size of the purchase contract play in 
motivating how suppliers bid in various types of online 
reverse auctions? Further research should consider these 
questions across many more auctions 

The results also raise the question of how online 
reverse auctions affect supplier behavior over time Do 
buyers observe a reduction in quality and service? What 
other effects exist on supplier motivation and attitudes 
toward the buyer? Experimental evidence from common 
value auctions suggests that "market learning" occurs as 
bankruptcies drive out the aggressive bidders and as more 
aggressive bidders earn lower than average profits Garvin 
and Kagel (1994) observe that over time bidders begin to 
self-select out of future auctions They also respond to 
repeated losses by bidding less Further inquiry must 
determine whether this result generalizes to the 
marketplace 

Finally, this research is the first field experiment in the 
marketing literature оп interorganizational relations Al- 
though such quasi experiments are plentiful in other areas of 
marketing (e g , advertising), interorganizational researchers 
have not used them The firm's need to leverage Internet 
technologies offers a prime opportunity for researchers to 
find and test unique predictions and to conduct longitudinal 
tests and quasi experiments that will better enhance the 
understanding of the role and value of emerging technolo- 
gies in marketing strategy 


Appendix 
Scale Items 


The Supplier’s Suspicions of Opportunism (a = .79) 


(mean = 294, sd = 1 40, minimum = 1, maximum = 7) 

How likely ts it that [the buyer firm] would do the fol- 
lowing? (1 = “very unlikely”, 7 = “very likely”) 

Make false accusations 

Provide false information 

Be unwilling to accept responsibility 

Expect my firm to pay for more than their fair share of 
the costs to correct a problem 


The Supplier’s Willingness to Make Idiosyncratic 
Investments (a = .87) 


(mean = 4 50, sd = 1 68, minimum = 1, maximum = 7) 

In working with [the buyer firm], my firm may have 
opportunity to make 1nvestments in time, energy, and/or 
money specifically to accommodate it These investments 
would be lost 1f my firm switched to another customer 

Just for [the buyer firm], we would be willing to provide 
dedicated (1 = "strongly disagree", 7 = "strongly agree") 

Training for buyers 

Production procedures 

Capital equipment and tools 

Plant capacity 
The correlation between this construct and the supplier's 
suspicions of opportunism 15 12 (p « 17) 


Willingness to Collaborate (a = .81) 


(mean = 508, sd = 148, minimum = 1, maximum = 7) 
How willing 1s your firm to do the following for the 
buyer? (1 = “very unwilling”, 7 = “very willing”) 
Participate in product design efforts 
Work together to exploit unique opportunities 
Work on joint projects tailored to their needs 
Look for synergistic ways of doing business 


Satisfaction with the Relationship (a = .87) 


(mean = 4 40, sd = 1 46, minimum = 1, maximum = 7) 

(1 = "strongly disagree", 7 = "strongly agree") 

Our relationship with [the buyer] has more than fulfilled 
our expectations 

We are satisfied with the outcomes of our relationship 

Our relationship with [the buyer] has been a successful 
one 


The Supplier’s Perceived Dependence on the 
Buyer (a = .90) 


(mean = 3 34, sd = 1 73, minimum = 1, maximum = T) 

(1 = "strongly disagree", 7 = "strongly agree") 

If our relationship were discontinued with [the buyer], 
we would have difficulty making up sales volume 

It would be difficult for us to replace {the buyer] 

We are quite dependent on [the buyer] 


өөыкс©Єсє————————————————— 
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Price-Based Global Market 
Segmentation for Services 


In business-to-business marketing, managers are often tasked with developing effective global pricing strategies 
for customers characterized by different cultures and different utilities for product attributes The challenges of for- 
mulating international pricing schedules are especially evident in global markets for service offerings, where inten- 
sive customer contact, extensive customization requirements, and reliance on extrinsic cues for service quality 
make pricing particularly problematic. The purpose of this article is to develop and test a model of the antecedents 
of business customers' price elasticities of demand for services in an international setting The article begins with 
a synthesis of the services, pricing, and global marketing literature streams and then identifies factors that account 
for differences in business customers' price elasticities for service offerings across customers in Asia Pacific, 
Europe, and North America The findings indicate that price elasticities depend on service quality, service type, and 
level of service support and that horizontal segments do exist, which provides support for pricing strategies tran- 
scending national borders The article concludes with a discussion of the managerial implications of these results 
for effective segmentation of global markets for services 


mances, and efforts conducted across national boundaries 

in critical contact with foreign cultures" (Clark, Rajarat- 
nam, and Smith 1996, р 15) They constitute a sector of the 
global economy that is growing exponentially relative to the 
industrial goods sector (Knight 1999) Organizations. are 
taking an interest 1n the international marketing of services 
because of low cost factors and the ability to compete in 
nearby country markets (Bradley 1995), however, interna- 
tional services pose special challenges for marketing man- 
agers (Patterson and Cicic 1995) as a result of the intangi- 
bility of services, the extent of customization, and 
differences in preferences across cultures Research on 
international service offerings has focused on entry-mode 
choices (eg, Erramilli 1990, 1992), technology growth 
(e g , Fisk 2001), geographic roles (e g , Kassem 1989), ser- 
vice influences on national competitive. advantage (ер, 
Porter 1990), and strategic differences across services (e g , 
Nicolaud 1989) Yet the marketing literature has not investi- 
gated several key components of service strategy, particu- 
larly in the international domain 

Kinnear (1999) has called for research on the extent of 
horizontal market segments that transcend national borders 
This issue has become particularly pressing as international 
competition has intensified and regional unification (e g , 
the European Union, the North American Free Trade Agree- 
ment) has been realized Price sensitivity is a critical 


[= services are defined as "deeds, perfor- 
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market-segmentation variable, and services involve 
enhanced contact between members of buying and selling 
organizations, in which price perceptions often differ signif- 
icantly across market segments (Erramilli 1992) Conse- 
quently, a focus on horizontal segmentation implies that par- 
ticular attention should be devoted to price-based market 
segmentation for services Strategies for segmentation and 
pricing for services, whether in a domestic or an interna- 
tional context, differ from the strategies for goods for sev- 
eral reasons First, services are highly perishable, and 
human resource constraints often restrict short-run capacity, 
which makes demand-management issues and pricing 
strategies important 1n smoothing demand (Kraus 2000) 
Second, the intangibility of services compared with goods 
may lead to greater emphasis on extrinsic cues rather than 
on the intrinsic attributes or quality of the service itself 
(Kraus 2000, р 192, Zeithaml 1988) Third, the degree of 
customization and consumer involvement in service offer- 
ings enables services and price to be tailored jointly to suit 
customer preferences (Lovelock 1996) Therefore, Kinn- 
ear's observations identify an important managerial ques- 
tion, How should organizations price services to reach hort- 
zontal segments, that is, market segments that transcend 
national borders? 

There is a dearth of research regarding the pricing of ser- 
vices (as opposed to goods) 1n global markets (see Table 1) 
Tellis (1986) provides a conceptual framework for how pric- 
ing strategies vary depending on store, category, brand, con- 
sumer, and competitive factors Several studies have investi- 
gated the determinants of price elasticities (e g, Bolton 
1989, Hoch et al 1995, Shankar and Krishnamurthi 1996) 
However, with few exceptions (e g, Wittink 1977), most 
pricing research has focused on goods sold in a limited 
number of markets In their review, Rust and Metters (1996) 
identify three types of mathematical models of services— 
customer behavior, service quality impact, and normative 
service models——but price has typically played a minor role 
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TABLE 1 
Comparison of Present Study with Previous Related Research 








Consumers/ Study Type or 
Service Comparative/ Business Segmentation 
Problem Studied Exemplar Studies Domain? International? Customers Measure 
Meta-analysis of Tellis (1988) No No Not applicable Meta-analysis 
econometric studies 
of price elasticity 
Determinants of price Bolton (1989), No No Consumers Across brands 
sensitivity for Huber, Holbrook, or stores 
nondurables and Kahn (1986), 
Mulhern, Williams, 
and Leone (1998), 
Shankar and 
Krishnamurthi 
(1996) 
Segmentation of Elrod and Terry No No Family units Differential 
relevant markets (1982) pricing as a 
segmentation 
vanable 
Optimal pricing policies Segal (1991) Yes No Businesses Fee structures 
for services to service 
customers 
The effects of specific Anderson (1996), Yes No Consumers The effects of 
attributes (including Bolton and Lemon price on 
price) on evaluations (1999) service 
of services or perceptions 
purchases of services across multiple 
environments 
Control issues in Erramulli and Yes Yes Consumers and Mode of entry, 
service firms’ Rao (1993) business no 
market-entry strategies customers segmentation 
analysis 
Segmentation based Hofstede, No Yes Consumers Product 
on consumer—product Steenkamp, characteristics 
relations and Wedel 
(1999) 
Determinants of Present study Yes Yes Support services Price elasticity 


business customers’ 
price sensitivity for 
services 


for businesses across service 
contracts for 
international 
business 


customers 





in these models Recent exceptions are Bolton and Lemon’s 
(1999) model of service usage as a function of price and 
models of optimal pricing plans involving a flat access fee, 
usage fee, or two-part tariff (Danaher 2002, Essegaier, 
Gupta, and Zhang 2002, Shugan and Xie 2000) 

Equally important, although studies have investigated 
preferences for service offerings in consumer settings (e g , 
Verma, Thompson, and Louviere 1999), there 1s almost no 
research on the antecedents of customer purchase behavior 
for services Instead, most empirical work has studied the 
links between service quality dimensions and behavioral 
intentions (e g , Mittal, Kumar, and Tsiros 1999, Zeithaml, 
Berry, and Parasuraman 1996) Little 1s known about how 
service quality or relationship properties operate within and 


across business-to-business relationships (Wathne, Biong, 
and Heide 2001, Weitz and Jap 1995) Thus, our study 
extends prior research by identifying price-based, horizontal 
market segments for services, on the basis of business cus- 
tomers’ underlying preferences for service quality, across 
seven national markets 

This study investigates two main research questions that 
are critical to the development of pricing strategies for inter- 
national service offerings (1) What are the determinants of 
business customers’ price elasticities of demand for service 
contracts? Specifically, our study seeks to answer the fol- 
lowing questions Under what circumstances will business 
customers pay a premium for customized services? In other 
words, will they pay a premium price for higher levels of 
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service and for reliable service delivery? How do business 
customers' price elasticities differ across market segments 
within national borders? What are the relative magnitudes of 
the effects of these different factors? (2) What factors 
account for differences 1n business customers' price elastic- 
ities of demand for service offerings across national bor- 
ders? How do these differences reflect distinct segments in 
the global services market? In other words, are cross-border 
differences 1n price elasticities of demand for service due to 
differences in customer or market segment characteristics, 
the competitive environment, companies’ service offerings, 
or national culture/preferences? 

The answers to these questions will help marketing 
managers understand the extent to which the prices of ser- 
vice offerings must be customized or standardized within 
and across national borders This article reviews the litera- 
ture on customization of services and the targeting of hori- 
zontal segments and develops specific hypotheses about 
how individual business customers’ price elasticities of 
demand for an international service offering vary within and 
across national borders We test our hypotheses by estimat- 
ing an econometric model with an extensive data set that 
describes business customers’ purchases of service contracts 
from a major multinational firm operating in Asia Pacific, 
Europe, and North America 


Prior Research on Segmentation in 
Global Service Markets 


A successful strategy for global marketing depends on a 
firm's ability to segment its markets so that uniform sets of 
marketing decisions can be applied to specific groups that 
exist horizontally, that is, across nations or cultures (Sethi 
1971) Researchers historically have segmented interna- 
tional markets by using numerical taxonomy methods to 
classify segments within countries Helsen, Jedidi, and 
DeSarbo (1993) provide evidence of “macro-segments,” or 
segments that exist across borders, in a new product diffu- 
sion context Subsequently, using means-end chain theory 
applied to consumer survey data (Gutman 1982), Hofstede, 
Steenkamp, and Wedel (1999) develop and apply a method- 
ology to identify cross-national segments by identifying 
relationships between the consumer and the product at the 
segment level We believe that business customers їп inter- 
national markets can be grouped into horizontal market seg- 
ments on the basis of their underlying preferences for ser- 
vice quality However, our study explores the existence of 
horizontal segments for an existing service based on price 
elasticities rather than (self-reported) survey data describing 
consumption patterns, attitudinal, personality, and socio- 
demographic variables The remainder of this section inte- 
grates three diverse streams of literature—service strategy, 
global strategy, and pricing—to provide a conceptual frame- 
work for the development of our model (see Figure 1) 


Segmentation of Global Markets for Services 


Consumer psychology, behavioral decision theory, and neo- 
classical economics indicate that different customers place 
different values on the same product Consequently, a major 
challenge for international marketers 1s to identify global 
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market segments and reach targeted segments with products 
(1e, goods or services) that meet the common needs of 
these customers (Hassan and Katsanis 1994) Product con- 
figurations must be developed and marketed with the spe- 
cific preferences of the target segment in mind (Hofstede, 
Steenkamp, and Wedel 1999) For two reasons, this goal 1s 
particularly crucial to organizations competing ın multiple 
national markets First, they face diverse customer segments 
for which standardization of marketing decision variables 1s 
often impossible (eg, Szymanski, Bharadwaj, and 
Varadarajan 1993) Second, market segmentation can reduce 
operational costs (by eliminating redundant efforts) and 
effectively allocate a firm’s resources to target markets 
(Berrigan and Finkbeiner 1992) 

Most prior research has focused on the identification of 
customer characteristics relevant to the segmentation of mar- 
kets for tangible goods rather than for services For example, 
Jain (1989) argues that industrial and high-technology prod- 
ucts are more likely candidates for standardization. across 
multiple segments and that a trend toward homogenized use 
patterns exists for high-technology products In contrast, ser- 
vices, including postpurchase services attached to tangible 
goods, are more likely candidates for customization for spe- 
cific segments because disparate service expectations exist 
across national and cultural boundaries, enhanced personal 
interaction frequently occurs in service settings, and service- 
use patterns frequently differ across countries (Stauss and 
Mang 1999) In the absence of customization, service qual- 
ity "gaps" may be created as a result of discrepancies 
between the performance of the service providers of one 
nation and expectations of the service recipients of another 


The Role of Price Elasticities in Segment 
Identification 


The goal of market segmentation 1s to identify individual 
customers who desire similar benefits and exhibit similar 
behaviors and thereby form (relatively) homogeneous seg- 
ments such that there 15 heterogeneity across segments 
(Wedel and Kamakura 1999) Identification of market seg- 
ments is often influenced by customers’ response to price, as 
Hofstede, Wedel, and Steenkamp (2002) illustrate 1n their 
international segmentation study Segmentation strategies 
are effective when they extract higher prices from those buy- 
ers that are willing to pay more to have the service tailored 
to meet their needs (е g , Kraus 2000) Customization of a 
service offering may be warranted when customers are less 
price sensitive (1e, willing to pay premium prices for cus- 
tomized services) According to Hofstede, Wedel, and 
Steenkamp (2002, p 174), in global markets, “groups of 
consumers in different countries often have more in com- 
mon with one another than with other consumers in the 
same country” Consequently, the degree of customization 
for a particular market segment (horizontal or otherwise) 
Tequires managers to understand how service attributes 
explain differences in price elasticities of demand for 1ndt- 
vidual customers Price elasticities are useful for identifying 
service segments because repeat purchases, rather than trial 
purchases, dominate sales of existing services In their 
repeat purchases, customers trade off the expected benefits 
of the service (which they have previously experienced) for 


Figure 1 
Factors Influencing Business Customers' Price Elasticities for International Service Offerings 
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the price Therefore, price elasticities should be particularly 
useful for market segmentation 


Service Quality Dimensions as Segmentation 
Variables 


There has been extensive modeling of the determinants of 
consumer price elasticities for frequently purchased goods in 
domestic markets (eg, Bolton 1989, Hoch et al 1995, 
Narasimhan, Neslin, and Sen 1996, Shankar and Krishna- 
murthi 1996) Because attributes of goods are fixed over time, 
these studies typically describe how price elasticities for var- 
1005 brand/store combinations differ because of variables 
such as retailer promotional activities and consumer charac- 
teristics In contrast, little 15 known about the determinants of 
price elasticities for business-to-business services in domes- 
tic or international markets Instead, research 1n services mar- 
keting has focused on cross-secttonal studies of the switching 
behavior of consumers and business customers (e g , Ganesh, 
Arnold, and Reynolds 2000, Heide and Weiss 1995, Keav- 
eney 1995) In contrast, this article studies business cus- 
tomers’ price elasticities for a single company’s services 

Our model describes how price elasticities differ across 
customer segments as a result of the customization of ser- 


vice quality dimensions (е g , reliability) and the organiza- 
tional characteristics of the customer (е g , access to infor- 
mation about service prices) We focus on service quality 
dimensions because, after marketing activities have acquired 
the customer, variation ın the intrinsic attributes of services 
influences repeat purchase behavior and price elasticities 
This article distinguishes between three types of market 
segmentation variables horizontal segmentation variables 
that (1) apply to all customers (worldwide) or (2) operate 
across national borders within a region and (3) vertical seg- 
mentation variables that operate only within national bor- 
ders By region, we mean a group of nations in geographic 
proximity (e g , Asia Pacific, Europe, North America) that 
shares certain geographic, economic, political, or cultural 
characteristics Consequently, we explicitly. distinguish 
between horizontal segmentation variables that operate 
across regions (1e, worldwide) and variables that operate 
across (some) national borders within a region. This distinc- 
tion 1s both necessary and important because service organı- 
zations may choose to standardize certain aspects of service 
operations (eg, response or distribution centers) at the 
global or regional level To make this distinction, in the 
remainder of the article, we use the terms "global" to refer 
to horizontal segmentation across regions and "regional" to 
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refer to horizontal segmentation across countries within а 
region As an aside, we separately control for the main 
effects of culture 


A Model of Customers' Price 
Elasticities for Service Offerings 


This section develops hypotheses regarding price elasticities 
for international service offerings and incorporates them in 
a model of the determinants of price elasticities of individ- 
ual business customers We predict that price-based, hori- 
zontal market segments exist for service, where the segmen- 
tation variables are customers' responses to service quality 
dimensions and organizational characteristics Then, we 
consider whether vertical market segments also exist as a 
result of the moderating effects of national or regional 
variables 


Horizontal Market Segmentation 


The emergence of a global marketplace—fueled by regional 
unification, standardization of investment and production 
strategies, and increasing flows of information, labor, and 
technology across borders—is especially conducive to the 
emergence of customer groups with common preferences 
that transcend national borders (Day and Montgomery 1999, 
Levitt 1983) Consequently, researchers have claimed that 
some (but not all) service attributes can be standardized 
across national borders for delivery to horizontal market 
segments (e g , Patterson and Cicic 1995) For example, a 
cross-national segment of business customers might value 
responsiveness, which could be delivered by providing 
response centers open 24 hours a day and seven days a 
week However, there ts no empirical evidence on this issue 
In contrast, recent international market-segmentation 
studies have provided empirical support for the existence of 
horizontal market segments for consumer products (eg, 
Yavas, Verhage, and Green 1992) Hofstede, Steenkamp, 
and Wedel (1999) have argued that means—end theory pro- 
vides a conceptual basis for linking the product and the con- 
sumer in international markets The key idea underlying 
means-end theory is that product attributes yield benefits on 
consumption, which in turn yields customer satisfaction or 
value (Gutman 1982) On the basis of this notion, Hofstede, 
Steenkamp, and Wedel develop a methodology to identify 
cross-national segments using hierarchical relations 
between the consumer and the product, they show that hor- 
1zontal market segments exist for yogurt sold in 11 countries 
1n the European Union In subsequent research, they argue 
that "countries as segments" strategies may no longer be 
valid, and they demonstrate that store-image attribute 
importance weights display variation, with spatial concen- 
tration and contiguity of segments, across 7 countries 1n the 
European Union (Hofstede, Wedel, and Steenkamp 2002) 
We believe that price-based, horizontal (1e, cross- 
national) segments exist that reflect business customers' 
underlying preferences for services Our primary reason ts 
that, consistent with means-end theory, prior research has 
shown that service attributes yield (higher-level) benefits, 
such as service quality and value, which in turn yield cus- 
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tomer satisfaction and repatronage intentions (Anderson and 
Sullivan 1993, Bolton 1989, Boulding et al. 1993, Zeithaml, 
Berry, and Parasuraman 1996) The following paragraphs 
provide an 1n-depth discussion of our rationale for the exis- 
tence of price-based, horizontal segments that reflect busi- 
ness customers’ underlying preferences for dimensions of 
service quality and their organizational characteristics 


Dimensions of Service Quality 


Recent empirical research suggests that service organiza- 
tions that adopt a revenue expansion emphasis in which cus- 
tomization plays a key role perform better than firms that try 
to emphasize both revenue expansion and cost reduction 
(Rust, Moorman, and Dickson 2002) An understanding of 
the value of revenue-expanding strategies to the service 
organization depends on understanding the demand curve 
(Szymanski, Bharadwaj, and Varadarajan 1993), where 
demand depends on a means-end chain that links service 
attributes with service quality and. value (Zeithaml 1988) 
Although there has been intensive research regarding ser- 
vice quality (Fisk, Brown, and Bitner 1993), marketers have 
been unable to discover dimensions of service quality that 
are universally applicable to all customers and markets ! 
However, higher levels of service quality (on various dimen- 
sions) are associated with consumer reports of higher loy- 
alty levels in many settings (see De Wulf, Odekerken- 
Schroder, and Iacobucci 2001, Zeithaml, Berry, and 
Parasuraman 1996) In this article, we explore how dimen- 
sions of service quality—identified by qualitative and quan- 
titative research with customers conducted by the company 
that cooperated in this study—influence price elasticity Fol- 
lowing Parasuraman, Zeithaml, and Berry (1988), we label 
three dimensions responsiveness, reliability, and assurance 
and empathy We do not study tangibles because they are 
globally standardized for the company in our study, and 
such extrinsic cues regarding quality are less important than 
intrinsic cues when customers have substantial experience 
with a service and are making a decision about whether to 
repurchase tt 


Responsiveness Responsiveness can be defined as the 
willingness to help customers and provide prompt service 
(see Parasuraman, Zeithaml, and Berry 1988) Customers 
are more likely to repurchase goods and services from a 
responsive firm than from a less responsive firm (e g , Gilly 
and Gelb 1982) There are high levels of perceived risk in 
new service encounters (Schlesinger and Hallowell 1993), 
which are likely heightened in cross-national contexts 





l There are (at least) three different streams of research regarding 
the dimensions of service quality First, research based on the 
Nordic school distinguishes between different service processes 
(see Gronroos 1983) Second, following Juran (1988), researchers 
have distinguished between design quality, or elements of the ser- 
vice that the customer expects to receive based on benefits 
promised or stated in the service contract, and experience quality, 
or the customer's actual experience with each of the elements of 
the product or service (see Anderson, Fornell, and Rust 1997) 
Third, Parasuraman, Zeithaml, and Berry (1985, 1988) 1dentify 
five underlying dimensions of service quality—reliability, respon- 
siveness, assurance, empathy, and tangibles—and develop an 
instrument, SERVQUAL, to measure them 


Responsiveness reduces the perceived risk of continuing to 
purchase from an existing service provider, thereby increas- 
ing switching costs so that customers will be less sensitive 
to price increases (1 e , more price inelastic) 

Responsiveness is typically represented by the speed 
with which firms react to service requests from customers, 
however, responsiveness has multiple aspects In an interna- 
tional environment, response time can be hours or days, 
depending on the location of the customer relative to the 
service provider and the nature of the service Simple ser- 
vices may be easily executed, whereas complex services 
may require extensive time and effort to 1mplement The 
speed of employee responses to service requests may be 
limited Бу geography, whereas the speed of electronic 
responses to service requests may be accelerated through the 
use of remote technology Given that the greatest source of 
dissatisfaction for customers in technology-based service 
encounters 1s technology failure (Meuter et al 2000), cus- 
tomers place greater emphasis on a firm's ability to respond 
to technology-driven problems (Bitner, Brown, and Meuter 
2000, Lovelock 1999) As a result, we believe that cus- 
tomers are less price sensitive for highly responsive service, 
where responsive service encompasses initial response time 
and resolution time as well as the nature of the service 
request 


H; A honzontal market segment exists such that customers 
who recetve more responsive service are less price sen- 
sitive than customers who receive less responsive 
service 


Reliability Reliability, or the ability to perform the 
promised service dependably and accurately, 15 typically the 
most important service quality dimension to customers 
(Anderson, Fornell, and Rust 1997, Berry, Parasuraman, and 
Zeithaml! 1994) Reliability is particularly critical for ser- 
vices, because (unlike goods) services are typically charac- 
terized by heterogeneity (due to differences between 
employees delivering the service, customers, and context) 
and simultaneous production and consumption (Berry and 
Parasuraman 1991) When we say that customers prefer 
more reliable service, we mean that they prefer lower уап- 
ability in service attributes over time For example, response 
times ranging from two to four days are preferred over (less 
reliable) response times ranging from one to five days, even 
when the average response time 1s the same In addition, a 
service representative who is consistently courteous 1s pre- 
ferred over a service representative who is intermittently 
courteous, even if the two representatives are (on average) 
equally courteous Research suggests that customers some- 
times prefer a lower level of quality that ıs more certain (1 e , 
more reliable or consistent over time) to a higher level of 
quality that is less certain (Rust et al. 1999) 

Customers' predictive expectations develop from their 
Service experiences, and inconsistent service increases the 
possibility of unfavorable disconfirmation and dissatisfac- 
tion (Anderson and Sullivan 1993) Unfavorable disconfir- 
mation damages customer retention levels for services at 
greater rates than favorable disconfirmation benefits them 
(e g , Bolton 1989, Bolton and Lemon 1999) Consequently, 
we predict that customers are more tolerant of price changes 


(more price insensitive) and less apt to defect to alternative 
suppliers when they experience highly reliable service 


Н» A horizontal market segment exists such that customers 
who receive more reliable service over time are less price 
sensitive than customers who receive less reliable service 


Assurance and empathy Services are intangible, there- 
fore, service quality may be difficult to observe directly, and 
customers may consider employee behavior a surrogate for 
service quality (Wolkins 1993) Consistent with this notion, 
Parasuraman, Zeithaml, and Berry (1988) have identified 
assurance (1e, the knowledge and courtesy of employees 
and their ability to convey trust and confidence) and empa- 
thy (1 e , caring, individualized attention the firm provides to 
its Customers) as dimensions of service quality Employees 
convey trust and confidence when they make a special effort 
or commit the company’s resources to handling a business 
customer’s service request They provide caring, individual- 
ized attention through frequent visits and direct contact with 
the customer about service issues 

Empathy ts also represented by having operating hours 
that are convenient to the customer’s schedule, exhibiting 
flexibility in the delivery of services, and considering the 
customer’s other business constraints In global operations, 
providing assurance and empathy places an economic bur- 
den on the service organizatton (е g , when employees make 
long trips to provide on-site service) and thereby acts as a 
pledge from the organization to the customer (Anderson and 
Weitz 1992) Customers perceive the employee's efforts to 
provide assurance and empathy, recognize that these efforts 
signal high-quality future service, and (consequently) are 
more willing to repurchase from the service organization 
and pay premium prices (Berry, Parasuraman, and Zeithaml 
1994) 


H3 A honzontal market segment exists such that customers 
who receive more assurance or empathy from service rep- 
resentatives over time are less price sensitive than cus- 
tomers who receive less assurance 


In our study context, assurance and empathy reflect 
employee efforts and tend to operate similarly Conse- 
quently, our empirical work explores a single prediction 
regarding employee efforts to provide assurance However, 
we believe that in other industry contexts, the distinction 
between these two constructs 1s meaningful 


Organizational Characteristics 


Customers are often imperfectly informed about their alter- 
natives in the marketplace because of the large number of 
product offerings, the many dimensions on which offerings 
can be evaluated, and the complexity of those dimensions 
(Tellis and Wernerfelt 1987) The use of information tech- 
nology reduces complexity and improves marketing effec- 
tiveness (Bloom, Milne, and Adler 1994), but information 15 
often expensive to collect and difficult to use In particular, 
global firms suffer from a condition of adverse asymmetry 
1n information costs, and disproportionate costs are associ- 
ated with collecting, synthesizing, and communicating data 
(Mariotti and Piscitello 1995) We believe that business cus- 
tomers who purchase many services are likely to be more 
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knowledgeable about alternative service offerings and (con- 
sequently) more price sensitive than business customers who 
purchase few services We also believe that business cus- 
tomers who consider service purchases critical to the success 
of their core business operations are more price insensitive 
than business customers who do not view services as critical, 
because switching service providers or eliminating service 
purchases may have a negative effect on business perfor- 
mance (ceteris paribus) 


Нд A horizontal market segment exists such that customers 
who purchase few services in a given industry are less price 
sensitive than customers who purchase many services 


Hs A horizontal market segment exists such that customers 
who consider service offerings highly critical to their busi- 
ness performance are less price sensitive than customers 
who view the service offerings to be less critical 


Vertical Segmentation 


Cultural factors tend to exert greater influence on customer 
preferences and evaluations of services than do tangible 
goods (Mattila 1999) and thereby influence customer repa- 
tronage behavior (Kim and Chung 1997, Maignan, Ferrell, 
and Hult 1999) There are several reasons that cultural dif- 
ferences cause managers from different countries or regions 
to weigh differentially factors influencing their judgments 
and decisions about service and thereby to exhibit. differ- 
ences in price sensitivity First, managerial decision making 
1n a multinational environment 1s influenced by the cultural 
distance between the countries representing exchange part- 
ners (Kogut and Singh 1988), where cultural distance is the 
degree to which the cultural norms in one country are dif- 
ferent from those in another country Second, relationships 
with customers from collectivist societies result in stronger, 
more intimate, and (thus) more loyal relationships than do 
relationships with customers from individualistic societies, 
such as Germany This loyalty may translate into more price 
insensitivity on the part of customers from collectivist 
markets 

Third, cultural differences influence behavioral norms 
and work-related values (е g , Markoczy 2000), and these 
differences reflect disparity in the levels of both commut- 
ment to exchange partners and perceived satisfaction with 
exchange relationships Fourth, given that customers from 
different cultures have diverse behavioral norms, they evalu- 
ate services differently and have different expectations about 
optimal and adequate encounters For example, response 
centers open 24 hours a day and seven days a week may be 
more important in some countries or regions than in others, 
or an organization's characteristics (e g , perceptions of the 
business environment, such as the criticality of the service to 
successful business performance) may be more important in 
some countries or regions than in others Taken together, 
these arguments suggest that national or regional variables 
moderate the effects of some (or all) service quality dimen- 
sions and organizational characteristics on price sensitivity 


Hg Vertical market segments exist such that the effects of 
dimensions of service quality and organizational charac- 
teristics on price sensitivity are moderated by national and 
regional variables 
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Markets may be vertically segmented for some service dimen- 
sions (Hg) and horizontally segmented for others (H;-Hs) We 
investigate this issue 1n the empirical portion of this article 


Covariates 


Classic economic theory predicts that customers’ price elas- 
ticities will depend on the point on the demand curve at 
which they are calculated This prediction stems from the 
definition of price elasticity as dynamic in nature and is con- 
firmed ın other studies (e g , Hoch et al 1995) Thus, we 
treat price as a соуапаїе Cross-cultural differences within 
markets have often been argued to affect buyers’ perceived 
value of services (Dahringer 1991) These cross-cultural dis- 
parities are typically captured with Hofstede's (1980) cul- 
tural dimensions As described in the next section, we there- 
fore control for the main effects of cultural distance by 
employing Kogut and Singh's (1988) measure of cultural 
distance between markets Last, we include dummy varı- 
ables representing geographic markets tn the initial models, 
because the direct effects of these variables must be deter- 
mined before any test for interaction effects of regional or 
national differences can take place 


The Study Context, Data Set, and 
Measures 


Study Context 


The study context is the purchase of system support services 
by large business customers System support services are 
continuously provided services that enable or facilitate the 
functioning of manufacturing equipment, high-technology 
equipment, software, and other systems Some examples 
include support services for telecommunications, comput- 
ing, and other information technology, repair and mainte- 
nance services for engineering, medical, and/or other equip- 
ment, and support services for financial, health, or energy 
management software systems In this study, the data set 
describes a stratified random sample of customers who pur- 
chased computing system support services from a company 
operating 1n many national markets We draw the sample 
from three regions in which this company provides services 
Asia Pacific (Тарап, Korea, and Singapore), Europe (Ger- 
many and the United Kingdom), and North America 
(Canada and the United States) 

Customers purchase service contracts for systems of 
computer hardware and software The service contracts are 
purchased independently from the systems (which have 
been purchased earlier) The contracts cover both hardware 
and software support, that 1s, the two related offerings are 
bundled (Stremersch and Tellis 2002) The contracts are 
fixed-price contracts, and therefore customers are not billed 
on the basis of service-usage levels Customers purchase a 
separate contract for each system, they buy multiple con- 
tracts 1f they own multiple systems, and the contracts may 
act as substitutes and/or complements for other products 
There are roughly eight major competitors ın any given mar- 
ket Customers can (and do) purchase system support con- 
tracts from many different service organizations, and thus 


switching costs are low compared with other industries 
Customers may also decide to purchase different levels of 
support for different systems In this study, we focus on two 
system support contracts (1e, two different products) that 
promise different levels of support. Low-support contracts 
provide primarily reactive responses to customer requests 
about core hardware and software problems High-support 
contracts provide reactive responses, escalation procedures, 
and proactive consulting 1n addition to actions that maintain 
and enhance system effectiveness. Both offerings have spe- 
cific, contractually defined, targeted or guaranteed perfor- 
mance levels, such as “24—7 support with a guaranteed 
response within two hours " The low-support-contract terms 
and conditions are a subset of the high-support-contract 
terms and conditions For example, low-support contracts 
promise resolution of certain issues within six hours, 
whereas high-support contracts promise resolution of the 
same issues within four hours The duration of system sup- 
port contracts ranges from three months to one year 


The Data Set 


Each customer has (potentially) a separate price elasticity of 
demand for low- and high-support services The data set 
describes purchases of system support contracts during 1998 
and 1999 for 184 business customers in Asia Pacific, 216 in 
Europe, and 341 in North America Because not all cus- 
tomers purchase contracts at both support levels, the resul- 
tant data set contains 508 price elasticities for low-support 
offerings and 445 price elasticities for high-support offer- 
ings There are only six high-support contracts held by 
Canadian customers, so these observations are pooled with 
US customers in our statistical analyses of high-support 
price elasticities 

The data set contains a description of each customer's 
interorganizational relationship, including tts purchase his- 
tory, over a three-year period It combines information from 
three primary sources (1) a master file that describes the 
characteristics of each customer account, (2) annual billing 
data for all contracts held by the customer, and (3) internal 
company records of monthly service operations data for ай 
contracts and customers Customers' organizational charac- 
teristics are recorded in the master file, including the num- 
ber of low-support and high-support offerings each cus- 
tomer held, which is an estimate of customers’ total support 
budget and their report of how critical system support is to 
their business operations The billing data are used to calcu- 
late each customer's price elasticities for low- and high- 
support service contracts The time-series data describing 
the system support experiences of the customers, obtained 
from monthly operations reports during 1997 and 1999 (at 
the contract level), are used to derive objective measures of 
service customization (reliability, responsiveness, and assur- 
ance) for each system support offering level 

The customer's report of how critical system support is to 
its business operations was originally obtained in а telephone 
interview with the customer organization's decision maker, 
who was asked the following question “Which of the follow- 
ing best describes the impact of four hours unscheduled sys- 
tem downtime on all business at your location? Would you say 


that the impact is extremely critical (5) not at all critical (1) " 
Whth the exception of this measure, we do not use perceptual 
measures of model constructs, and therefore it 1s unnecessary 
to conduct tests for cross-cultural measurement equivalency 


Measurement of Price Elasticities of Demand for 
Individual Business Customers 


Effective measurement of price elasticities can be a complex 
task 1n any context (Boatwright, McCulloch, and Rossi 
1999) Prior research has typically measured price elastici- 
ties for groups of customers by deriving them from aggre- 
gate demand functions (e g , Bolton 1989) A notable excep- 
tion is Elrod and Winer's (1982) study of market- 
segmentation issues, which measures price elasticities of 
individual families Because our study focuses on market- 
segmentation issues, we also measure the price elasticities 
of individual customers We do not derive our price elastic- 
ity estimates from individual customer demand functions, 
because there is insufficient time-sertes data to estimate 
these functions Nor do we derive our individual customers’ 
price elasticity estimates from aggregate demand functions 
(eg, by allowing heterogeneity in the demand function 
parameters), because this approach requires knowledge of 
the ways price interacts with other antecedents of customer 
demand for services We obtain a separate elasticity for each 
support-contract type (low or high) by calculating the “arc 
elasticity" on the basis of customers' repeat purchases at the 
end of 1999 compared with purchases at the end of 1998 (A 
one-year period corresponds to most customers' budget 
cycles and to the maximum contract duration ) By calculat- 
ing the price elasticity of demand for repeat purchases, we 
are able to hold fixed (for our consideration) a customer's 
total number of systems, which thereby eliminates factors 
that might influence the demand for systems and (conse- 
quently) the demand for system support When a customer 
decides not to repurchase a contract for a given system, the 
company may have decided to purchase a system support 
contract from another supplier, to provide support internally, 
or to do without support Such decisions are (naturally) 
related, but they are made 1n increments of one contract 
Thus, we calculate our measure of price elasticity of demand 
for low-support contracts for a given customer as the per- 
centage change in the number of low-support contracts pur- 
chased by the customer, divided by the percentage change in 
price paid for low-support contracts by the customer Simi- 
larly, we calculate our measure of price elasticity of demand 
for high-support contracts for a given customer as the per- 
centage change in the number of high-support contracts pur- 
chased by the given customer, divided by the percentage 
change in price paid for high-support contracts by the cus- 
tomer These measures are described п Tables 2 and 3 Note 
that we make a separate calculation for each contract (low or 
high) for each customer 

Tables 2 and 3 show descriptive statistics for customers 
holding low-support contracts and high-support contracts, 
respectively, displayed by country The two groups of cus- 
tomers overlap in each country but have different character- 
istics In Table 2, the average price elasticity for low-support 
offerings across 104 customers in Germany is — 30, whereas 
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ТАВГЕ 2 


Average Price Elasticities by Country: Low-Support Offerings 
€—€———— € SAO ш URP у ft eti ssa E REM ыл л ы 


Asia Pacific 
Variable Japan Korea Singapore 
Price elasticity – 02 67 -01 
( 48) ( 98) ( 49) 
Average number 374 610 8 26 
of contracts (4 22) (5 53) (20 24) 
per customer 
used to calculate 
elasticity estimate 
Criticality 400 441 3 60 
(1 23) ( 93) (1 26) 
Average number 127 6 04 487 
of high-support (2 81) (6 81) (10 23) 
contracts held 
Sample size 68 36 39 
(number of 
customers) 








Europe North America 
United United 
Germany Kingdom Canada States 
– 30 —20 — 03 02 
(1.46) ( 85) ( 14) ( 37) 
1425 10 41 10 40 8 36 
(21 04) (18 63) (10 09) (22 99) 
4 37 416 3 92 4 02 
( 98) (138) (94) (88) 
461 4 11 31 96 
(7 36) (8 30) (1 04) (1 21) 
104 62 38 161 


eee 
Notes The table shows average price elasticities across customers, with standard deviations in parentheses Pnice elasticities are measured 
such that a negative value implies (relative) price sensitivity and a positive value implies (relative) price insensitivity The table also shows 
descriptive statistics for selected other vanables, such as number of contracts held The customer's self-report of criticality is measured 


on a five-point scale, where 5 = highly critical systems 


the average price elasticity for low-support offerings across 
36 customers in Korea 1s 67, which implies that German 
customers are more price sensitive than are Korean cus- 
tomers Table 2 shows that 104 German customers, who 
hold (on average) 14 25 low-support contracts, also hold 
4 61 high-support contracts They report an average level of 
criticality of 4 37, measured on a five-point scale, where 5 = 
highly critical systems In Table 3, the average price elastic- 
ity for the 53 customers in Germany who hold high-support 
contracts 15 — 76 This smaller group of customers holds (on 
average) 3 38 high-support contracts and 11 71 low-support 
contracts and reports a high level of criticality of 455 Over- 
all, the price elasticity estimates for low- and high-support 
contracts are similar to elasticity estimates reported 1n prior 
research (see Tellis 1988) 

The central limit theorem predicts that our measures 
of price elasticity for an individual customer will be more 
precise when the customer holds many service contracts 2 
We recognize the imprecision in price elasticity measures 
for customers who hold low numbers of contracts by dis- 
carding price elasticity estimates that fall outside the 
range of —11 to 35 This cutoff rule discards 6% of the 
low-support contracts and 10% of the high-support con- 


2This feature is made evident by considering an extreme case 1n 
which a customer begins by holding a single contract and then does 
not repurchase ıt because of a price increase of 5%, for example 
The resultant elasticity measure ıs 2100/5 = —20 If the same cus- 
tomer held ten contracts and repurchased five after a price increase 
of 5%, the resultant price elasticity measure 15 —50/5 = —10 We 
know that the second price elasticity estimate 1s more precise 
because it 1s based on a larger sample (ten contracts) than the first 
price elasticity estimate (one contract) 
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tracts In our study, customers typically hold about ten 
low-support contracts and five high-support contracts 
Consequently, our rule discards a greater percentage of 
observations for high-support contracts because cus- 
tomers hold fewer high-support contracts We also recog- 
nize imprecision in the price elasticity. estimates. by 
weighting the data when we estimate our model By dis- 
carding outliers that are less precise and by using a 
weighted least squares (WLS) estimation procedure, we 
increase the statistical efficiency of the estimates of our 
model parameters We do not change the substantive 
results reported in this article 


Measurement of Predictor Variables 


Identification of service quality dimensions Before this 
study, the cooperating company conducted qualitative and 
quantitative research with customers in Asia Pacific, 
Europe, and North America First, a market research consul- 
tancy (that specializes in primary research for high- 
technology products and services) conducted 88 face-to- 
face interviews with managers from customer organizations, 
with the objective of identifying the relevant dimensions of 
service quality The interviews focused on the customers' 
perceptions of exemplary service and service gaps 
Although the company is a best-in-class service provider, 
the majority of respondents identified reliability (16 , con- 
sistently meeting the terms and conditions of the service 
contracts) as the dimension of service quality that was most 
important to them Responsiveness (1e , willingness to help 
and provide prompt service) and assurance (1e , the knowl- 
edge and courtesy of employees and their ability to convey 


TABLE 3 
Average Price Elasticities by Country: High-Support Offerings 








Asia Pacific 
Variable Japan Korea Singapore 
Elasticity 12 12 – 03 
( 56) ( 80) (54) 
Average number 2 53 551 4 65 
of contracts (3 29) (6 18) (9 62) 
per customer 
used to calculate 
elasticity estimate 
Cnticality 4 05 4 39 373 
(1 15) (1 09) (132) 
Average number 275 3 60 652 
of low-support (4 83) (5 47) (19 27) 
contracts held 
Sample size 38 77 44 
(number of 
customers) 


Europe North America 
United United 
Germany Kingdom Canada States 
— 76 —1 04 .00 
(2 52) (2 69) ( 43) 
3 38 6 97 1 19 
(4 02) (9 45) (95) 
4 55 4 59 4 05 
( 85) (1 07) ( 83) 
11 71 14 84 4 16 
(15 50) (20 84) (20 16) 
53 34 NA 193 


ccu cU —————ÁÉÉ—————————À ЕЕЕ 

Notes МА = пої applicable The table shows average price elasticities across customers, with standard deviations in parentheses Price elas- 
ticities are measured such that a negative value implies (relative) price sensitivity and a positive value implies (relative) price insensitiv- 
ity The table also shows descnptive statistics for selected other vanables, such as number of contracts held The customer's self-report 
of cnticality is measured on a five-point scale, where 5 = highly critical systems 


trust and confidence) were the two other dimensions of ser- 
vice quality that customers identified 3 

Second, the cooperating company conducted a customer 
satisfaction and loyalty survey that measured both abstract 
and specific (1e, actionable) perceptual measures of the 
dimensions of service quality The sample sizes and 
response rates for the survey їп each of the three regions are 
227 observations from Asia Pacific for a response rate of 
34%, 263 observations from Europe for a response rate of 
30%, and 340 observations from North America for a 
response rate of 42% Quantitative analyses of the survey 
data identified the same three abstract dimensions of service 
quality and linked them to perceptions of specific service 
operations For example, responsiveness (an abstract mea- 


3Respondents included chief information officers, management 
information system managers, and service technicians who were 
identified from company records and screened by the consultancy 
to ensure that they were involved in the decision-making process 
for service contracts (either recommending or making the final 
decision) A few brief quotations from customers in different coun- 
tries are provided here (1) Responstveness “Our biggest problem 
1s to shorten the response time to the trouble” "[We] need a highly 
flexible emergency team that can respond to — different needs ” (2) 
Reliability “It’s a full-time job trying to get people to do what 
we're paying them to do” “They should be concentrating on ful- 
filling their contracts, which would make me happy” “They have 
poor performance on their end — Let's just say they make faulty 
promises ” (3) Assurance “I want a partner Somebody I can trust 
and I know his background | completely trust ın him We solve 
problems together” “Getting the right people who know what 
they're talking about and understand our environment” “I want to 
talk with someone more knowledgeable ” “Get me the right person 
at the right time We need a higher level of expertise " 


sure) can be statistically linked to perceptions of response 
time for hardware requests Consistent with means—end 
chain theory, we mapped the three abstract dimensions of 
service quality into hard (1 е, objective and concrete) mea- 
sures that could be derived from the service operations data 
set using well-established procedures (see Kordupleski, 
Rust, and Zahorik 1993, Zeithaml and Bitner 2000, рр 234— 
38) By linking customer preferences for service quality 
dimensions to concrete service attributes, we created a basis 
for market segmentation that 1s highly actionable for man- 
agers (Urban and Hauser 1993) 

In summary, we ultimately measured the dimensions of 
service quality using the service operations data set Our 
approach is different from cross-sectional studies that rely 
on perceptual measures of service quality (which can be 
standardized across companies and industries) However, it 
1s consistent with within-company studies that relate per- 
ceptual service quality dimensions to specific business 
process metrics to produce actionable results for managers 
(eg, Bolton and Drew 1994, Goodwin and Ball 1999, p 
33) Because low and high support have different character- 
istics, the low- and high-support equations use slightly dif- 
ferent measures of service quality 


Measurement of service quality dimensions Table 4 
describes the measures of model constructs Responsiveness 
refers to willingness to provide prompt service Lack of 
responsiveness 1s measured by the average time until first 
response to a hardware request and by average resolution time 
for a software request To obtain measures of responsiveness 
(rather than the lack thereof), we reverse code these measures 

Reliability refers to consistency or dependability in 
meeting service contract terms and conditions Because 
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TABLE 4 


Equation Constructs and Measures 





Construct 


Prce elasticity 


Responsiveness 


Reliability 


Assurance 


Measure for Low-Support 
Offering Equation 


Percentage change in quantity of support level 
contracts of type k, divided by percentage 
change in price of support level contracts of 
type k for each customer i 


Reverse coding of average time until first 
response on hardware requests (in hours) 
Reverse coding of average time on responses 

to software requests (in hours) 


Reverse coding of extreme values of resolution 
time for software requests (number of 
occurrences) 


Extreme values for time until first response on 


Measure for High-Support 
Offering Equation 


Same 


Reverse coding of average travel time to 
hardware on-site requests (in hours) 

Reverse coding of average resolution time for 
software requests (in days) 


Reverse coding of extreme values of engineer 
effort to resolve software requests (number of 
occurrences) 


Extreme values for travel time to on-site 


hardware request (number of occurrences) 


Organizational 


Firm experience. number of high-support 


hardware requests (number of occurrences) 
Average engineer effort to resolve software 
requests (in minutes) 


Firm experience. number of low-support 


characteristics offerings held offerings held 
System criticality (self-report on a five-point System criticality (self-report on a five-point 
scale) scale) 
Covariates 
Cultural Hofstede’s cultural index of Same 
characteristics individualistic/collectivistic cultures 
Price levels List price expressed in US dollars Same 
Covanates Geographic dummies (where applicable) Geographic dummies (where applicable), total 


budget spent on system support (scaled U S 
dollars) 





response and resolution time are critical service “promises,” 
lack of reliability ın service delivery ıs measured by count- 
ing extreme incidents in which response or resolution time 
for hardware or software requests were unusually high com- 
pared with industry benchmarks We do not use average 
response and resolution time to measure reliability, instead, 
we calculate measures of inconsistency in service by count- 
ing extreme values of response and resolution times (te, 
measuring skewness) Few or no extreme values imply that 
service 1s very dependable or reliable over time, that 15, ser- 
vice operations levels are tightly distributed around average 
values 4 Specifically, we measure lack of reliability by the 


4Distnbutions of customer service measures (eg, employee 
labor, matenals, resources allocated, response time, resolution 
time) are typically skewed and are characterized by a lower bound- 
ary of zero, a majonty of observations within a certain range, and 
a few "extreme" outcomes For example, a single service techni- 
cian can usually deliver a service, using certain materials and pro- 
cedures, within 24 hours of the customer's request However, a cus- 
tomer’s request may occasionally require efforts by multiple 
technicians, using more extensive materials and procedures, and 
therefore take much more time These "extreme outcomes," or 
infrequent but extremely high (or low) levels of delivered service, 
are instances of unreliability 
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number of incidents for which resolution time on a software 
support request exceeded 120 minutes (two hours) and by 
the number of incidents for which engineer effort to resolve 
software support requests was unusually high as measured 
by minutes spent (In this data set, the service operations 
records indicate that 13% of hardware support incidents 
were resolved 1п more than 240 work minutes, and 11% of 
software support incidents were resolved in more than 120 
work minutes ) In other words, we measure reliability by 
counting the number of instances of unreliable service 
(extreme deviations from promised levels) To obtain mea- 
sures of reliability (rather than the lack thereof), we reverse 
code these two measures 

We measure the (combined) assurance and empathy 
dimension by two variables that reflect the knowledge, cour- 
tesy, and individualized attention provided by employees 
We measure the average amount of engineer time invested in 
resolving software support requests and occasions of on-site 
visits to customer locations (when remote handling of the 
request was insufficient) Qualitative research indicates that 
customers recognize the additional quality delivered by an 
engineer relative to a (less knowledgeable) service techni- 
cian, and they recognize on-site visits (as opposed to remote 
communications) as evidence of caring and concern within 


the relationship Although these two measures seem to cor- 
respond to assurance and empathy (respectively), we 
believed there was some overlap, however, we use the term 
*assurance" throughout the remainder of this article 

Two organizational characteristics are recognized (by 
both service providers and customers) as market- 
segmentation variables for all firms in this industry (1) the 
customer organization's breadth of experience with support 
contracts and (2) a measure of the criticality of system sup- 
port In the equation for low-support contracts, we include 
the customers' total number of contracts (both low and high 
support) and the customer's number of high-support con- 
tracts In the equation for high-support contracts, we include 
estimates of customers' total dollars spent on systems sup- 
port (both low and high support) and the customer's number 
of low-support contracts In other words, we use two mea- 
sures in each equation to capture the quantity and quality of 
the customer organization's support service experience 
(The low-support equation includes a measure of the num- 
ber of high-support contracts, and the high-support equation 
includes a measure of the number of low-support contracts 
We deliberately do not include the number of low-support 
contracts in the low-support equation or the number of high- 
support contracts in the high-support equation because these 
measures are used in the calculation of the equation's 
respective dependent variables ) The measures of experience 
might be proxies for the customer organization's size or rel- 
ative importance of system support expenditures relative to 
other budget items as well as the organization's experience 
with system support contract purchases However, because 
our study sample 15 restricted to extremely large businesses, 
we believe that these measures primarily reflect the cus- 
tomer organization's experience with. system support con- 
tract purchases Total support budget was measured by the 
estimated total dollars spent by the organization on system 
support (1 e , paid to the cooperating company and its com- 
petition) This budget is a numeric value expressed in US 
dollars The value has been multiplied by a constant to pre- 
serve the confidentiality of the company's records 

The equations for both low- and high-support offerings 
include covariates to capture national cultural distance Sim- 
ilar to Kogut and Singh (1988), we estimate national cultural 
distance as a composite index based on Hofstede's (1980) 
four national culture scales that incorporate power distance, 
uncertainty avoidance, masculinity/femininity, and individu- 
alism The index values are Japan (46), Korea (18), Singa- 
pore (20), Germany (67), United Kingdom (89), Canada 
(80), and United States (91) (Hofstede's cultural distance 
measure has a single value for each country, so there is no 
standard deviation ) In our sample, "regions" included Asia 
Pacific (Japan, Korea, and Singapore), Europe (Germany 
and the United Kingdom), and North America (Canada and 
the United States) 


Estimation Procedure and Results 


We estimate separate equations for low- and high-support- 
contract price elasticities Price elasticity estimates for busi- 
ness customers in different countries of origin may have dif- 
ferent amounts of measurement error as a result of different 


market characteristics Furthermore, each customer's arc 
elasticity for a given type of support contract 1s calculated 
on the basis of the number of low/high contracts it holds, so 
that business customers who hold large numbers of contracts 
should have more precise elasticity estimates Consequently, 
the error terms of each of the two price elasticity equations 
may be characterized by heteroscedasticity, that 15, the mag- 
nitude of the equation errors may depend on the customer's 
country of origin and on the number of the low (or high) 
offerings purchased by the customer We use Glesjer's 
(1969) test to test for heteroscedasticity of error terms due to 
these two features (Johnston 1972) This test confirmed het- 
eroscedasticity stemming from the country of origin and the 
number of contracts used to calculate the price elasticity 
estimate as well as the nature of the contract We use WLS 
to correct for heteroscedasticity We calculate the weight for 
each observation in the data set by (1) estimating ordinary 
least squares regressions for each support level and country, 
(2) calculating the error variance for each combination of 
support level and country, and (3) dividing this error vari- 
ance by the number of contracts used to calculate the price 
elasticity estimate We use these in the WLS estimation of 
the equations (Greene 1993) Note that we do not use a sys- 
tems estimation procedure because all customers do not 
hold both types of contracts 

We use a multiple-step procedure to test for the 1nterac- 
tion effects of national and regional differences First, we test 
for the existence of national differences in response to service 
quality dimensions and organizational variables by initially 
estimating an unconstrained model in which we use dummy 
variables for the six countries to create main and interaction 
terms with the measures described in Table 4 5 We conduct F- 
tests to test the null hypothesis that the coefficients of a given 
predictor variable are equal in magnitude across countries in 
the same region The results are reported in the columns 
labeled Asia Pacific, Europe, and North America ın Table 5 
A nonsignificant F-statistic in these cells indicates that there 
are no significant differences across countries within. these 
regions For example, for low-support contracts in Asia 
Pacific, we reject the null hypothesis that the coefficients of 
the predictor variables are equal across countries (Japan, 
Korea, and Singapore) for only two variables (1) assurance, 
as measured by extreme values for time until first response 
on hardware requests (6 07, p « 01), and (2) price (4 20, p « 
05) Thus, there are differences in customers’ responses to 
assurance and price across the three countries in Asia Pacific 

Second, we conduct F-tests to test the null hypothesis 
that the coefficients of a given predictor variable are equal in 
magnitude across the three regions (This test 1s only applic- 
able when we do not reject the null hypothesis at the first 
step ) These results are reported 1n the right-hand column of 
Table 5 A nonsignificant F-statistic 1n these cells indicates 


5Cultural distance 15 not subject to pooling tests because ıt takes 
on a single value for a given country We test whether region coef- 
ficients can be constrained to be equal only for those regions where 
tests indicated that country coefficients could be constrained to be 
equal For example, our test constrains price coefficients for North 
America and Asia to be equal, excluding Europe, because the 
United Kingdom and Germany have already been shown to have 
different values 
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ТАВГЕ 5 


F-Statistics from Pooling Test Results 





Country Coefficients Equal Within Region 





Region 
Asia North Coefficients 
Coefficient Pacific Europe America Equal 
Low-Support Model Tests 
Responsiveness 
Average time until first response on 
hardware requests (reverse coded) 02 221 22 185 
Average time on responses to 
software requests (reverse coded) 49 9 15* 04 08 (NA = AP) 
Reliability 
Extreme values of resolution time 
for software (reverse coded) 36 00 06 126 
Assurance 
Extreme values for time until first 
response on hardware requests 6 07* 2 58 02 162 (NA = E) 
Organizational Characteristics 
Criticality 27 131 09 5 89* 
Number of contracts 34 27 07 385“ 
Covariates 
Pnce 420“ 3 72*** 09 No test 
Geographic dummies 147 133 No test 152 
High-Support Model Tests 
Responsiveness 
Average travel time for hardware on-site 
requests (reverse coded) 01 49 03 618“ 
Average resolution time for software 
requests (reverse coded) 40 10 254 11 46* 
Reliability 
Extreme values of engineer effort to 
resolve software requests (reverse coded) 7 48* 135 08 3 20*** (NA = E) 
Assurance 
Extreme values for travel time to on-site 
hardware requests 231 01 00 2 11 
Average engineer effort to resolve 
software requests 4 09** 28 04 69 (NA - E) 
Organizational Characteristics 
Criticality 33 173 No test 2 3e*** 
Total support 61 83 No test 6 65* 
Covariates 
Price 152 234 No test 19 
Geographic dummies 73 2 93*** No test 20 (МА = AP) 
“p< 01 
**р< 05 
"р < 10 


Notes МА = North Атепса, АР = Asia Pacific, Е = Europe In right-hand column, constraints are across all three regions unless indicated 


otherwise For example, “NA = E" indicates that the constraint was applied across North America and Europe 


that there are no significant differences across regions For 
example, for low-support contracts, we cannot reject the null 
hypothesis that the coefficients of the predictor variables are 
equal across regions for reliability (126, р > 10) and 


responsiveness (1 85, p > 10) 
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On the basis of the results from Table 5, we estimate a 
pooled model (using data from all nations and regions) that 
allows for national and regional differences in the effects of 
service quality and organizational characteristics variables 


on price elasticity estimates We examine this penultimate 


model and delete all predictor variables that are not statisti- 
cally different from zero at p< 15 (We use p « 15 rather 
than a smaller value to be conservative and avoid omitted 
variable bias) For example, Table 5 1ndicates that the effect 
of reliability was the same across countries and regions in 
the low-support model Consequently, reliability 1s 1ncluded 
in the penultimate model as a global effect, but it 1s not sta- 
tistically different from zero at p « 15 1n that model, so we 
drop it from the final model We then estimate the final 
(reduced) models for both the low-support (Table 6) and 
high-support (Table 7) models On the basis of the tests 
described in Table 5 and the results shown in Tables 6 and 7, 
we draw conclusions regarding our hypotheses 6 


6As part of this iterative testing procedure, we investigate 
whether each national or regional variable is a "pure" moderator 
(1e, the main effect is not significant 1n the presence of interaction 
terms) or a *quasi moderator” (t e , the main effect and the interac- 
tion effects are significant) We investigate this issue using the stan- 
dard tests of moderated regression analysis (Baron and Kenny 
1986, Irwin and McClelland 2001, Sharma, Durand, and Сиг-Апе 
1981) As shown 1n Tables 6 and 7, the results of these tests are 


Tables 6 and 7 show that the R2 for the low-support 
model is .28 (p « 001) and 55 (p « 001) for the high- 
support model Both models fit well, especially when ıt 1s 
noted that each model accounts for differences 1n business 
customers' behavior, as measured by sometimes rather 
imprecise price elasticity estimates The quality of fit is also 
represented in the service quality dimensions by engineering 
and operations measures, rather than relying on perceptual 
data, and these measures perform well It 15 notable that we 
are able to explain much more of the variance in the cus- 
tomized or "augmented" product (1e, high-support con- 
tracts) than in the standardized or “соге” product Note that 
Tables 6 and 7 provide detailed information about customer 


mixed National and regional characteristics are pure moderators in 
the low-support equation and quasi moderators in the high-support 
equation (because main effects for Germany and the United King- 
dom are significantly difterent from zero) We believe that national 
and regional variables can be pure or quasi-moderator variables 
depending on idiosyncratic characteristics of the product markets, 
and these results will not necessarily generalize to other product 
markets Consequently, we do not discuss this issue further 











TABLE 6 
Low-Support Final Model: WLS Results 
Coefficient Standard Standardized 
Variable Estimate Error Coefficient 
Intercept 0075 1281 
Responsiveness 
Average time on responses to software 
requests (reverse coded), Germany — 0006 0005 – 04 
Average time on responses to software 
requests (reverse coded), United Kingdom 0001** 0000 08 
Reliability 
Not supported 
Assurance 
Extreme values for time until first response 
on on-site hardware request, Korea 1 2249* 1362 — 38 
Organizational Characteristics 
Criticality, Europe — 0092* 0058 17 
Number of high-support contracts, Europe 0119* 0035 13 
Number of contracts, Asia Pacific — 0092 0058 — 08 
Covariates 
Hofstede cultural distance 0004 0018 01 
Price Europe, Germany — 0202*** 0114 —07 
Price North America — 0054*** 0031 —07 
Model Statistics 
R2 28 
Adjusted R2 27 
F-statistic 24 43" 
*p « 01 
“p< 05 
“р < 10 


Notes All our hypotheses predict conditions under which customers will be more price insensitive. Our equations аге specified, and our теа- 
sures are constructed, so that a positive coefficient implies more pnce inelasticity or insensitivity and a negative coefficient implies more 


price elasticity or sensitivity 
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ТАВГЕ 7 
High-Support Final Model: WLS Results 





Coefficient Standard Standardized 
Variable Estimate Error Coefficient 
Intercept 7346 3938 
Responsiveness 
Average travel time to hardware on-site 
requests (reverse coded), Europe 16582" 1575 71 
Average travel time to hardware on-site 
requests (reverse coded), North America 2741** 1180 10 
Average resolution time for software requests 
(reverse coded), North America 2 2135* 2733 28 
Reliability 
Extreme values of engineer effort to resolve 
software requests (reverse coded), Japan 0722* 0276 11 
Extreme values of engineer effort to resolve 
software requests (reverse coded), Korea 1401* 0246 26 
Extreme values of engineer effort to resolve 
software requests (reverse coded), Europe 
and North America 3327* 0497 35 
Assurance 
Extreme values for travel time to on-site 
hardware requests, all markets 7857* 0949 — 33 
Average engineer effort to resolve software 
requests, Japan 0070** 0030 — 10 
Average engineer effort to resolve software 
requests, Korea 0076* 0023 — 16 
Average engineer effort to resolve software 
requests, Europe and North America 0107* 0016 —32 
Organizational Characteristics 
Criticality, Asia Pacific — 1032 0652 — 13 
Number of low-support contracts, Europe 0286* 0057 26 
Total support budget, Europe 0003" 0001 09 
Total support budget, North America — 0001*** 0001 — 06 
Covariates 
Hofstede cultural distance — 0044 0051 — 08 
Geographic dummy, Germany —1 9537* 3965 - 23 
Geographic dummy, United Kingdom —2 3561* 3858 —45 
Model Statistics 
R? 55 
Adjusted R2 53 
F-statistic 33 00* 
“p< 01 
“p< 05 
Кы? < 10 


Notes A positive coefficient implies more рпсе inelasticity or insensitivity and a negative coefficient implies more price elasticity or sensitivity 


preferences for contracts For example, for low-support con- 
tracts, Table 6 shows that German customers consider 
responsiveness, measured by the average response time to 
software requests, much more important than do UK 
customers 

We test our hypotheses by examining Tables 6 and 7 Hj 
predicts that customers who receive more responsive service 
over time are less price sensitive than customers who receive 
less responsive service (ceteris paribus) In the low-support 
model (Table 6), U K customers are less price sensitive 
when the average resolution time for software requests 15 
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high (p « 01), but non-U K customers are not In the high- 
support model (Table 7), customers are less price sensitive 
when average travel times to provide on-site hardware sup- 
port are high (Europe, p « 01, North America, p « 05) and 
when average resolution time 1s high for software requests 
(North America, p « 01), which indicates horizontal seg- 
ments exist across countries These results support H; 

Н» predicts that customers who receive more reliable 
service over time are less price sensitive than customers who 
receive less reliable service In the low-support model, none 
of the measures of reliability 1s shown to be statistically sig- 


nificant 1n Table 6 In the high-support model, European, 
Korean, Japanese, and North American customers are price 
sensitive when engineer efforts to resolve software service 
requests are occasionally slow (р < 01), as shown ın Table 
7. This result supports the hypothesis that customers who 
experience more reliable service over time are less price 
sensitive 

Нз predicts that customers who receive more assurance 
(e g , because of efforts by employees) are less price sensi- 
tive than customers who receive less assurance In the low- 
support model, Korean customers are less sensitive to price 
when technicians’ time until first response on an on-site 
hardware request 1s occasionally high (p « 01) This ini- 
tially surprising result is due to an on-site visit seldom being 
a first response to a hardware request, yet the customer 
clearly values this effort In the high-support model, cus- 
tomers 1n Europe, Japan, Korea, and North America are less 
price sensitive when average engineer effort to resolve soft- 
ware requests is high and when technicians make infrequent 
but lengthy trips to resolve on-site hardware requests These 
findings support the prediction in Нз; that customers who 
received assurance from employee efforts are less price 
sensitive 

На and Hs pertain to organizational characteristics H4 
predicts that customers who purchase few services in a 
given industry are less price sensitive than customers who 
purchase many services In the low-support model, Euro- 
pean customers with a low number of support contracts are 
more price insensitive than those with large numbers of con- 
tracts (p « 01) In the high-support model, European cus- 
tomers with a low number of low-support contracts and low 
total support budgets are more price insensitive (p < 01) 
Consequently, H4 is supported throughout Europe How- 
ever, in the high-support model, North American customers 
are more price sensitive when purchases (as measured by the 
size of their total support budget) are high, which thereby 
refutes H4 We speculate that this anomalous result is due to 
the robust North American economy (compared with the 
rest of the world) during this period Н; predicts that cus- 
tomers who consider service offerings highly critical to their 
business are less price sensitive than customers who con- 
sider the service offerings less critical. Table 6 shows that 
this hypothesis 1s supported 1n the low-support model for 
European customers (p « 01), however, Table 7 shows that 
Hs 1s not supported in the high-support model 

Through testing Н,-Н;, we have established that price- 
based, horizontal market segments exist that reflect dimen- 
sions of service quality and organizational characteristics 
Hg predicts that the effect of service quality dimensions 
and organizational characteristics on customers' price elas- 
ticities 15 moderated by national or regional differences 
Many differences exist both among countries and among 
regions for both low-support and high-support service con- 
tracts Here, we examine the (joint) F-test results for the 
low-support model displayed in Table 5 The price elastic- 
ties of European customers showed significant intra- 
regional differences in the effects of responsiveness (p « 
01) The price elasticities of Asia Pacific customers 
showed intraregional differences in the effects of assurance 
(p « 01) These results show that the influence of service 


quality dimensions on price elasticities 1s moderated by 
national and regional differences In the low-support 
model, we found significant differences across regions for 
both criticality (p < 05) and number of contracts (p « 01) 
Thus, the influence of organizational characteristics on 
price elasticities 1s moderated by national and regional dif- 
ferences, and Hg 1s supported by the results of the low- 
support model for responsiveness, assurance, criticality, 
and total support 

The results for the high-support model displayed in 
Table 5 indicate distinct differences across nations and 
regions The relationship between responsiveness (measured 
as both average travel time for hardware on-site requests and 
average resolution time for software requests) and рпсе 
elasticity 1s also moderated by interregional differences (p < 
01) The influence of reliability (measured as extreme val- 
ues of engineer effort to resolve software requests) on price 
elasticities 1s moderated by national differences (Asia 
Pacific, р < 05) and regional disparities (р < 10) The rela- 
tionship between assurance dimension and price elasticities 
1s moderated by national differences within Asia Pacific (p < 
005) These results further support He We found cross- 
regional interaction effects in the criticality—elasticity rela- 
tionship (p < 10) and the firm size-elasticity relationship 
(p « 05), and thus Hg is supported by the results of the high- 
support model for responsiveness, reliability, assurance, 
criticality, and total support These results are summarized 
in Table 8 


Discussion 


Although the principles of market segmentation may appear 
straightforward, market-segmentation research ıs still ın the 
early stages of development both theoretically and method- 
ologically (Steenkamp and Hofstede 2002, Wedel and 
Kamakura 1999) Market segmentation 1s particularly chal- 
lenging ın global markets where cultural and economic dif- 
ferences influence customer preferences and characteristics 
This observation is especially true for managers who are 
attempting {о develop profitable strategies and pricing 
schedules for services offered in global markets Prior 
research on global marketing argues that it may be useful to 
identify segments on the basis of cultural or demographic 
differences within and across specific markets However, 
our study of price elasticities indicates that market segmen- 
tation for international service offerings can be based on the 
business customers’ revealed preferences for different ser- 
vice configurations and characteristics of the customer orga- 
nization This approach to market segmentation leads to the 
identification of horizontal market segments across nations 
and regions, whereby service offerings are customized to 
customer preferences for service attributes 

The development of a global market-segmentation 
Scheme based on customers’ price elasticities, 1n addition to 
service quality preferences and organizational characteris- 
tics that influence them, yields two benefits for service orga- 
nizations First, revenues can be enhanced by establishing 
specific price points for service feature bundles that attract 
and retain customers Second, service delivery systems can 
be simultaneously customized to match individual customer 
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TABLE 8 


Summary of Hypothesis Tests and Results 


Hypothesis 


H4 A horizontal market segment 
exists such that customers who 
receive more responsive service 
are less price sensitive than 
customers who receive less 
responsive service 


H2 A horizontal market segment 
exists such that customers who 
receive more reliable service over 
time are less price sensitive than 
customers who receive less 
reliable service 


На A horizontal market segment 
exists such that customers who 
received more assurance or 
empathy from service 
representatives over time are less 
price sensitive than customers 
who received less assurance 


H4 A horizontal market segment 
exists such that customers who 
purchase few services in a given 
industry are less price sensitive 
than customers who purchase 
many services 


Hs A horizontal market segment 
exists such that customers who 
consider service offerings highly 
critical to their business are less 
price sensitive than customers 
who view the service offerings as 
less critical 


Hg Vertical market segments exist 
such that the effects of 
dimensions of service quality and 
organizational characteristics on 
price sensitivity are moderated by 
national and regional variables 


Low-Support Offerings Result 


Supported in the United Kingdom 
only Customers are less price 
sensitive when average resolution 
time for software requests is low See 
Table 6 


Not supported 


Supported in Korea only Customers 
are less price sensitive when 
technicians’ time until first response 
on hardware request (usually for on- 
site visit) 15 high but infrequent See 
Table 6 


Supported in Europe Customers with 
lower numbers of high-support 
contracts are less price sensitive 

See Table 6 


Supported in Europe Customers with 
highly critical systems are less price 
sensitive See Table 6 


Supported for measures of 
responsiveness, assurance, criticality, 
and total support See Table 5 


High-Support Offerings Result 


Supported in Europe and North 
America Customers are less price 
sensitive when average travel times 
to provide on-site support are high 
and when average resolution time for 
software requests is low See Table 7 


Supported in Korea, Japan, Europe, 
and North America Customers are 
less price sensitive when engineer 
effort to resolve service requests 
does not vary over time (i e , across 
requests) See Table 7 


Supported in Asia Pacific, Europe, 
and North America Customers are 
less price sensitive when average 
engineer effort to resolve software 
requests is high and when 
technicians make infrequent lengthy 
trips to respond to on-site hardware 
requests See Table 7 


Supported in Europe (number of low- 
support offerings) and North America 
(total support budget) See Table 7 


Supported in Europe (number of low- 
support offerings) and North America 
(total support budget) See Table 7 


Supported for measures of reliability, 
responsiveness, assurance, criticality, 
and total support See Table 5 





preferences for perceived service quality—reliability, 
responsiveness, and assurance—yet standardized to create 
global, horizontal segments that are cost effective for the 
service organization (Unlike goods, services usually cannot 
be resold, and thus service organizations are likely to be less 
concerned with the diverting of sales across national bound- 
aries ) To enjoy these benefits, however, global service 
providers must understand how price elasticities vary across 
different service delivery and organizational profiles and 
how these relationships are moderated by national and 
regional differences This study indicates that customer 
preference, customer retention, and (consequently) price 
elasticities differ across service quality dimensions in verti- 
cal, horizontal, and global segment dimensions 
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Simultaneous Vertical and Horizontal 
Segmentation in the Low-Support Market 


A key finding of this study is the identification of both hor- 
izontal and vertical segments among service customers Їп 
the low-support model, significant differences ın the influ- 
ence of service responsiveness on customer elasticities exist 
within the European market, such that only U K customers 
are more price sensitive when average response times for 
service requests are high Such vertical segments (1e , those 
within one market or culture) follow traditional perspectives 
toward segment identification (Hofstede, Steenkamp, and 
Wedel 1999), which requires customization of service 
dimensions to individual country markets 


The low-support model also demonstrates how horizon- 
tal segments can exist at the regional level by identifying 
organizational characteristics that influence elasticities sim- 
ilarly across countries within a region. Specifically, business 
customers 1n Europe are price insensitive when they con- 
sider the service critical to the company's business success 
or when the customer holds few service contracts, other- 
wise, they are price sensitive. Thus, changes in price to 
European customers (but not Asia Pacific or North Ameri- 
can customers) influence repatronage behavior differently 
Some European firms with noncritical systems or many ser- 
vice contracts may be much less willing to tolerate price 
increases for low-support contracts 

At the same time, there is also empirical evidence iden- 
tifying a horizontal segment that cuts across national and 
regional boundaries The low-support model indicates that 
service reliability does not influence price elasticities in any 
country or region, which indicates that current levels of reli- 
ability are within the zone of tolerance for all customers 
worldwide This observation is consistent with a horizontal 
segmentation scheme that standardizes certain aspects of 
service operations within upper and lower bounds that are 
common across global markets Furthermore, if competitors 
offer similar levels of reliability, then the company might 
also consider deemphasizing reliability in its marketing 
communications 


How Customer Expectations Influence the 
Segmentation of Premium Service Markets 


The contractual obligations of the service organization are 
higher for the premium (high-support) service contract than 
for the core (low-support) service contract When contrac- 
tual obligations are high, customers' expectations change 
This shift 1s evident in a comparison of the high- and low- 
support models In the premium (high-support) model, ser- 
vice reliability is acutely important, especially the reliability 
of engineer effort to resolve software service requests 
Highly reliable software resolution times lead to price 
inelasticity in Japan and Korea, as well as in North America 
and Europe (1e, horizontal segments across countries 
within a region). However, the effect of reliability on price 
elasticity relationship was not statistically significant 1n the 
low-support model Consequently, it 1s apparent that most 
customers demand more reliable service as contracts 
increase in price, though the weights differ somewhat across 
countries and regions 


Balancing Customization and Standardization of 
Each Service Quality Dimension 


The delicate balance between customization and standard- 
ization of service delivery dimensions 1s particularly evident 
in the premium service market The importance of service 
responsiveness 1s roughly equivalent across countries within 
Asia Pacific, European, and North American regions, which 
provides support for the presence of horizontal segments 
However, significant differences exist between these three 
regions European and North American customers’ price 
elasticities are affected by the timeliness of the service orga- 
nization’s responses to their on-site requests, and North 


American customers are also affected by resolution times 
Yet price elasticities for Asia Pacific customers are not influ- 
enced by either of these dimensions of service quality This 
observation illustrates how a service organization may stan- 
dardize service delivery (е g , responsiveness) for markets 
within each region, yet customize service delivery to spe- 
cific regions This segmentation strategy partially arises 
from local regional conditions (ер, physical terrain, 
national customs procedures, efficiency of transportation 
and communication hubs) that influence the service organı- 
zation’s response and resolution times 

The high-support model also shows that horizontal seg- 
mentation requires subtle customization of service delivery 
efforts For example, assurance provided by employees 
influences price elasticities in virtually all markets When 
assurance 1s represented by employees’ willingness to make 
a long trip to resolve an on-site hardware request, the results 
show that the effect of assurance on price elasticity 1s rea- 
sonably similar across countries and regions This result for 
assurance indicates that a global market exists for this 
dimension of service quality In other words, all customers 
appreciate the effort of the service employee in traveling to 
fulfill the company’s obligations, and they are (conse- 
quently) more price insensitive. However, when assurance is 
represented by engineer efforts to resolve software requests, 
the size of its effect on price elasticity varies across coun- 
tries in Asia Pacific and across regions In Europe, Japan, 
Korea, and North America, high levels of assurance (due to 
high engineer efforts to resolve requests) lead to price 
1nelasticity However, in Singapore, engineer efforts to 
resolve requests apparently are not noticed or not valued 
Marketing managers undoubtedly find such nuances diffi- 
cult to execute, especially given the complexity of most ser- 
vice delivery processes 


Organizational Characteristics Still Matter 


Customer size influences price elasticity 1n the high-support 
model, and this relationship 1s moderated by regional differ- 
ences European customers holding many low-support con- 
tracts or with large total support budgets are more price sen- 
sitive for high-support contracts Conversely, North 
American firms with large total support budgets are more 
price insensitive, probably because of the exuberant U S 
economy in the late 1990s These findings indicate that from 
a strategic perspective, organizattonal characteristics of cus- 
tomer firms influence the price adjustments made by service 
providers, depending on the regional location of the 
customer 


Conclusions, Limitations, and 
Directions for Further Research 


As multinational business becomes increasingly service ori- 
ented, managers need to develop strategies for segmenting 
global markets and marketing services to business cus- 
tomers This challenge is relevant to companies that sell 
manufactured goods with ancillary pre- and postpurchase 
service (Hensler and Brunell 1993), as well as to companies 
that sell conventional services The effective identification 
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of market segments is critical to the success of multinational 
companies for several reasons First, service providers can 
customize their offerings 1n ways that maximize customer 
utility and thereby can charge price premiums Second, 
providers may standardize their offerings to a greater degree 
through the identification of horizontal (regional) or global 
segments, thereby enjoying cost reductions and more effi- 
cient allocation of critical resources Thus, when customers, 
as opposed to countries, are used as the basis for identifying 
global market segments, the effectiveness of marketing 
strategies will increase (Hofstede, Steenkamp, and Wedel 
1999, Jain 1989) 

This article has developed and tested a model of how 
price elasticities depend on dimensions of service quality 
and organizational characteristics and how these effects are 
moderated by national and regional differences Our 
research shows how these variables can be used to identify 
nontraditional, vertical, and horizontal market segments To 
our knowledge, we are the first researchers to study price 
elasticities to derive implications for the market segmenta- 
tion of services However, several limitations of this study 
should be recognized First, our study focuses on two 
system support services offered by a single global company 
їп a specific industry Further research should investigate 
how price elasticities vary across multiple companies and 
service industries as well as customers Second, we measure 
arc price elasticities over a relatively short period during 
which competitive activity 1s relatively stable Additional 
research could model price elasticities and how they vary 
within a dynamic model of purchase behavior that incorpo- 
rates competition Third, we examine customers from only 
seven countries Although these locations are culturally and 


economically distinctive, further research should consider 
using data from a larger pool of markets Fourth, our study 
uses operational rather than perceptual measures of service 
attributes Prior research links operational measures to per- 
ceptual measures of service quality, or it links perceptual 
measures to repeat purchase behavior, whereas our study 
ties operational measures to repeat purchases Further 
research 1s needed to develop a comprehensive model of 
how customers’ perceptions (and cognitive processes) medi- 
ate the relationship between service operations and cus- 
tomer purchase behavior Fifth, we use regional or country 
dummy variables rather than incorporating characteristics of 
regions and countries that might act as moderators Addi- 
tional research using much more extensive data could use 
more sophisticated cultural and economic measures to deter- 
mine any interaction effects 

Our understanding of markets and segments for services 
1s hindered by the blurring of distinct market boundaries 
Day and Montgomery (1999, p 7) remark that “The contin- 
uing progression from a world of distinct boundaries to one 
of linked global markets 1s being fueled by the persistent 
forces of the homogenization of customer needs and the 
recognition of the competitive advantage of a global pres- 
ence" The homogenization of customer needs will yield 
horizontal segments that cut across country, and sometimes 
regional, boundaries Truly adaptive organizations will be 
able to develop service strategies that fit an evolving, non- 
conventional global marketplace characterized by both ver- 
tical and horizontal segments Although our study provides 
a platform from which further research can begin, additional 
investigations of global services are needed 
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Handbook of Marketing 

edited by Barton Weitz and Robin Wensley (Thou- 
sand Oaks, CA: Sage Publications, 2002, 582 pp., 
$99.95) 


Most dictionaries or encyclopedias of marketing are hardly 
worth reading At best, they are intended for practitioners 
who lack B-school training and believe themselves deficient 
1n common usage Jargon, at worst, they are intended for a 
general public that knows little about marketing The Hand- 
book of Marketing 1s different, that Barton Weitz and Robin 
Wensley are its editors should suggest something out of the 
ordinary А glance at the contributors (e g , Wilkie, Webster, 
Day, Shocker, Keller, Hauser, Winer, Stewart, Parasuraman, 
Zeithaml) puts the matter to rest The Handbook 1s an extra- 
ordinary effort The blurb on the dust Jacket 1s an under- 
statement—the “Handbook will be invaluable to advanced 
undergraduates, graduate students, academics, and thought- 
ful practitioners in marketing"—the book ıs far more than 
that The editors put it better when they say (p 1) the "chap- 
ters in the Handbook — summarize research in the substan- 
tive domain of marketing" They go on (p 1) to tell the 
reader that each chapter “provides an overview of academic 
research [ın a] particular substantive area of marketing, 
offers a bibliography of important research in the topic area, 

[and] identifies productive areas for future research” 
Although some of the chapters have been previously pub- 
lished in journals, enough of the material 15 new, and what 1s 
old 1s bundled ın such a way that the book itself can essen- 
tially be considered a new work In short, the Handbook 1s 
probably invaluable to all academic researchers 

What are the substantive areas the chapters cover? Does 
the book cover enough of marketing’s domain to make it 
universally appealing? Is there something for everyone? The 
short answer to all of these questions 1s yes The Handbook 
has 21 chapters organized in five sections (1) Introduction, 
(2) Marketing Strategy, (3) Marketing Activities, (4) Mar- 
keting Management, and (5) Special Topics 


Introduction 


The three introductory chapters in the first ѕеспоп—“Маг- 
keting’s Relationship to Society” (Wilkie and Moore), “A 
History of Marketing Thought” (Jones and Shaw), and “The 
Role of Marketing and the Firm” (Webster)—are all master- 
ful essays in their own right and will no doubt be used exten- 
sively in doctoral seminars More important, they set the 
tone for the entire book, they are sweeping, scholarly, and 
eminently readable 
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Wilkie and Moore open the introductory section with 
“Marketing’s Relationship to Society,” an abridged version 
of their insightful 1999 Journal of Marketing article “Mar- 
keting’s Contributions to Society,” which provides an unusu- 
ally broad historical panorama and critique of marketing’s 
place (pros and cons) in society This chapter provides a 
much needed view for a discipline that rarely looks at itself 
from an outside perspective 

The evolution of research about marketing as a disci- 
pline over the past 100 years is examined in Jones and 
Shaw's "History of Marketing Thought" The review 1s 
chronologically organized, it begins with studies of market- 
ing ideas in the ancient world and moves on through the 
writings of late-nineteenth-century economists The descrip- 
tion of the emergence of marketing as a distinct discipline in 
the first half of the twentieth century and of the subsequent 
rise of modern schools of thought (marketing management, 
consumer behavior, macromarketing) 1s enlightening and 
instructive 

The introduction concludes with Webster's examination 
of marketing's place in the firm In his chapter, Webster con- 
siders the changing place of marketing in the firm— market- 
ing as exchange, selling, demand stimulation, market cre- 
ator, tactics (4Ps), organizational culture, and business 
philosophy This morphing/evolving of the discipline has 
had profound consequences both for practicing managers 
(not only has “what they do” changed, but the value placed 
on what they do has changed as marketing has been both 
more and less central to the received wisdom of how a firm 
should be constituted) and for scholars, who have wrestled 
with the whys, hows, and oughts of marketing Webster's 
view 1s that in an era characterized by extensive relation- 
ships with other firms, marketing's role in the firm should 
simultaneously encompass culture (at the corporate level), 
strategy (at the business unit level), and tactics (at the func- 
tional level) 


Marketing Strategy 


The second section of the Handbook, “Marketing Strategy,” 
is somewhat broader than its title suggests, and 1t sweeps 
deeply into related theoretical areas such as the theory of the 
firm and market evolution Indeed, the section title might 
well stand for the balance of the book 

Day and Wensley's "Market Strategies and Theories of 
the Firm" relates research on marketing strategies to three 
theories of the firm (1) the resource-based perspective, (2) 
the positioning perspective, and (3) the configuration per- 
spective They also present an extensive review of research 
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on marketing strategy issues associated with each 
perspective 

In "Determining the Structure of Product Markets Prac- 
tices, Issues, and Suggestions" (an updated version of 
Shocker, Stewart, and Zahorik's [1990] article), Shocker re- 
views research approaches used to analyze market structures 

Gatignon and Soberman round out the section with 
*Competitive Response and Market Evolution," an impres- 
sive review of major issues and research on competitive 
response and market evolution They develop a conceptual 
framework that considers the interactions between these 
constructs and present the impact that environmental 
(exogenous) factors can have on both competitive response 
and market evolution 


Marketing Activities 


The eight chapters in the third section of the book focus on 
the marketing mix and related issues—branding and brand 
equity, product development, channel management, sales 
force management, pricing, promotion, and service quality 

The branding guru Keller gives a tour of branding's the- 
oretical foundations in. "Branding and Brand Equity" and 
touches on brand personality, relationships, experiences, 
communities, and corporate 1mages He emphasizes factors 
that affect the choice and design of brand names and logos, 
legal issues, brand extension, and leverage of brand equity 
through brand alliances 

Dahan and Hauser overview new product development 
in “Product Development—Managing a Dispersed Process ” 
The chapter 1s particularly valuable for 15 examination of 
product development issues in highly competitive, dynamic 
environments Presenting new product development as an 
integrated end-to-end process, Dahan and Hauser identify 
research challenges unique to the times 

Anderson and Coughlan’s “Channel Management— 
Structure, Governance, and Relationship Management” 
examines issues and research related to the number of sepa- 
rate firms and levels that constitute the distribution channel, 
the frameworks used to coordinate and control the activities 
of channel members, and the management of daily activities 
by channel members 

Albers’s “Sales Force Management—Compensation, 
Motivation, Selection, and Training" discusses the problems 
encountered in measuring the performance of salespeople 
and examines the research directed toward improving sales 
force performance 

Ofir and Winer's wide-ranging chapter, "Pricing—Eco- 
nomic and Behavioral Models," explores issues and research 
as diverse as the measurement of customer response to price 
changes, customer price-information processing, interac- 
tions between price and price promotions and brand-choice 
models, competitive pricing models, and the impact of the 
Internet on price 

Considered together, Stewart and Kamins's “Marketing 
Communications" and Neslin's “Sales Promotion" consti- 
tute a thoughtful, state-of the-art examination of the impli- 
cations of the firm's communications, broadly construed— 
including their influence on primary and secondary demand, 
awareness, and attitudes and their effects over time, the 
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behavioral and economic bases for sales promotion, and 
customer responses to sales promotion 

The section ends with the masterly "Understanding and 
Improving Service Quality A Literature Review and 
Research Agenda,” by the service experts Parasuraman and 
Zeithaml Building on their work with Berry, the authors 
explain the concepts of service quality, touching on its role 
1n customer loyalty and profitability, and perceived value 
They discuss paths to improving service quality in the con- 
text of the development and application of the SERVQUAL 
model and the implementation and measurement of cus- 
tomer service 1п technology-mediated consumer-to-business 
interactions Their research agenda points the way to 
addressing unresolved and emerging issues on service 
quality 


Marketing Management 


The three chapters 1п this section review issues related to 
how marketing managers actually make decisions, the rela- 
tive importance of different types of decisions, and how 
decision support systems are used Russo and Carlson’s 
“Individual Decision Making” begins the section with a 
summary of work on the process and phases of decision 
making Building on this, Mantrala’s “Allocating Marketing 
Resources" surveys selected normative-theoretical and deci- 
sion models and related insights for allocating marketing 
resources directly controlled by the decision maker Eisen- 
stein and Lodish cap off the section with "Marketing Deci- 
sion Support and Intelligent Systems Precisely Worthwhile 
or Vaguely Worthless?" a review of marketing decision sup- 
port systems aimed at providing guidance to researchers and 
practitioners The taxonomy of decision support systems 
they lay out 1s useful in developing additional research 


Special Topics 


The last section 1s a potpourri of various subjects that do not 
fit well elsewhere, including surveys of global, services, and 
business-to-business marketing and an assessment of the 
impact of the Internet on marketing activities With the 
exception of the final chapter, the authors provide competent 
but conventional treatments Johansson’s review of foreign 
entry, local marketing, and global management 1s a compe- 
tent, 1f cursory, starting point for those doing research in the 
area, Shugan’s "Services Marketing and Management 
Capacity As a Strategic Marketing Variable" is of interest for 
its discussion of the relationship between capacity and ser- 
vice strategy, and Hakansson and Snehota's "Marketing in 
Business Markets" presents a conventional but useful 
overview of the business-to-business universe 

The final chapter, Barwise, Elberse, and Hammond's 
"Marketing and the Internet," 1s a fascinating exploration of 
the still emerging, partly understood phenomenon that 15 
reshaping all of our lives the Internet No one will come 
away from this chapter without some new insight. With the 
inclusion of discussions of Internet adoption, the exploration 
of usage and consumers’ experiences, consumers’ online 
purchasing behavior, Internet advertising practices, the eco- 
nomics of technology and pricing, the impact on channels of 
distribution, emerging strategies and business models, and 


future prospects for technology and research opportunities, 
the chapter is a tour de force 

That a book of some 580 pages devotes approximately 
15% of its pages to a bibliography makes it all the more 
valuable Handbook of Marketing will prove an efficient 
place for doctoral students to start rummaging for disserta- 
tion topics The book 1s a considerable one-stop resource for 
scholarly marketing, however, 1t will have enduring value 
only if 1t ıs updated regularly 


DANIEL RAJARATNAM 
Baylor University, Waco, Texas 
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Journal of Marketing Special Section: 


Customer Relationship Management 


Sponsored by the Teradata Center for 
Customer Relationship Management at Duke University 


Marketing scientists and practitioners have devoted considerable attention to customer-focused business practices 
and marketing strategies Recently, attention to customer relationship management (CRM) strategies and tactics 
has intensified because of an increasingly competitive environment CRM provides a new perspective on the value 
creation process that focuses on interactions between (and among) customers and firms 

The Teradata Center for Customer Relationship Management at Duke University 1s sponsoring a special sec- 
tion on the topic of CRM, which will be published ın the October 2005 issue of Journal of Marketing The pur- 
pose of the special section 15 to stimulate and advance research in the emerging field of CRM 


Appropriate Topics 


eThe valuation of market-based assets, including cus- 
tomer equity and brand equity, 

eTheoretical perspectives on relationship marketing, 

eThe evolution and effectiveness of channels, including 
selection and integration of mass and individual means 
of communication and sales distribution, 

elmplications of consumer and interorganizational 
behavior for process-based management concepts, such 


ePricing of information services, including usage-based 
pricing (e g , price per query), 

eBusiness practices at the intersection of CRM and sup- 
ply chain management, 

eAllocating costs of shared resources to customers, 


Statistical measurement and modeling of the effective- 
ness of new and existing CRM practices, and 


eConsequences of CRM technology 


as software agents, 


Manuscript Submission and Review Process 


The manuscript submission and review process will follow standard Journal of Marketing policies and proce- 
dures (see http //mba vanderbilt edu/jm or http //www marketingpower com/jm) The proposals will be evaluated 
by a special set of reviewers, including Leonard Berry, William Boulding, Michael Ehret, Christian Gronroos, 
Wayne Hoyer, Wagner Kamakura, Wesley Johnston, Donald R Lehmann, Charlotte Mason, Carl Mela, Scott Nes- 
lin, Roland Rust, Richard Staelin, Michel Wedel, and Valarie Zeithaml 

Manuscripts should be submitted to Journal of Marketing by May 15, 2004, with a cover letter indicating that 
the manuscript 15 intended for the special section Electronic submission (via the journal Web site at Vanderbilt) 1s 
recommended Authors are encouraged to submit their best work The American Marketing Association and the 
Teradata Center for Customer Relationship Management at Duke University are each sponsoring a conference that 
may provide a useful forum for authors to refine their work before submitting to the Journal Information 15 avail- 
able at their respectrve Web sites 


The Teradata Center for Customer Relationship Management at Duke University 
advances the field of CRM through research and learning This multimillion dollar 
global think tank, based at Duke’s Fuqua School of Business, was established in 
January 2001 through a grant from the Teradata Division of NCR Through this 
dynamic partnership between the University and Teradata, the Center successfully 
leverages the intellectual resources of a leading academic institution and corporation 
to merge theory and practical business experience The Center’s goal is to prioritize, 
facilitate, and disseminate CRM-related works to provide a greater understanding 
and appreciation of CRM, in both the academic and professional realm The Center's 
activities, led by executive director Richard Staelin and co-directors William Boulding, 
Martha Rogers, and Bob Рап, are wide-ranging and support CRM-related academic 
research to providing executive education courses and speaker panels For more 
information, visit http //www teradataduke org/ 
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Kusum L. Ailawadi, Donald R. Lehmann, & Scott A. Neslin 


Revenue Premium as an Outcome 
Measure of Brand Equity 


The authors propose that the revenue premium a brand generates compared with that of a private label product is 
a simple, objective, and managerially useful product-market measure of brand equity The authors provide the con- 
ceptual basis for the measure, compute it for brands in several packaged goods categories, and test its validity 
The empirical analysis shows that the measure is reliable and reflects real changes in brand health over time It 
correlates well with other equity measures, and the measure's association with a brand's advertising and promo- 
tion activity, price sensitivity, and perceived category risk is consistent with theory 


in the marketing literature, much of the research 

stems from a Marketing Science Institute (MSI) con- 
ference on the topic (Leuthesser 1988) Researchers such as 
Aaker (1991), Aaker and Keller (1990), Broniarczyk and 
Alba (1994), Farquhar (1989, 1990), Feldwick (1996), 
Keller (1993), Loken and Roedder-John (1993), and Park, 
Milberg, and Lawson (1991) have written extensively about 
the concept of brand equity and about how to build, manage, 
and extend it At the same time, advertising and market 
research executives have emphasized the importance of 
brand equity (Baldinger 1990, 1992, Blackston 1992, 1995), 
companies have paid increasing attention to brands, often 
creating the position of brand equity manager, and consult- 
ing practices have been established to evaluate and track 
brand equity (e g , Interbrand, Total Research Corporation, 
Millward Brown) 

The steadily growing literature contains several often- 
divergent viewpoints on the dimensions of brand equity, the 
factors that influence it, the perspectives from which it 
should be studied, and the ways to measure ıt However, 
there 1s agreement among researchers on the general defini- 
tion of the concept Brand equity 1s defined as the marketing 
effects or outcomes that accrue to a product with its brand 
name compared with those that would accrue if the same 
product did not have the brand name (Aaker 1991, Dubin 
1998, Farquhar 1989, Keller 2003, Leuthesser 1988) The 
specific effects may be either consumer-level constructs, 


Т: concept of brand equity has been widely discussed 
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such as attitudes, awareness, 1mage, and knowledge, or firm- 
level outcomes, such as price, market share, revenue, and 
cash flow As Leuthesser (1988) summarizes, Al Shocker 
and Bart Weitz define brand equity from the consumer per- 
spective as a utility, loyalty, or differentiated clear image not 
explained by product attributes and from the firm perspec- 
tive as the incremental cash flow resulting from the product 
with the brand name compared with that which would result 
without the brand name 

Despite all the attention paid to brand equity, the exis- 
tence of a generally accepted definition, and both brand 
equity’s and marketing metrics’ positions as рпогіу MSI 
topics for the past ten years, remarkably few academic 
researchers have addressed brand equity measurement per 
se This may partly be due to disagreement about whether 
equity should be measured from the consumer or the firm 
perspective, although, the two perspectives are linked 
because firm-level outcomes, such as incremental volume, 
revenue, price commanded, cash flow, and profit, are the 
aggregated consequence of consumer-level effects, such as 
positive image, attitude, knowledge, and loyalty 

The purpose of this article 1s to propose and validate rev- 
enue premium as a measure of brand equity We describe the 
measure and compute it for various brands across several 
packaged goods categories We validate the measure by 
examining its correlation with other commonly available 
measures, its behavior over time and across product cate- 
gories, and its association with price elasticity and marketing 
activities, such as advertising and promotion The following 
section provides the conceptual background for our work by 
reviewing the purposes for which managers use brand equity 
measures, desirable characteristics of the 1deal measure, and 
existing measures of brand equity Subsequently, we present 
our measure and its theoretical basis, advantages, and limita- 
tions, we present an empirical validation of the measure, and 
we conclude with implications for researchers and managers 


Conceptual Background 
Why Measure Brand Equity? 


The academics and practitioners who gathered at an MSI 
(1999) workshop on brand equity metrics summarized the 


Revenue Premium / 1 


following broad purposes for measuring brand equity (1) to 
guide marketing strategy and tactical decisions, (2) to assess 
the extendibility of a brand, (3) to evaluate the effectiveness 
of marketing decisions, (4) to track the brand's health com- 
pared with that of competitors and over time, and (5) to 
assign a financial value to the brand in balance sheets and 
financial transactions They also developed the following 
list of desiderata for the 1deal measure It should be 


] grounded in theory, 


2 complete, that 1s, encompassing all facets of brand equity, 
yet distinct from other concepts, 


3 diagnostic, that 1s, able to flag downturns or 1mprovements 
1n the brand's value and provide insights 1nto the reasons 
for the change, 


4 able to capture future potential 1n terms of future revenue 
stream and brand extendibility, 


5 objective, so that different people computing the measure 
would obtain the same value, 


6 based on readily available data, so that the measure can be 
monitored on a regular basis for multiple brands ın multi- 
ple product categories, 

7 a single number, to enable easy tracking and 
communication, 

8 intuitive and credible to senior management, 

9 robust, reliable, and stable over time, yet able to reflect real 
changes 1n brand health, and 

10 validated against other equity measures and constructs that 
are theoretically associated with brand equity 


Recognizing that no single measure 1s likely to satisfy 
all these criteria, the workshop attendees recommended that 
the usefulness of a measure should be evaluated against the 
primary purposes 1t 15 to be used for and that efforts should 
be made to build a database for use ın validating existing and 
new measures of brand equity 


Existing Measures of Brand Equity 


Keller and Lehmann (2001) divide existing measures of 
brand equity into three categories The first category, which 
they call “customer mund-set," focuses on assessing the 
consumer-based sources of brand equity The second and 
third categories, which they call "product market" and 
“financial market,” focus on the outcomes or net benefit that 
a firm derives from the equity of its brands 


Customer mind-set Customer mind-set measures assess 
the awareness, attitudes, associations, attachments, and loy- 
alties that customers have toward a brand and have been the 
focus of much academic research (e g , Aaker 1991, 1996, 
Ambler and Barwise 1998, Keller 1993, 2003) and industry 
offerings (e g , Millward Brown's Brand Z, Research Inter- 
national’s Equity Engine, Young & Rubicam's Brand Asset 
Valuator) These measures are rich 1n that they assess several 
sources of brand equity, have good diagnostic ability, and 
can be used as input to predict a brand's potential Thus, 
they are well suited for the first three purposes of brand 
equity measurement listed previously However, because the 
measures are typically based on consumer surveys, they are 
not easy to compute and do not provide a single, simple, 
objective measure of brand performance Furthermore, 
because they do not culminate in a dollar value for the 
brand, they are not appealing for financial valuation pur- 
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poses Even marketers argue that 1t 1s not enough to assess 
brand 1mage, attitudes, and so on, the dollar-value connec- 
tion to the bottom line 1s imperative (Kiley 1998, Schultz 
1997) 

Product-market outcomes The logic underlying 
product-market measures 1s that the benefit of brand equity 
should ultimately be reflected ın the brand's performance ın 
the marketplace The most commonly mentioned such mea- 
sure 1s price premium, that 15, the ability of a brand to charge 
a higher price than an unbranded equivalent charges (Aaker 
1991, 1996, Agarwal and Rao 1996, Sethuraman 2000, 
Sethuraman and Cole 1997) Price premium is measured 
either by asking consumers how much more they would be 
willing to pay for a brand than for a private label or an 
unbranded product or by conducting conjoint studies in 
which brand name 1s an attribute Other product-market out- 
come measures include market share, relative price (Chaud- 
hun and Holbrook 2001), share of category requirements 
(Aaker 1996), market share adjusted by a “durability” factor 
(Moran 1994), the constant term 1n demand models (Srim- 
vasan 1979), the residual 1n a hedonic regression (Hjorth- 
Andersen 1984), or an economic theory-based measure of 
the difference between the brand's profit and the profit и 
would earn without the brand name (Dubin 1998) 

The advantages of such measures are that they are more 
“complete” than any single customer mind-set measure 
because they reflect a culmination of the various mecha- 
nisms by which the brand name adds value and that they can 
be given a dollar value, which 1s appealing to senior man- 
agement and 1s critical for financial valuation Many such 
measures are also rooted in the conceptual definition of 
brand equity because they quantify the incremental benefit 
due to the brand name 

The disadvantages are that some of the measures rely on 
customer judgments of what they would buy 1n hypothetical 
situations rather than actual purchase data and are subyect to 
several biases, such as context effects (Simonson and Tversky 
1992) Other measures, such as conjoint-based measures, 
require fairly complicated statistical modeling, which makes 
them time consuming and impractical to monitor on a regular 
basis, or are sensitive to model specification (Steenkamp and 
Wittink 1994) In addition, some product-market measures 
can result in an incomplete and therefore misleading estimate 
of brand equity For example, a brand might have high mar- 
ket share, but if that share simply has been "bought" by severe 
price cuts, market share will overestimate brand equity Other 
brands might not command a price premium, but that does 
not mean they do not have equity Indeed, ın today's value- 
conscious consumer market, there are many examples of 
strong, value-priced brands (e g , Southwest Airlines, Wal- 
Mart, Suave) Finally, because of their focus on outcomes 
rather than sources of brand equity, all product-market mea- 
sures have limited diagnostic ability They are diagnostic to 
the extent that they can flag when a brand ıs 1n trouble or 
when 1t 1s strong, but they cannot explain the reasons for 
either situation. Thus, they are more suited for the last three 
purposes of brand equity measures that we listed previously 

Financial market outcomes Financial market measures 
assess the value of a brand as a financial asset, such mea- 
sures include purchase price at the time a brand 1s sold or 


acquired (Mahajan, Rao, and Srivastava 1994) and dis- 
counted cash flow valuation of licensing fees and royalties 
The Interbrand consultancy combines both product-market 
and financial market measures to adjust a brand's current 
profits for growth potential Simon and Sullivan (1993) 
determine the residual market value after other sources of 
firm value are accounted for 

Although financial market measures have many of the 
same advantages and disadvantages as do customer mind-set 
measures and product-market outcomes, they differ 1n one 
key respect In general, product-market outcomes quantify 
the current strength of a brand, whereas financial market 
outcomes also attempt to quantify future potential However, 
this difference 1ntroduces a substantial element of subjectiv- 
ity and/or instability into the measures Future potential 1s 
assessed by means of subjective judgment (е g , the multi- 
ples Interbrand applies) or stock market value, which 1s 
highly volatile (e g , Snapple’s sale price went from $1 7 bil- 
lion ш 1994 to $300 million in 1996, and then back to $1 
billion ın 2000), and has less immediate relevance to mar- 
keting, because many things other than marketing activities 
influence 1t 


Summary Researchers have used three major 
approaches to measure brand equity, and each approach has 
из own advantages and disadvantages No single measure 
can possess all the characteristics that marketers desire in 
the ideal brand equity measure Product-market measures 
offer an attractive middle ground between customer mind- 
set and financial market measures in terms of objectivity and 
relevance to marketing However, our review reveals a need 
for a measure of this type that combines high external valid- 
1ty, strong conceptual grounding, completeness, and ease of 
calculation In the next section, we propose the revenue pre- 
mium measure as a way to satisfy this need 


The Revenue Premium Measure 


We define revenue premium as the difference 1n revenue 
(1e, net price x volume) between a branded good and a cor- 
responding private label 


(1) Revenue premium, = (volume,)(pricep) 


— (volume,))(price,y) 


Theoretical Basis 


Figure 1 shows the role of equity 1n determining a brand’s 
sales volume Sales are influenced by the marketing mix of 
both the brand and its competitors Equity influences sales 
directly by means of consumer choice and indirectly by 
enhancing the effectiveness of the brand’s marketing efforts 
and insulating the brand from competitive activity (Keller 
2003) In turn, equity 1s created by the marketing mix of 
both the brand and its competitors and by the firm’s previ- 
ously existing strength from its corporate image, product 
line, research and development (R&D), and other capabili- 
ties For example, Sony’s equity arises from its superior 
products and marketing programs, company reputation, and 
expertise, this equity makes consumers pay more attention 
to Sony advertising, enables better trade support, and 


FIGURE 1 
Role of Customer-Based Equity in Determining 
Unit Sales 
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reduces Sony's vulnerability to competitors’ product 
improvements and price cuts Exogenous category charac- 
teristics, such as market size and perceived risk, also influ- 
ence the level of equity that brands can achieve The incre- 
mental value that consumers are likely to give to a 
well-respected branded product compared with an equiva- 
lent unbranded one 1s greater 1f the perceived risk 1n buying 
or consuming the category 1s high (Batra and Sinha 2000, 
Erdem and Swait 1998, Sethuraman and Cole 1997) In 
equation form, Figure 1 can be represented as follows 


Q) S = £(M,, Р, Мр Py, МЕ, РЕ, MyE, PyE, E), and 


(3) Е, = g( M, P, Е, С, Mio Py), 
where 


S = шиі sales, 
M = marketing mix, 
P = price, 
E - equity, 
F = preexisting firm strength, 
С = category characteristics, and 
j and К = indexes of brands j and К 


In the competitive marketplace defined by the sales and 
equity functions in Equations 2 and 3, brands j and К decide 
on their marketing mix and price to maximize profits ! This 
yields an equilibrium set of marketing-mix, price, and brand 
equities (M,*, P, M,*, Ру“, E*, Еј“), resulting im the fol- 
lowing equilibrium revenue for brand j 


(4 R*=S,*P,* =£(M,*, P,*, Му, P,*, M,*E,*, P 


1 УБ, 
M,*E,*, P,*E,*, E,*)P,* 


lFor exposition purposes, we portray two competing brands, but 
there could be several 
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If brand j did not have a brand name, the resulting equilib- 
num would be Му“, Ри, Муж, pues, E** = 0, E, **2 
This would yield the following revenue for brand j 


(5) R,** = S epe = £(M,**, p,*, M,**, Руж#)р ++ 


Therefore, the outcome of the brand’s equity 15 115 revenue 
premium, Еј“ — KR; that 1s, the revenue 1t achieves 1n the 
market less the revenue 1 would achieve if 1t had no brand 
name 

This theoretical development provides two major 
insights First, the revenue outcome 15 achieved ın competi- 
tive equilibrium, where brands adjust their marketing mix 
and prices to maximize profits Therefore, revenue premium 
does not need to control for the marketing activities of either 
the brand ог 1ts competitors The marketing mix, and equity 
itself, 1s part of equilibrium and 1s manifest 1n the revenue 
the brand achieves This 1s the reason outcome measures 
generally do not control for marketing activities 1n quanti- 
fying the value of a brand Keller (2003, p 492) critiques as 
static measures that hold everything else constant and 
attempt to isolate only preferences for the product itself and 
highlights the 1mportance of including differential response 
to marketing activities 3 

Second, an exact calculation of equity requires structural 
estimates of the demand and equity functions for each 
brand, which 1n general are not available Equations 2 and 3 
could be combined to yield one “reduced form" equation, 
but even 1n the simplest case 1n which both equations are lin- 
ear, the reduced form would still have interactions and qua- 
dratic terms If the demand and equity functions were avail- 
able, equilibrium marketing mix, prices, and revenue could 
be calculated by first using the equity function for brand j 
and then setting 1t equal to zero The difference 1n equilib- 
rum revenue 15 the revenue premium measure of equity 
However, this process 1s difficult to 1mplement 1n practice 
because 1: requires knowledge of the demand and equity 
functions, and it still may not yield closed-form 
equilibriums 

Therefore, we take a pragmatic approach to approximate 
R,* — R,** We take the brand’s current revenue as R,* and 
the revenue of the private label in its category as R,** Sub- 
tracting the latter from the former yields the revenue pre- 
mium for brand j Two key assumptions underlie this calcu- 
lation The first ıs that brands pursue rational equilibrium 
strategies so brand revenue approximates R,* This assump- 
tion is most likely to hold over long periods, such as an 
annual time frame (Ailawadi, Kopalle, and Neslin 2002) 
Weekly demand may be subject to random shocks and out- 
of-equilibrium knee-jerk reactions to competitors’ actions, 


2We set the equity the brand would achieve if 1t did not have its 
brand name equal to zero, without loss of generality 

3Market size, which 1s not determined 1n equilibrium, could be 
controlled for by taking revenue premium as a percentage of cate- 
gory revenue We present the absolute size of the revenue premium 
because ıt provides a dollar value of the brand We believe ıt 15 
important to control for market size when comparisons are made 
across categories, and we do so later 1n this article 
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but over the long run, this “dust settles” (Dekimpe and 
Hanssens 1999), and the market 1s in equilibrium 4 

The second assumption 1s that the private label mimics 
how the brand would perform if 1t had no brand name, so 
private label revenue approximates R,** The generally low 
expenditures of private labels on brand-building activities, 
such as advertising and R&D, and their low prices provide 
face validity to this assumption, and other researchers who 
have used private labels as a benchmark to compute a 
brand's price or market share premium (Park and Srinivasan 
1994, Sethuraman 2000) provide precedence Still, there are 
some potential comphcations First, we assume that the 
demand function facing the private label 1s identical to that 
which brand j would face 1f 1t had no equity If this 1s not the 
case, private label revenue may not be a good surrogate for 
R,** However, note that many, if not all, of the differences 
in demand parameters between national brands and private 
labels are likely due to brand equity, and our model accounts 
for these differences by means of the main and interaction 
effects of brand equity Second, there will be an obvious 
zero-equity brand ın some markets, most often ıt will be a 
private label, that provides a good surrogate for what the 
brand would achieve if ıt had no brand name and thus no 
equity In other markets, a new entrant or a weak brand may 
need to be used as the benchmark Third, private labels vary 
across retailers and markets However, unlike measures such 
as price or market share premium, total revenue premium 
has the advantage that 1t can be computed as the sum of rev- 
enue premiums for individual retailers and/or markets 
(indexed by s) 


(6) E, = Rp - Ry = У Ris = 2 Ra 
5 5 


= У Res ДЕ Rois) = Ув 


5 


Advantages of the Revenue Premium Measure 


The external validity and objectivity of the measure are 
obvious because revenue premium 1s computed with actual 
market data, not responses to hypothetical scenarios or sub- 
jective judgments Revenue premium 1s logical, intuitive, 
and linked to a key performance measure that marketers and 
the investment community care about revenue Revenue 
premium 1s easy to calculate because it does not require con- 
sumer surveys, estimates of demand elasticities, or assump- 
tions about consumer choice The data required for calculat- 
ing revenue premium are readily available in existing 
internal and secondary data (e g , annual reports, Informa- 
tion Resources Inc and ACNielsen data) Therefore, 1t can 
easily be monitored for a large number of brands and 
categories 

Revenue premium 1s also more complete than some 
other outcome measures because 1t considers both volume 





4Note that equilibrium does not mean stable or zero growth It 
simply means that during the period of interest, firms maximize 
their profits while taking into account one another’s actions, new 
entrants and exits in the market, and environmental influences such 
as growth m the category 


premium and price premium Consider four possible cases, 
depicted 1n Figure 2, that depend on the price and umt sales 
of the brand relative to a private Јаре] In each case, price 15 
on the x-axis, and unit sales are on the y-axis The B repre- 
sents the branded product, and PL represents the private 
label equivalent The area depicted by the plus sign repre- 
sents a positive contribution to the brand’s revenue pre- 
mium, and the area depicted by the negative sign shows a 
negatrve contribution 

Case A represents the ideal sttuation The brand 1s priced 
Ingher and sells more than the private label does Its revenue 
premium is the shaded area depicted with a plus sign In 
Case B, the brand sells at a higher price but has fewer unit 
sales than the private label does Major brands 1n the ciga- 
rette and diaper markets have faced this situation 1n recent 
years аз consumers switch to private label and discount 
brands and are no longer willing to pay high price premiums 
(Keller 2003, р 106, Miller 1993) In such cases, revenue 
premium may be positive or negative, depending on the rel- 
ative size of the positive premmm due to higher price 
(depicted by “+” in Figure 2) and the negative premium due 
to lower sales (depicted by *—") 5 In Case С, the branded 
good enjoys greater sales than the private label does 
(depicted by “+”) but at a lower price (depicted by "—") 
Again, total revenue premium may be positive or negative, 
depending on the size of the components Although it 1s not 
common for strong brands to be priced below private labels, 
several low-priced brands do have strong equity in today’s 
value-conscious market, as we noted previously Finally, 


SIt is 1mportant to define the market appropriately because a 
strong mche or regional player may incorrectly appear to belong to 
Case B if its revenue premium ts calculated in а broad market that 
1t does not serve We examine thts issue in our empirical analyses 


Case D 1s the opposite of Case A The brand sells fewer umis 
at a lower price than the private label does Revenue pre- 
mium 15 negative in this case, and prospects for a brand ın 
this position are not encouraging 

The four cases illustrate the completeness of our mea- 
sure compared with some other product-market measures 
For example, in Case A, value-priced brands may be labeled 
as low equity by means of a price premrum measure when 
their true strength ıs better reflected ın revenue premium In 
Case C, the market share measure would label brands as 
high equity, ignoring that the brand might have "bought" 
share by cutting prices Behavioral brand loyalty, which 1s 
sometimes quantified as share of category requirements 
(1e, the percentage of customers' total category purchases 
of the given brand), does not account for either the number 
of customers or the price they pay Therefore, tracking rev- 
enue premium and determining 1n which of the four cases 1n 
Figure 2 their brand lies enables brand managers to flag a 
problem ог an upturn п brand strength more readily than 
would one of these measures alone 


Limitations of the Revenue Premium Measure 


As we noted previously, no single measure of brand equity 
1s ideal on afl fronts First, as do all outcome measures, rev- 
enue premium has limited diagnostic ability It does not pro- 
vide insight into the customer-level sources of equity and 
thus the “quality” of this equity Second, revenue premium 
does not explicitly consider a brand's extendibihty and 
future potential, though it represents a reasonable floor on 
the overall long-term value of a brand (see Dubin 1998, p 
78) A multiple could be apphed to a brand’s revenue pre- 
mium to reflect its future potential, but any forecasting 
attempts are necessarily subjective or complex The subjec- 


FIGURE 2 
Revenue Premium Measure: Four Possibilities 
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tivity of such multiples 1s evident in the rule of thumb that 
accountants allegedly use to price a brand four to six times 
the annual profit realized by products bearing the brand 
name (Keller 2003, p 495) Third, our measure does not 
include costs To adjust the revenue premium measure for 
variable costs, we define the following 


(7) Adjusted revenue premium; = (volume,)(price, 
— variable cost,) – (volumey))(pricey — variable costy) 


Inclusion of variable costs has a negative impact on our 
measure in Cases A and C and a positive impact 1n Cases В 
and D In this article, we use the gross revenue premium 
rather than the adjusted revenue premium measure partly 
because we do not have reliable data for variable costs 
However, 1t could be argued that 1n some sense, gross rev- 
enue premium 1s a more appropriate measure because it 
reflects market demand rather than the firm's 1nternal pro- 
duction costs 


Assessing the Validity of Brand 
Equity Measures 


The validity of a brand equity measure can be assessed by 
examining whether 1t (1) 1s stable (reliable) over the short 
and medium runs and correlates (2) with other measures of 
brand equity, (3) 1n expected ways with the brand's market- 
1ng effort, (4) 1n expected ways with other variables, such as 
the characteristics of the product category, and (5) in 
expected ways with price sensitivity 


Stability over Time 


Brand equity 1s an enduring phenomenon because 1 1s built 
with long-term effort and 1nvestment (Aaker 1991, Farquhar 
1990) In general, therefore, brand equity should be fairly 
stable in the short and medium runs However, conventional 
wisdom maintains that the equity of brands eroded in the 
1990s as consumers became more price conscious and as 
private labels gained market share (Dunne and Narasimhan 
1999) Thus, although a measure of brand equity should not 
change drastically from one year to the next, 1t should reflect 
overall market trends 


Correlation with Other Measures 


Tn theory, various measures of brand equity reflect the same 
underlying construct However, equity 1s a multidimensional 
construct (Aaker 1996), and each measure may tap some- 
what different dimensions A new measure should correlate 
well with other conceptually similar measures, but 1t should 
not correlate so highly as to be redundant 


Correlation with Marketing Activities 


As Figure 1 shows, marketing activities 1nfluence brand 
equity It is widely accepted that advertising increases equity 
(Aaker and Biel 1993, Kirmani and Zeithaml 1993, Mela, 
Gupta, and Lehmann 1997) In contrast, some researchers 
argue that promotions erode brand loyalty and equity 
(Jedidi, Mela, and Gupta 1999, Keller 2003, p 310, Yoo, 
Donthu, and Lee 2000), others suggest that promotions do 
not have a negative effect on brand loyalty (Ehrenberg, 
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Hammond, and Goodhardt 1994, Gedenk and Neslin 2000) 
and even expand the brand franchise by increasing penetra- 
tion (Ailawadi, Lehmann, and Neslin 2001) We validate the 
revenue premium measure by examining whether its corre- 
lation with these variables 1s 1n line with what 1s expected of 
a brand equity measure Note that this 1s strictly a test of 
association, not causality The causal relationship between 
marketing actions and brand equity, as Figure 1 indicates, 
occurs through a complex chain of simultaneous relation- 
ships that we do not model 


Correlation with Category Characteristics 


As Figure 1 shows, a driver of variation 1n equity across cat- 
egories 1s the level of risk that consumers perceive Risk 
may be related to performance, financials, or social aspects 
(e g , Dunn, Murphy, and Skelly 1986) Brands should have 
higher equity 1n categories with greater perceived risk. The 
perceived risk of using unbranded products 1s greater (1) 1f 
the average time between purchases 1s high or 1f consumers 
stockpile, because consumers then must endure their choice 
for a longer time, (2) 1f the category 1s consumed more for 
pleasure than for uttlity, because it 1s easier for consumers to 
compare functional attributes than hedonic ones, and (3) if 
there 1s a greater difference 1n quality between branded and 
unbranded products (Batra and Sinha 2000, Richardson, 
Jam, and Dick 1996, Sethuraman and Cole 1997) Thus, 
brand equity should be positively associated with length of 
purchase cycle, stockpileability, hedonic products, and qual- 
ity differences between branded and unbranded products 


Correlation with Consumer Price Sensitivity 


Brand equity makes consumers less sensitive to price 
increases and thus enables the brand to charge a premium 
price In contrast, a high-equity brand should make signifi- 
cant sales gains when it cuts its price Thus, a high-equity 
brand may have a weaker (less negative) “up” self-elasticity 
and a stronger (more negative) “down” self-elasticity (Keller 
2003, Keller and Lehmann 2001, Sivakumar and Raj 1997) 6 


Data 


We base our empirical investigation on two separate data 
sets for the consumer packaged goods industry, both of 
which cover the period from 1991 to 1996 The first data set 
includes weekly price, promotion, sales, and retail margin 
data for several product categories sold 1n 85 stores owned 
by Dommick’s Finer Foods, a major grocery retailer 1n the 
Chicago market We study the 17 categones in which 
Domunick’s had a private label offering during the entire 
period of our study We calculate revenue premium and all 
other product-market measures possible for each of the 111 
brands 1п each year We provide definitions of all the van- 
ables 1n Table 1 


6This ıs related to but distinct from the concept of tier-based 
asymmetric price competition (Blattberg and Wisnewski 1989) 
The latter considers the amount a high-tter brand takes from a low- 
пег brand compared with the amount a low-tier brand takes from a 
high-tier brand In contrast, our analysis compares the up self- 
elasticity of a high-equity brand with из own down self-elasticity 


TABLE 1 
Definitions of Variables Used in Empirical Analysis 


А — — —— — —— ————— 


Variable Definition Source 
Variables in Local Data Set 

Price Net selling price per unit volume DD 

Brand volume Number of equivalent units of the brand sold DD 

Price premium charged Brand's price — private label's price DD 

Percentage market share (Brand's unit volume sold)/(category's unit volume sold) DD 

Market share premium Brand's market share — private label’s market share DD 

Volume premium Brand's unit volume — private label's unit volume DD 

Revenue Unit volume x price DD 

Revenue premium (Brand's unit volume x brand's net price per unit volume) — (private label’s DD 
unit volume x private label's net price per unit volume) 

Revenue premium over (Brand's unit volume x brand's net price per unit volume) — (smallest-share DD 

smallest-share brand brand's unit volume x smallest-share brand's net price per unit volume) 

Revenue premium over (Brand's unit volume x brand's net price per unit volume) — (lowest-price DD 

lowest-price brand brand's unit volume x lowest-price brand's net price per unit volume) 

Dubin's equity (Brand's unit volume)(Brands net price); 1 — — Sp =). DD (for 

(1— Бћагер ер – Sp) details, 
see the 
Appendix) 
Additional Variables in National Data Set 
Category volume per Number of equivalent units of the category sold Fact Book 
1000 households 

Brand volume per 1000 Brand market share x category unit volume Fact Book 

households 

SOR Among households that bought the brand, the percentage of their total Fact Book 
category purchases represented by the brand 

SOR premium (Brand’s SOR) – (private label's SOR) 

Advertising Total advertising expenditure (millions of dollars) across 10 media LNA/Media 
computed by monitoring advertisements in each medium/program and Watch Ad 
applying a relevant rate to each advertisement $ Summary 

Promotion Percentage of brand sales made on a promotion Fact Book 

Small-brand dummy Equal to 1 if brand accounts for less than 5% of the sales of the top three Fact Book 

brands in the category, equal to 0 otherwise 

Medium-brand dummy Equal to 1 if brand accounts for 5%—40% of the sales of the top three brands Fact Book 
in the category, equal to 0 otherwise 

Purchase cycle Average number of days between consecutive purchases of the category Fact Book 

Hedonic category dummy Equal to 1 if mean summed score from consumer mail-survey response Sethuraman 
(three-point scale) to two items (The product 15 fun to have, The product and Cole 
gives me pleasure) is greater than 2, equal to 0 otherwise (1997), 

expert 
judgment 

Stockpileability Mean factor score from consumer survey response (five-point scale) to Narasimhan, 
two items (It is easy to stock extra quantities of this product їп my home, Neslin, and 
| пке to stock up on this product when I can) Sen (1996) 

Private label quality Mean mail-survey response (five-point scale) by retail experts to How does Hoch and 
the quality of the best private label supplier compare to leading national Banerji 
brands in this category? (1993) 


a See 
Notes DD = Dominick's database, University of Chicago Following Allawadi, Lehmann, and Neslin (2001), we combined all items sold by a 
manufacturer in a given category in the brand Therefore, we computed Procter & Gamble's revenue premium in the diaper market, Col- 


gate's revenue premium in the toothpaste market, and so on 


The second data set includes the entire US grocery 
channel and contains share, price, promotion, and advertis- 
ing data for 102 brands in 23 product categories from 1991 
to 1996 We compile annual data on share, sales, price, pro- 
motion, and category characteristics from Information 
Resources’s Marketing Fact Book, which tracks purchases 
of a panel of thousands of randomly selected households in 
markets across the United States The Fact Book provides 
nationwide grocery sales of each category on a per- 


thousand-households basis and unit market shares of each 
brand, from which we compute unit sales of each brand 
per thousand households We supplement Fact Book data 
with advertising expenditures from LNA/Media Watch, 
Narasimhan, Neslin, and Sen’s (1996) measure of category 
stockpileability, Hoch and Banerjr's (1993) data on private 
label quality, and a classification into hedonic versus utili- 
tarian categories per Sethuraman and Cole's (1997) survey 
and the judgments of several experts In each category, we 
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include two to four major brands, apart from private labels, 
and at least one small-share brand that existed during the 
entire study period, were sold nationally, and were not niche 
players Definitions of the variables ın this data set are also 
listed 1n Table 1 

The benefit of the local data set 1s that 1t covers a single 
market and uses the private label from a single retailer Thus, 
it 18 free from issues of heterogeneity in private label quality 
across retailers and of differences 1n equity across markets, 
though the levels of brand equity may not be representative 
of the national market In contrast, the national data set 
enables us to examine how much revenue premium pack- 
aged goods brands possess and how 1t has changed over time 
1n the entire country In obtaining this nationwide view, dif- 
ferences across retailers and markets are averaged out Thus, 
the two data sets complement each other and together con- 
tribute much more to our empirical analysis than either one 
would by itself 


Empirical Analysis: Local Data Set 


Change over Time 


The correlation of revenue premium with its lagged value in 
the local sample 1s 96 This high correlation speaks to its 
stability from one year to the next However, as we noted 
previously, the 1990s were a period of eroding brand equity 
Table 2 provides a summary of trends 1n private label share 
and revenue premium for each category 

In general, the trends in Table 2 support conventional 
wisdom From 1991 to 1996, the median percentage change 
in Dominick's private label share 1s 13 5%, and the median 
percentage change in revenue premium 1s —11% For indi- 
vidual categories, we find that the private label share 
1ncreased 1n all but 5 of the 17 categories and the median 
revenue premium decreased 1n 11 categories Although the 
percentage change 1n revenue premium seems large 1n some 
cases, recall that the change 1s over six years For example, 
the 77% 1ncrease 1n canned broth translates to a 12% annual 
1ncrease ? 


Correlation with Other Measures 


Table 3 summarizes the correlation of revenue premium 
with other measures, there are several notable results First, 
our measure correlates strongly with revenue, but the corre- 
lation 15 not perfect, showing that revenue premium captures 
something different from revenue Second, our measure 15 
much more simple to compute than Dubin's (1998) measure 
(see the Appendix), yet ıt correlates well with 1t ( 82) Third, 
the correlation 1s also strong with revenue premiums for the 
smallest-share ( 90) and lowest-price ( 83) brands, which are 
useful in categories with no private label Fourth, our mea- 
sure correlates strongly with volume premium obtained 
( 79) but not with price premium charged As we discuss 


7The percentage change 1s also amplified when the base 1s small 
For example, all but one of the natural cheese brands had negative 
revenue premium in 1991 By 1996, this brand’s premium also had 
become negative The change appears great (-2108%) because ıt 1s 
calculated from the small base ın 1991 ($68,300) 
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subsequently, this reinforces the need for a measure that 
combines both volume and price premiums 8 


Volume Premium Versus Price Premium 


We determine the breakdown of our sample 1n terms of the 
four cases depicted in Figure 2 Of the brands, in 1991 33% 
were Case A, 55%, Case B, 5%, Case C, and 7%, Case D 
Thus, only one-third of the sample enjoy both a price and a 
volume premium over the private label, and more than one- 
half charge a price premium but are not strong enough to sell 
more than the private label does The existence of this siza- 
ble latter group explains the lack of correlation between rev- 
enue premium and price premium charged 

Table 4 displays the price and volume premium compo- 
nents for the brands with the highest and lowest revenue pre- 
mium 1п each category It supports the distribution of the 
four cases, showing that the vast majority of brands charge 
a positive price premium but that many are unable to get a 
positive volume premium For example, consider the lowest- 
revenue-premium brands in categories such as juice, broth, 
soup, and cheese, which belong to Case B Consideration of 
only price premium charged paints a relatively rosy picture 
of the brands, but their revenue premium, as shown 1n Table 
2, 15 mostly negative They are subject to significant upside 
price elasticity and therefore do not have much equity Con- 
sideration of changes over time also reveals that the three 
measures can differ significantly For example, consider the 
American processed cheese and liquid fabric softener 
brands with the highest revenue premium From 1991 to 
1996, the former lost 35% of its price premium but gained 
37% in volume premium, the latter’s price premium rose by 
71%, but its volume premium declined by 64% Whether 
these brands gained equity overall during this period cannot 
be ascertained from these numbers Table 2 shows that the 
overall impact was a 2196 1ncrease 1n the revenue premium 
of the cheese brand, reflecting an increase 1n equity, and a 
23% decrease in the revenue premium of the fabric softener 
brand, reflecting a decrease in equity 

These patterns demonstrate that revenue premium pro- 
vides a more complete single measure of equity than either 
volume premium obtained or price premium charged Vol- 
ume premium may be bought by means of lower price pre- 
miums, and revenue premium is needed to determine 
whether this 15 the case Price premium may result in signif- 
icant losses in volume premium, again, revenue premium 1s 
needed to determine this That less than one-half the cases 
are unambiguous (revenue, price, and volume premiums are 
all positive or all negative) underscores the need to examine 
revenue premium as the overall descriptor of the brand's 


equity 


8Note that the price premium charged in the market 1s not the 
same as the price premrum measure used in the literature The lat- 
ter 1s the premium that consumers report they are willing to pay for 
a brand over a private label, this 1s obtained from consumer survey 
data, which were not available to us Sethuraman (2000) 15 the one 
researcher who provides data on a survey-based price premium 
measure Although only six of Sethuraman's categories overlap 
with ours and he measures national brand equity at the category 
level rather than the brand level, the correlation with median rev- 
enue premium as a percentage of category revenue is 61 
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TABLE 3 
Local Data Set: Correlation of Revenue Premium 
with Other Measures 
(Between 559 and 660 Observations) 





Correlation 
with Revenue 

Product-Market Measure Premium 
Volume 62 
Volume premium 79 
Market share 65 
Market share premium 73 
Price premium charged — 00 
Revenue 89 
Private label revenue — 36 
Dubin's (1998) equity 83 
Revenue premium over 

smallest-share brand 90 
Revenue premium over 

lowest-price brand 82 
Revenue premium lagged 

one year 96 





Revenue Premium in Partitioned Markets 


A significant issue ш calculating revenue premium ıs the 
definition of the market A market definition that 1s too 
broad may make a niche or regional player appear to be 
much weaker than it really ıs In contrast, a market defini- 
tion that 1s too narrow can make even a weak brand appear 
to be strong For example, we define bottled, refrigerated, 
and frozen juice drinks as three separate categories 1n our 
data If we aggregated these products into one category, 
Juice, then Gatorade, which sells only bottled juice drinks 
and not the other products, would appear to be much weaker 
than it really 1s As shown in Table 5, Gatorade’s revenue 
premium was —$161,537 in the bottled juice drinks category, 
but 1t would appear to be considerably worse at —$7,601,469 
if we inappropriately evaluated the brand in an aggregated 
Juice category If we define the market more narrowly as 
sports drinks, Gatorade’s revenue premium 1s high In con- 
trast with Gatorade, Tropicana sells products ın all three cat- 
egonies, though st 1s strongest ın refrigerated juice and weak- 
est 1n bottled juice drinks In an aggregate juice category, 
Tropicana's strong showing 1n refrigerated juice would not 
be revealed, rather, ıt would be offset by the weaker show- 
ing ш bottled and frozen juices 

We cannot prescribe the “right” way to define the mar- 
ket, but we recommend that a rigorous method be used when 
the market structure 1s not obvious (e g , Kalwani and Mor- 
nson 1977, Urban, Johnson, and Hauser 1984) Moran 
(1994) recommends that the served market be defined quite 
narrowly on the basis of the segment 1n which the brand 
enjoys the greatest loyalty However, this may be a slippery 
slope, because any brand can appear strong 1f its served mar- 
ket 15 defined narrowly enough Ultimately, the breadth of 
the market definition should depend on the pattern of inter- 
brand competition and switching as well as the firm's aspi- 
rations for the brand 

In summary, the key findings from the local data set are 
that (1) revenue premium 1s highly correlated from year to 
year, suggesting stability, (2) its trend over the six-year 
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period 1s consistent with conventional wisdom about the 
eroding equity of brands, and (3) 1t correlates 1n expected 
ways with other measures of brand equity 


Empirical Analysis: National Data 
Set 
Change in Measure over Time 


The correlation of revenue premium with its lagged value 15 
98, showing that the measure 1s highly reliable even at the 
aggregated national level Table 6 summarizes the median 
revenue premium in each category and median percentage 
changes over time 

The trends 1n our measure are again consistent with con- 
ventional wisdom about brand equity, there 1s an improved 
position of private labels and a decrease in revenue pre- 
mium The median percentage loss in revenue premium 
across all brands 1n our sample 1s 2946 over the six-year 
period (translating to an approximate 6 6% decrease per 
year), and the median percentage gamm in private label share 
1s 69% The change ın private label share 1s positive for all 
but three categories, and median change in revenue premium 
1s negative for all but four categories 

Two of the worst hit categories are cold/allergy/sinus 
tablets and liquids In these categories, the median decreases 
ш revenue premium are 235% and 275%, respectively, over 
the six-year period. To understand why such drastic changes 
occurred in these categories, consider that private labels 
increased their share by approximately 80% during the period 
At the same time, direct-to-consumer advertising of prescrip- 
tion drugs 1ncreased significantly, and consumers became 
more aware of these alternatives Furthermore, given the copay 
system of most health maintenance organizations, prescrip- 
tion drugs became more like over-the-counter products 1n 
terms of consumers’ out-of-pocket costs The result was that 
marginal over-the-counter brands, such as Alka-Seltzer, Chlor- 
Trimeton, and Drixoral, lost out to both private label and pre- 
scription drugs Because these brands had little revenue pre- 
mium to begin with, the percentage decrease was even greater 

Diapers are another category ın which brands experi- 
enced substantial losses 1n revenue premium Їп this cate- 
gory, private labels more than doubled their share from 1991 
to 1996 At the same time, the category leaders Kimberly- 
Clark (Huggies brand) and Procter & Gamble (Luvs and 
Pampers brands) were locked 1n a price war and a struggle 
forshare As a result, they lost almost 7096 and 90%, respec- 
tively, of their revenue premium during the six-year period 
That the equity of these brands suffered 1s borne out by Total 
Research Corporation's EquiTrend study (Miller 1993, p 8) 


Correlation with Other Measures 


Table 7 summarizes the correlations of revenue premium 
with other measures With annual national data, there are not 
enough observations to estimate a demand function sepa- 
rately for each brand As a result, we were unable to com- 
pute Dubin's (1998) measure of equity АП the other mea- 
sures we computed for the local data set are 1ncluded in 
Table 7 We also included a measure of behavioral brand 
loyalty, the brand’s share of requirements (SOR), and the 
SOR premium over private labels 
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TABLE 5 
Revenue Premium in Partitioned Markets 











Revenue Revenue Premium 
Market Private Label Gatorade Tropicana Gatorade Tropicana 
Bottled juice drinks $1,707,803 $1,546,266 $ 67,638 —$ 161,537 —$1,640,165 
Frozen juice 3,671,137 0 2,883,654 —3,671,137 –787,483 
Refrigerated juice 3,768,795 4,491,976 —3,768,795 723,182 
All juice 9,147,735 1,546,266 7,443,268 —7,601,469 —1,704,466 





The pattern of correlations 1n Table 7 1s similar to that 
obtained for the local data set We particularly note three 
results First, the high correlations of revenue premium 
using private label as the benchmark with revenue premium 
using the smallest-share national brand ( 92) or lowest-price 
national brand ( 91) as benchmarks are reassuring In addı- 
tion to confirming the robustness of the measure, the corre- 
lations also alleviate concerns about the aggregation of mul- 
tiple private labels 1n the national data set Second, the 
correlations with SOR and SOR premium аге 20 апа 54, 
respectively Neither SOR nor SOR premium reflects the 
number of consumers who buy the brand or the price they 
pay, so the measures are less complete than revenue pre- 
mium However, the correlation with SOR premium 1s 
stronger because 1t 1s more simular to the conceptual defini- 
tion of brand equity 1n that 1t compares with a benchmark 
Third, the correlation with price premium 1s almost zero, as 
it 15 in the local data set Again, this reinforces the 1mpor- 
tance of including both volume and price premiums in 
equity measurement Referring back to the four cases 
depicted ın Figure 2, we find that ın 1991, 54% of the brands 
were 1n Case A, 30% 1n Case B, 11% 1n Case C, and 5% in 
Case D Therefore, even nationwide, a substantial number of 
national brands charge a price premium but are not strong 
enough to achieve a volume premium, which explains the 
lack of correlation between price premium and revenue 
premium 


Association with Marketing-Mix and Category 
Variables 


Having established the stability, face validity, and conver- 
gent validity of revenue premium, we examine whether 1t 1s 
associated ın expected ways with other variables by estimat- 
ing the following regression 


(8) Revenue Premium,, = o + B;Revenue Premium, ; 
+ В›5ОУМ + B3SOP, 
+ B4PurCycle, + BsStockpile, 
+ BeHedonic, + B7PLQuality, 
+ BgCatrevg + £g 


In Equation 8, the revenue premium of brand 1 in category J 
in year t 1s a function of 1ts revenue premium in the previous 
year, 1ts share of total advertising (SOV) 1n category j 1n year 
t, из share of total promotion (SOP) in category J 1n year t, 
the average purchase cycle (PurCycle) and stockpileability 
(Stockpile) of category j, the hedonic nature of category J 
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(Hedonic), and the average quality of private labels com- 
pared with national brands (PLQual) ın category ] 9 Because 
we estimated the regression by pooling data across cate- 
gories, we controlled for differences in market size across 
categories by including the revenue of category ] in year t 
(Catrev) 1n the model 

In general, the results summanzed 1n Table 8 confirm 
our expectations Furst, the coefficient of lagged revenue 
premium 15 93, again confirming the stability of revenue 
premium from year to year Second, a brand's share of cate- 
gory advertising has a significantly positive association with 
revenue premium Third, category characteristics such as 
purchase cycle, hedonic nature of the category, and relative 
quality of private label are significantly associated with our 
measure, and their coefficients are of the expected sign The 
only two vanables that are not significant are the brand’s 
share of category promotion and the stockpileability of the 
category As we discussed previously, the lack of a signifi- 
cantly negative coefficient for share of category promotion 
1s actually consistent with recent work that shows that pro- 
motion increases penetration and has little negative 1mpact 
on SOR (Ailawadi, Lehmann, and Мезил 2001) As a result, 
the positive 1mpact on unit sales offsets the decrease in price 
that comes with increased promotion Thus, revenue pre- 
mium's association with most of the brand and category 
characteristics examined 1s consistent with theory and prior 
research 


Impact on Price Elasticity 


Finally, using a modified version of Ailawadi, Lehmann, and 
Neslin’s (2001) market share response model, we tested 
whether high-revenue-premium brands exhibit asymmetric 
up and down price elasticities Specifically, we estimated a 
first-differenced log-linear model on data pooled across 
brands and categories 

(9) Share, = e%(Price®hs )(Аау2® у(Оеа1ЁЗ® )(CoupP4 


ict 1С ict ict 


(PriceP5« ) (Advil ве )(DealP7* (Coup hs јева , 
where all the variables are transformed 1nto first differences 
of logarithms, that 15, logarithm of the value 1n year t less the 


9We use share of advertising rather than dollar advertising 
because the latter may have a positive coefficient simply as a scal- 
ing artifact Companies often use a target advertising-to-sales ratio 
as a budgeting rule, and therefore categories and brands that have 
high sales will also have greater dollar spending For promotion, 
results are unchanged whether we use promotion or share of 
promotion 


ejdures |јелело eu; 10; peuodei әле e1eus әде ejeAud ш әбиецә eDejueoied pue ereus үәде| ejeAud јо запјел иерәш ‘spjoyasnoy = НН SƏN 
епјел ejnjosqe 1661 eui Jo әбеіиәоләа е se 9664 0} 1661 шод обивцо eue 

















ec 4981- Lr- ІЄР'01 6z- Gee 69 сс ојашез |[e38AQ 
SS- 602– L- кеј Lp 924 69 8! зџебједер fupune| рәләрмоч 
tr- vc 0l- 919Ӯ 01- 812 6€ 11 зиәбәјәр Aipune| pinbr] 
Spez +- 8s- 699 86- pre SS- Le цовәд Ма 
81- 229 6z- 8661 8!- 229 Ze 29 зџебледар saysemysiq 
ZS- раб tr- 2902 tr- 8601 29 Lv рты Buiysemusiq 
sjonpojg Buiueoe|3 
19– Soz- S8- 4977 St- 1181 08 99 Ənssı; јорој 
9z- G46- 8 2162 LE- ©86- ve 29! enssi) [е1ое4 
69- £604- Ol- 2162 69- 018 04 22! зјемој једва 
421- 0£0L— 88- 2929 toL- 0081 191 LL siadeiq 
Ssjonpoud лодеа 
ge- 6z- 42- КП oz- L6? 04 91 eisedujoot 
99 čr- YS- 668 8z- eoz LE 01 seusniquioo| 
£6t- OL 6 6801 os- 99 Se Lc oodweys 
Zvl- 291– 01- 268 1а1- ОРІ 68 29! уземујпоуј 
и 08 Li- огр 06 181 vec 81 deos pinbr3 
091 Lt 8- СОР ve 6S 6€- 61 Jeuonipuoo лен 
81- 926 6z- 6282 8!- 6921 808 e deos лед 
SjonpoJg 9225 jeuoSJ9d 
951— 86 es- 496 S6- eeg 68 vs dniAs ynog 
8zi- £1£- tez- ve sez- tel- £8 Ӯ 61 Sje|qei ѕпшѕ/Аб:әје/ріоо 
08- ggl- SEL- voc SZZ- Le- 61 € €c spinbi| snuis/ABjej[e/pIo2) 
S]ONPOld 3189 uyeoH 
а! L81- og- 99ӮІ 6- 159 LE StL Buiueuous 
сс 2991— ве! 9802 [274 cev 02– 89 sdiuo ojejog 
сЕ 291 9 88 9 евр 94 9€ бицвој4 
s- LZ- LZ 492 8!- ове Ӯ 99 xiu eiuMOJg 
SjonpoJd рооз 
гобивцо (нн 0001/$) еәбиецо (HH 0001/$) зебивц2 (HH 0009) eoDueu? (%) 1661 К№обәдед yonpold 
әбеұиәоләа 661 ебејџоооа 1661 обејизоза 1661 әБезиәэәләд 
ueIpƏN UuniuloJd 
pueig pueig enuaAeH әлецс jeqe ejyeAud 
uniulg9Jd-anuaAaH-1S9^0]1 uiniurgJd-anusASH-1S9UuBIH ueipa[y 





91nseo[y штшаја әпиәлән јо fueuiuing ҷәс̧ VPA jeuoneN 
9 31871 


Revenue Premium / 13 


ТАВГЕ 7 
National Data Set: Correlation of Revenue 
Premium with Other Measures 
(Between 459 and 592 Observations) 


Correlation 

with 

Revenue 

Product-Market Measure Premium 
Volume 57 
Volume premium 75 
Market share 48 
Market share premium 53 
Price premium —07 
Revenue 91 
Private label revenue – 02 
Revenue premium over smallest-share brand 92 
Revenue premium over lowest-price brand 91 
SOR 20 
SOR premium 54 
Revenue premium lagged one year 98 


logarithm of the value in year t— 1 The independent variables 
are the brand’s own price, advertising, dealing, and coupons 
and the share-weighted average price, advertising, dealing, 
and coupons of the competing brands Following Ailawadi, 
Lehmann, and Neslin (2001), we accounted for brand and 
category differences in elasticities by including interactions 
of all the marketing-mix variables with two dummy variables 
for brand size (Small, and Mid,,) and four category charac- 
teristics (average category dealing, advertising, purchase 
cycle, and stockpileability) Thus, fork=2 8 


(10) Bric = Во + Bx Small, + Bk2Miıd,c + Bia CatDeal; 
+ Bi4CatAdvtg, + B,sPurCycle, + B,.¢Stockpile,, 


where Вк 1s the coefficient of the kth marketing-mix var- 
1able ın Equation 9 For the self-price coefficient (К = 1), 
we also included an interaction with a dummy variable 
(B,7PriceIncDum) that is equal to one 1f there was a price 
increase from the previous year and equal to zero if there 
was not We estimated this model separately for high- and 
low-revenue-premium brands 10 

Rather than report the large number of coefficients 1n the 
regression model, we focus on the coefficient of the up price 
interaction (Вуз) The first row of Table 9 reports the esti- 
mated coefficients of the interaction for low- and high- 
revenue-premium brands Our expectation about the up ver- 
sus down asymmetric effect ıs confirmed The interaction 
term with the brand's own price 1s not statistically signifi- 
cant for low-revenue-premium brands, but it 1s positive and 
significant for high-revenue-premium brands To illustrate 
what these interaction coefficients mean for the up and down 
self-price elasticities of high- and low-revenue-premium 
brands, we calculate the base (1 е , the down elasticity) for 


10We define these using a median split of revenue premium as a 
percentage of the category's revenue 1n 1993 We use the percent- 
age figure to control for the size of different categories so that we 
do not classify a brand as low simply because the category 1s small, 
and vice versa 
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TABLE 8 
Regression of Revenue Premium on Marketing- 
Mix and Category Variables 
(499 Observations) 





Regression Coefficient 


Independent Variable Unstandardized Standardized 


Lagged revenue 93* 96* 
premium (90 37) 
Share of category 740 19* 02* 
advertising (2 20) 
Share of category 407 28 01 
deals ( 44) 
Average purchase 7 75* 11* 
cycle (4 65) 
Stockpileability 62 34 01 
(76) 
Hedonic category 166 59* 04* 
dummy (3 95) 
Private label quality —137 57** – 03“ 
(—1 79) 
Category revenue 02* 11* 
(b 13) 
Adjusted R? 97 
F-statistic (df 1, df 2) 1762 (8490) 
*p« 05 
“p< 10 


Notes The t-statistics are in parentheses, df = degrees of freedom 


TABLE 9 
Up and Down Price Elasticities 


Revenue Premium 


Parameter/Elasticity Low High 
Self-price increase dummy x 274 564* 
self-price coefficient (847) ( 69) (241) 
Average down self-price —1 195 — 747 
elasticity 

Average up self-price — 921 — 183 
elasticity 

*р< 05 


Notes The t-statistics are in parentheses 


each brand by plugging 1n its values for each of the 1nde- 
pendent variables in the model (we report the average down 
elasticity across all brands 1n the second row of Table 9) We 
then added the estimated coefficient of the up interaction 
term to determine the average up elasticity across all brands 
Table 9 shows that low-revenue-premium brands have an 
average down price elasticity of —1 195 and an average up 
price elasticity that ıs not much different at – 921 In con- 
trast, high-revenue-premium brands have an average down 
price elasticity of — 747 but an up price elasticity that 15 


much less negative at — 183 As we expected, high-revenue- 
premium brands gain share when they cut prices but lose rel- 
atively little when they 1ncrease price 


Conclusion 


We have proposed revenue premium as a measure of brand 
equity, discussed its theoretical underpmnings, and vali- 
dated the measure Revenue premium 15 conceptually 
grounded in the fundamental definition of brand equity and 
theoretically grounded as the equilibrium outcome of a com- 
petitive marketplace It is stable over time, yet reflects con- 
ventionally accepted industry trends, correlates reasonably 
with other product-market measures, and 1s more complete 
Revenue premium’s association with marketing actions and 
category characteristics 1s consistent with theory, as 1s its 
association with up and down price elasticities 


Implications for Managers 


It 1s highly unlikely, 1f not impossible, for a single measure 
of brand equity to satisfy all the characteristics of the ideal 
measure Stull, the revenue premium measure has several 
strengths that make it attractive to managers It 1s a single, 
objective number that is credible to senior management and 
the financial community, and ıt provides a useful guide to 
the value of a brand during mergers and acquisitions Rev- 
enue premium 15 easy to calculate with readily available data 
and thus can be monitored on an ongoing basis for several 
brands ın several product categories At the same time, it 15 
more complete than some other product-market outcome 
measures and thus provides a more accurate summary of 
brand health Managers can also use the revenue premium 
measure to monitor the шпрас! of marketing decisions on the 
long-term value of their brands 

The most challenging aspect of calculating revenue pre- 
mium 1s the identification of the benchmark brand, that is, 
the product that mimics what the subject brand would 
achieve 1f it had no equity We used private label as the sur- 
rogate, but some private labels arguably have brand equity, 
and in some categories private labels do not exist That pri- 
vate label-based revenue premium correlates highly with 
lowest-price or lowest-share brand-based revenue premiums 
suggests that as long as the choice of the benchmark 1s sen- 
sible, the measure 1s robust We recommend that managers 
identify a reasonable benchmark brand and use it 
consistently 

The most significant limitations of revenue premium for 
managers are that ıt does not provide insight into the 
consumer-based sources of brand equity or quantify a 
brand's future extendibility and potential Customer mind- 
set measures are crucial for diagnosing the underlying rea- 
sons for changes 1n equity that may be signaled by revenue 
premium, and financial market measures are crucial for 
examining long-term potential, even if the assessment 1s 
subjective All these measures are needed to provide a nch 
picture of current and future brand health We recommend 
that managers regularly use revenue premium for tracking 
brand health over time compared with that of their competi- 
tors and periodically examine customer mind-set measures 
to guide marketing decisions and fully diagnose problems 


flagged by revenue premium and its price and volume pre- 
mium components We also caution managers not to become 
complacent simply because their brands enjoy a large rev- 
enue premium It 1s imperative to have a sense of both the 
consumer-based sources of the revenue premium and the 
future challenges and opportunities the brand faces 


Implications for Researchers 


We believe the contribution of this article lies not only in 
proposing the revenue premium measure of brand equity but 
also ш providing a framework within which the reliability and 
validity of various brand equity measures can be evaluated 
and in starting that validation process with the revenue pre- 
mium measure We hope that our work will encourage others 
to conduct such validation of the measures they develop 
Although we validated our revenue premium measure against 
as many other measures of equity as we could calculate, we 
were limited by the availability of data For example, we 
could not correlate our measure with customer mind-set or 
financial market measures Although we recognize that mea- 
sures used in industry are often based on proprietary data, we 
hope that researchers will share data with one another when- 
ever possible to promote better measurement of this construct 

Our work also suggests some specific avenues for further 
research First, revenue premium reflects the equilibrium real- 
1zation of all the complex interrelationships among the brand 
name, its marketing decisions, and 15 competitors’ marketing 
decisions A worthwhile research project would be to estimate 
these structural relationships and understand the process by 
which firms develop high-equity brands A second research 
need 1s an outcome measure of brand equity that 1s explicitly 
linked to the different consumer-based sources of brand 
equity Park and Smnivasan (1994) take a step in this direction 
by decomposing equity into attribute-based and non-attribute- 
based components, however, more work 1s needed to combine 
some of the diagnosticity of customer mind-set measures with 
the financial valuation ability of market outcome measures 
Third, a significant portion of the benefit of a brand name 1s its 
future potential Current methods for valuing future potential 
depend on subjective multipliers or on the swings of the sup- 
posedly “efficient” stock market It would be valuable to test 
validity of historical values against present values For exam- 
ple, researchers could test the predictive validity of brand val- 
uations done in the early 1990s using Interbrand or Simon and 
Sullivan’s (1993) methodology by comparing them with the 
actual performance of those brands 1n recent years 

Further research should also quantify the long-term 
financial value of a brand A relatively simple, objective 
approach for obtaining this from the current revenue pre- 
mium 15 based on the premise that without further brand- 
building investment (eg, advertising) ın the brand, the 
brand’s revenue premium will gradually decay to the level of 
a private label Thus, researchers could estimate the carry- 
over or persistence and treat ıt as an annuity For example, if 
the estimated carryover coefficient ıs 9 (1e, 10% of the 
value decays each year) and the discount rate 1s 1096, the 
long-term value of a brand is (1 + 1)/(1+ 1- 9)=55х 
the current revenue premium Alternatively, researchers 
could assume that further brand-building expenditures will 
keep revenue premium constant, and they could treat the 
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current revenue premium less annual brand-building costs as 
an annuity This does not account for the extendibility of the 
brand name to other products, but it 1s a reasonable starting 
point 

As technology and new distribution channels continue to 
intensify the competitive environment, the viability and 
health of the brand will continue to be prominent, even dom- 
inant, ın the minds of managers This argues for the impor- 
tance and potential impact of more research of the type we 
suggest 


Appendix 
Dubin’s (1998) Measure of Brand 
Equity 
Dubin’s measure 1s the incremental profits the branded version 
receives compared with those of an unbranded version Using 
oligopoly economic theory and a series of simplifying assump- 
tions, Dubin derives the following formula for brand equity 


(А1) Dubin’s equity, = volume, (price, — variable costy) 


| | So = Зое - D. 

(1 – share, Кер — Sp) || 
where Sy 1s the volume of brand b divided by the sum of the 
volumes of brand b and the unbranded (1e, private label) 
products in the market, and £, and ғр are the price elastici- 
ties of brand b and the private label product, respectively 
The entire term 1n braces represents the proportion of the 

brand's margin that 1s due to the brand name 
To calculate Dubin's measure, we obtained the price 
elasticity of each brand (and the private label) 1n each cate- 
gory by using weekly data pooled across stores to estimate 
a demand function for each brand The demand function 
specifies the logarithm of unit sales of brand 1 1n store s ın 
week t (Lnvol,;) as a function of the logarithms of prices of 


all n brands ın the store ın week t (Lnprice,,,), the percent- 
age of items belonging to each of the n brands that are 
on promotion in store s ın week t (Promo;,), the percentage 
of items belonging to brand 1 that were on promotion їп 
store s in week t — 1 (Promo, _ 1), 85 store dummy variables 
(Strdum,,), where the kth dummy variable 1s 1 1f s = К and 
0 otherwise, 9 dummy variables for special events during 
the year (e g , Easter, Labor Day, Thanksgiving, Christmas) 
(Splevdum;), where the Ith dummy variable 1s 1 1f that event 
occurs ın week t and 0 otherwise, and a trend variable 
(Trend) that takes values 1, 2,3 , N for each week ın the 
data 


n n 
(A2) Lnvolyg = a, + У dyLnprice ys + У cyPromo jy 
j=l j=l 


85 9 
+ d,Promo; 4 + У e, Strdumy, + У fySplevdum;, 
К=1 1=1 


+ g, Trend, + £y 


The demand function controls for store-specific effects, 
special events and holidays during the year that may affect 
sales, any general trend 1n sales of the brand, and any lagged 
effects of the brand's promotion 1n the previous week, and it 
provides estimates of price and promotion (self and cross) 
elasticities for every brand 1n every category We then used 
the self-price elasticities obtained for each brand to compute 
Dubin's measure of equity Because we did not have 1nfor- 
mation on variable costs, we computed the amount of the 
brand's revenue (not profit) that ıs due to the brand name 


(A3) Dubin's equity, = (volume; (pricey) 


| _ | Se = БоЖеђ – 1) 
(1 — sharey (Ep) — Sy) 


———— € ———— ——— ———— H——— Á——— — — —— —— — 
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Jan В. Heide 


Plural Governance in Industrial 
Purchasing 


This article examines the phenomenon of plural governance, a firm's simultaneous use of market contracting and 
vertical integration for the same basic transaction The author studies two particular aspects of plural governance, 
namely the conditions that motivate firms to deploy plural governance and the manner in which one governance 
form influences the other when the two coexist in a joint structure Drawing on agency theory and information eco- 
nomics, the author develops a set of research hypotheses and tests them empirically in the context of industrial 
purchasing decisions The results suggest that the plural governance phenomenon can be understood from the 
perspective of solving information asymmetry problems between buyers and suppliers The author discusses the 
implications of a *make and buy" approach to extant theory of interfirm governance, relationship management, and 


marketing strategy in business-to-business settings 


1n marketing has relied on the theoretical notion of 
governance (eg, Ghosh and John 1999, Heide 

1994) Important insights have been generated both into 
firms’ choices among basic governance forms, such as ver- 
tical integration and market contracting (eg, Anderson 
1985, Klein, Frazier, and Roth 1990), and into the specific 
governance dimensions of individual relationships (ев, 
Cannon and Perreault 1999, Lusch and Brown 1996) 

Firms’ governance decisions involve complex issues 
Some authors (Carson et al 1999, p 129) have suggested 
that governance decisions often involve “messy details” that 
fall outside the power of elegant theory The present focus 1s 
on such an issue, namely the decision to combine gover- 
nance forms such as market contracting and vertical integra- 
tion into a single structure, a strategy Bradach and Eccles 
(1989) describe as a “plural forms” approach 

Bradach and Eccles (1989) describe the plural forms 
phenomenon 1n the context of franchising systems, in which 
firms often rely on a combination of franchised and 
company-owned outlets However, the practice of simulta- 
neous deployment of different governance forms 1s consid- 
erably more widespread Sometimes described as “tapered 
integration” (е g , Carlton 1979), joint reliance on internal 
and external organization has been identified 1n several mar- 
keting settings, including advertising (Belch and Belch 
2000), industrial purchasing (Ahmadjian and Lincoln 2001), 
marketing research (Besanko, Dranove, and Shanley 1996), 
industrial distribution (Dutta et al 1995), and foreign mar- 
ket entry (Vanhonacker 1997) 

Notably, although plural forins are integral and perma- 
nent parts of many firms’ strategies (Harrigan 1984, Scherer 


М uch of the recent research on interfirm relationships 
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and Ross 1990), they are not well documented from a theo- 
retical standpoint In particular, unanswered questions per- 
tain to both the conditions that motivate firms to deploy 
plural structures ın the first place and the influence patterns 
that exist across individual governance forms within the 
plural system Bradach and Eccles (1989) propose that these 
questions are related to using one governance form to man- 
age the other, however, they did not articulate this general 
argument in the form of refutable hypotheses As a conse- 
quence, with some exceptions (e g , Dutta et al 1995), the 
plural forms phenomenon has generated little empirical 
research ! 

The objective of this article 1s to address the preceding 
issues raised I draw on agency theory and information eco- 
nomics (Bergen, Dutta, and Walker 1992, Kirmani and Rao 
2000) to propose that plural structures can be understood 
from the perspective of solving information asymmetry 
problems of various kinds On the basis of an empirical test 
ш the context of industrial purchasing, in which buyers may 
purchase components from independent suppliers and make 
components internally, I examine whether augmenting mar- 
ket relationships with internal organization enables firms to 
manage information problems that are inherent ın (singular) 
reliance on market governance 

From a theoretical standpoint, I attempt to (1) document 
а common governance practice, (2) examine a possible solu- 
tion to information asymmetry problems, and (3) expand the 
unit of analysis in relationship research from individual 
dyads to portfolios of internal and external relationships 
From a managerial standpoint, the plural forms thesis has 
important implications for both the firms that pursue such 
strategies and their exchange partners (e g , their suppliers) 





INote that the term “plural forms” 1s used somewhat differently 
in the extant literature Cannon, Achrol, and Gundlach (2000) use 
the term to describe the joint reliance on different control mecha- 
nisms 1n the context of a particular relationship, others, such as 
Bradach (1997), define plural forms as a combination of distinct 
institutional forms Bradach and Eccles (1989) allude to both uses 
of the term My current use of the term follows Bradach’s 
conceptualization 
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Regarding the former, manufacturers that simultaneously 
make and buy a particular component are 1n a unique posi- 
tion to manage the supply function For suppliers, targeting 
buyers with plural structures means facing unique buying 
situations, which in turn may influence the nature of the 
supplier’s marketing program 

The next section presents the conceptual framework and 
research hypotheses The subsequent section presents the 
research design and describes the empirical tests The final 
sections discuss the results and their implications 


Theoretical Background and 
Hypotheses 
In the following sections, I discuss conditions that motivate 
the deployment of plural structures and the influence pat- 
terns that exist within such systems As I discuss subse- 
quently, these issues pertain to solving information prob- 
lems of different kinds 


The Deployment of Plural Governance 


Consider as a starting point an industrial sourcing situation 
in which a buyer (manufacturer) needs to acquire subassem- 
bly components A strategy for acquiring components 1s to 
rely on independent (external) suppliers In transaction cost 
terminology (Williamson 1985), such an approach means 
management of the procurement task through market gover- 
nance In the extant literature, market governance 1s often 
viewed as an analytical baseline because of its ability to 
exploit the cost advantage of external specialists and enable 
firms to concentrate on their core competencies (e g , Quinn 
and Hilmer 1994) 

At the same time, exclusive reliance on market gover- 
nance may give rise to problems A particular problem 1s 
information. asymmetry, which means that one party (1e, 
the external supplier) 1s better informed about aspects of the 
exchange than the other (MacMillan 1990) Conceptually, 
information asymmetry 1s an example of a market imperfec- 
tion, which enables a supplier to act opportunistically with- 
out being detected Two forms of opportunism are possible 
First, information asymmetry allows for adverse selection, 
or ex ante misrepresentation of skills and characteristics For 
example, there are certain fixed aspects of a supplier firm, 
such as the technology and processes used, that have the 
potential to 1nfluence product quality but are 1mperfectly 
observable to the buyer (Levinthal 1988) 

Second, information asymmetry allows opportunism 10 
the form of moral hazard, that 1s, quality debasement or 
actual cheating For example, even suppliers that possess the 
"right" characteristics or skills may fail to use them 1f 1nfor- 
mation asymmetry allows such actions and 1 there are cost 
savings 1nvolved (Mishra, Heide, and Cort 1998) In many 
situations, buyers can readily evaluate outside suppliers on 
output measures such as delivery schedule and volume 
However, in situations in which output measures do not 
reflect the true level of performance, a buyer faces the risk 
of quality debasement 

Thus, buyers that rely exclusively on market contracting 
may be constrained in their ability both to evaluate supplier 
performance per se and to make correct attributions about 


the cause of the performance problems I propose that a 
plural governance strategy might help solve these problems 
First, with respect to adverse selection, an internal operation 
provides a buyer with "architectural knowledge" (Venkat- 
esan 1992), which enables direct assessments of supplier 
characteristics and processes (Ahmadpan and Lincoln 
2001) Second, with respect to moral hazard, in-house 
expertise enables a buyer to design meaningful monitoring 
systems, 1ncluding the establishment of relevant measure- 
ment standards based on supplier behavior (Anderson and 
Oliver 1987, Ouchi 1980) 

In addition to setting standards ex ante, the presence of 
an in-house operation also helps in actual monitoring ex 
post. In the absence of relevant expertise, monitoring pro- 
vides limited information or simply produces information 
that cannot be properly mterpreted (Jacobides and Croson 
2001) Indeed, monitoring under such conditions may pro- 
duce substantial but unnecessary governance costs 

The preceding discussion suggests that the evaluation or 
information problem that would exist given exclusive 
reliance on market governance would be alleviated by aug- 
menting the market transaction with internal organization 
Notably, for the buyer to reduce information asymmetry, it 
1S not necessary to establish a large-scale 1nternal operation 
From a buyer's viewpoint, the key 15 the ability to evaluate 
information about the external party (Arora and Gam- 
bardella 1994), which only requires the presence of an inter- 
nal operation per se In Dutta and colleagues’ (1995) termi- 
nology, a plural system can be thought of as a 
"hierarchy-assisted" market I offer the following refutable 
prediction 


Н; The greater the information asymmetry ın a market rela- 
tionship, the greater 1s the likelihood that the market rela- 
tionship will be augmented with internal organization 


In the terminology of agency theory, the preceding dis- 
cussion describes the difficulty a principal (the buyer) faces 
in ascertaining the characteristics and behaviors of a partic- 
ular agent (the external supplier) The proposed solution to 
the problem, namely a plural governance approach, involves 
using one “agent” to manage another (Varian 1990) How- 
ever, a plural forms approach involves using a particular 
type of agent (1e, an internal one) to reduce information 
asymmetry 1n relation to another type of agent (1e, the 
external one) due to the nature of the information that 
becomes available through integration It would be useful to 
consider whether these problems could be addressed in a 
more straightforward manner, namely by using multiple 
external suppliers In other words, the issue 1s whether infor- 
mation asymmetry can be managed by establishing multiple 
market relationships or by relying on multiple versions of a 
single governance form In this study's empirical test, I for- 
mally examine this possibility as a means of validating Ну 


Influence Across Governance Forms 


The preceding discussion suggests that potential 1nforma- 
tion problems ın a market relationship are an impetus for 
augmenting that relationship with a hierarchical one I now 
consider the possibility that a plural system serves to influ- 
ence the structure of the market relationship As I discuss 
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subsequently, the information economics perspective intro- 
duced previously suggests that such influence across gover- 
nance forms can be understood from a signaling (or self- 
selection) perspective 

As a starting point, consider Bradach and Eccles’s 
(1989) account of plural forms and their general thesis that 
a relationship ın a plural system 1s “profoundly affected” by 
the other In a later study, Bradach (1997) provides evidence 
that exposure to hierarchical arrangements within the con- 
text of plural systems actually produces similar patterns 1n 
market relationships 

Bradach’s (1997) study has generated novel insights into 
plural systems, but its particular scope has left some ques- 
tions unanswered Specifically, because the sample 1n ques- 
tion consisted only of plural systems, 1t precluded specific 
comparison between types of systems (е g , plural and sın- 
gular) Ultimately, such a comparison 1s needed to ascertain 
whether market relationships that coexist with a hierarchical 
structure are indeed more hierarchical than others In addi- 
tion, important questions remain about the processes by 
which hierarchical characteristics emerge ın market 
relationships 

Consider first the inherent characteristics of the two gov- 
ernance forms that constitute a plural system An internal 
manufacturing operation exists within an organizational 
hierarchy, whose defining characteristics are centralized and 
formalized decision structures (Weber 1947) Conceptually, 
centralization refers to the concentration of decision- 
making authority or the degree of vertical control ın the rela- 
tionship (Hage and Aiken 1967, Heide and John 1992, 
Poppo 1991) Formalization describes the reliance on fixed 
rules and standard operating procedures (Dwyer and Oh 
1988, John 1984) 

In contrast, prototypical market relationships possess 
limited formal structure and content (Baker 1990, Granovet- 
ter 1985) For example, all else being equal, a buyer has lım- 
ited formal authority over an independent supplier's deci- 
sions about subsuppliers and quality-control procedures 
Similarly, to a limited extent, market relationships rely on 
formal rules and policies (Macneil 1980, Simon 1991) 

However, it 1s noteworthy that hierarchical features man- 
ifest themselves ın relationships between independent firms, 
but this begs the question, How do buyers acquire the 
authority to specify decision nights and impose routines? 
Nishiguchi and Anderson (1995) note that authority acquisi- 
tion 1s not automatic, 1t must be both justified by the buyer 
and accepted (1e, viewed as legitimate) by the supplier 
Bradach's (1997) study shows that one source of buyer legit- 
1macy 1s the presence of an 1n-house operation According to 
institutional. theory (DiMaggio and Powell 1983, Scott 
1987), the presence of an integrated operation gives a firm 
access to established (and thus legitimate) practices that can 
be deployed in the market relationship Walker (1988, p 
228) specifically notes that “іп interorganizational contexts, 
the routines that dominate a relationship may not be the 
firm's, but those of the organizations with which it 
cooperates ” 

The upshot of the institutional argument 1s that suppliers 
that are embedded in plural structures signal that they are 
operating 1n legitimate ways 1n relation to the buyer by con- 
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forming to the hierarchical arrangements In the context at 
hand, these signals are credible because they represent a cost 
to the sender (1e, the supplier) For example, there are 
direct (out-of-pocket) costs associated with conforming to a 
buyer’s decisions and learning the relevant rules and proce- 
dures There are also intangible costs associated with 
reduced supplier discretion (Cook 1977, John 1984) 
Regardless of costs’ specific nature, signaling theory sug- 
gests that they create opportunities for self-selection or for 
suppliers that possess the “right” characteristics to reveal 
private information (Kirmani and Rao 2000, Spence 1973) 
Specifically, because only these suppliers will receive a 
return on the relevant costs through repeat transactions, only 
such suppliers will enter the relationship 1n the first place 
Thus, the presence of a hierarchical operation serves as a 
screening device, which gives suppliers the opportunity to 
signal their characteristics 

Theoretically, this suggests an additional means by 
which a plural structure may solve adverse selection prob- 
lems ın relation to the supplier market Recall from the pre- 
vious discussion that the key impetus for deployment of 
plural structures 1s to manage adverse selection and moral 
hazard problems directly by improving the ability to evalu- 
ate supplier characteristics and behavior, respectively I now 
suggest that 1f a plural structure promotes the emergence of 
hierarchical characteristics ın the market relationship, 
adverse selection concerns are also addressed ın an indirect 
way, namely through supplier self-selection or signaling In 
this scenario, the costs to the supplier are a substitute for 
direct information acquisition 

However, to the extent that hierarchical procedures con- 
stitute signals, they should not be universally desirable 
Rather, the need for a supplier to reveal (and for a buyer to 
extract) private information should be greatest at the early 
stages of а relationship Over time, as the supplier's charac- 
teristics become known through direct interaction, 1nforma- 
tion asymmetry and the need for signaling diminish. As I 
noted previously, the upshot of signaling theory (e g , Kır- 
mani and Rao 2000) is that signals are proxies for direct 
information At this later tune, although the presence of an 
internal operation gives a buyer the ability to 1mpose hierar- 
chical arrangements, the actual motivation to centralize and 
formalize decisions will have decreased Because the 
deployment of hierarchical mechanisms means a loss of 
supplier autonomy, I expect such tactics to be used selec- 
tively Thus, I propose that the positive 1nfluence of a hier- 
archical arrangement on a market relationship 1n a plural 
system 1s time dependent and should decrease with the age 
of the relationship I offer the following predictions 


Н, In a plural system, the presence of a hierarchical arrange- 
ment (a) increases the market relationship's degree of cen- 
tralization, but (b) the effect decreases over time 


Н; In a plural system, the presence of a hierarchical arrange- 
ment (a) 1ncreases the market relationship's degree of for- 
malization, but (b) the effect decreases over time 


Statistically, H5 and Нз 1nvolve positive main effects of 
plural governance on centralization and formalization in the 
market relationship and negative interactions between plural 
governance and relationship length In other words, I expect 


the positive effect of hierarchy to decrease over the range of 
relationship length (Schoonhoven 1981) 

The time-dependence arguments of Hz, and H4, assume 
that centralization and formalization do not represent solu- 
tions to moral hazard Recall from the previous discussion 
that moral hazard 1s an ongoing concern and that even high- 
quality supplers may cheat by not using their skills 
Although hierarchical features restrict a supplier’s decision- 
making autonomy, they do not necessarily serve a monitor- 
ing purpose In this context, a buyer’s safeguard against 
moral hazard resides ın the ownership branch and its detec- 
tion ability However, 1f centralization and formalization 
serve to control ongoing cheating, the hypothesized tıme- 
dependent effects should not materialize 


Method 


The empirical context for this study 1s purchasing relation- 
ships between orginal equipment manufacturers (OEMs) 
and component suppliers Specifically, I focused on OEMs 
in three two-digit Standard Industrial Classification (SIC) 
major groups 35 (general machinery), 36 (electrical and 
electronic machinery), and 37 (transportation equipment) 


Preliminary Fieldwork and Pilot Study 


The first steps in the research process consisted of attending 
an industry conference on manufacturer~supplier relation- 
ships, conducting personal interviews, and drafting a survey 
instrument I personally administered the ınıtıal draft of the 
survey instrument at four different OEM sites Subse- 
quently, the mstrument was revised and administered by 
mail to 25 OEMs ш the designated SIC major groups 


Sample and Data Collection 


The sampling frame was a national mailing list of purchas- 
ing agents and directors who represented firms 1п the rele- 
vant SIC codes First, I drew a random sample of 1157 
names from the sampling frame Second, before the admin- 
istration of the survey, each person was contacted by tele- 
phone to verify company and informant characteristics To 
further ensure sample homogeneity, I excluded buyers that 
purchased components for direct resale In total, 579 people 
were identified who met the criteria and agreed to partici- 
pate in the study 


Response rate After callbacks and a second mailing, I 
received 175 questionnaires (30% of 579 mailed) To evalu- 
ate nonresponse bias, I conducted Armstrong and Overton’s 
(1977) extrapolation method, which compares early and late 
survey respondents in the sample, and compared the two 
groups on the study variables and several company demo- 
graphics I found no significant differences 


Key informant checks The survey instrument included 
post hoc checks on the informants’ knowledge and involve- 
ment m the firms’ sourcing decisions, consistent with Camp- 
bell's (1955) criteria. On a seven-point scale, the mean 
knowledge and involvement scores for the informants were 
6 46 (standard deviation [s d] = 74) and 6 37 (sd = 85), 
respectively I eliminated six questionnaires that showed 
inadequate levels of informant knowledge and involvement 


In addition, I eliminated companies that purchased from dis- 
tributors rather than from component manufacturers (11) or 
that exhibited excessive amounts of missing data (3) In the 
final sample, 103 key 1nformants were purchasing directors, 
40 were purchasing agents, and 12 were materials and oper- 
ations managers 


Measures 


The subsequent sections describe the measures used for the 
dependent, independent, and control variables, respectively 
The actual measures and key descriptive statistics are shown 
ш the Appendix 


Measures of dependent variables The dependent mea- 
sure used to test the deployment hypothesis (H;) was based 
on the following question What percentage, 1f any, of your 
needs for this component do you produce internally? An 
answer of 0 was coded as 0, and an answer greater than 0 
was coded as 1 This particular coding scheme follows from 
the research hypotheses, which pertain to the use of plural 
governance per se Consistent with the work of Bradach and 
Eccles (1989) and Bradach (1997), my conceptual argu- 
ments do not address the relative reliance on different gov- 
ernance forms Specifically, overcoming performance eval- 
uation difficulties only requires the presence of internal 
manufacturing 

I based the measure of supplier competition, used as a 
validity check for Ну, on the following question Including 
this particular supplier, from how many different suppliers 
does your company purchase this component? An answer of 
1 was coded as 0, and an answer greater than 1 was coded 
а$ 1 

An additional comment on the previous measures 1s ın 
order Unlike many of the other variables, which are latent 
constructs and are approached with a set of 1ndicators that 
tap the relevant domains, the sourcing approach a firm uses 
(e g , plural governance) 1s a readily observable phenome- 
non Thus, the procedure of "sampling facets" (e g , Bollen 
and Lennox 1991) of a latent construct 1s not directly applic- 
able here 

In the sample, 3196 of the firms relied on a plural gover- 
nance approach Of these, 38% were from SIC 35, 3596 
from SIC 36, and 27% from SIC 37 Of the firms, 41% used 
more than one outside supplier for the focal component 

The dependent variables ın H, and Нз, centralization and 
formalization, describe the two key dimensions of hierarchi- 
cal structure, as per Weber (1947) I measured each variable 
using multi-item scales, which were based on Hage and 
Aiken’s (1967) original items and subsequently adapted by 
Dwyer and Welsh (1985), Dwyer and Oh (1987), and John 
(1984) The items 1n the centralization scale describe the 
extent to which key decisions 1п the relationship are con- 
centrated with the buyer, that 1s, the buyer's degree of verti- 
cal control (Heide and John 1992) The formalization 1tems 
describe the degree to which fixed rules and procedures reg- 
ulate activities 1n the relationship 


Measures of independent variables The key indepen- 
dent variable in H}, information asymmetry, describes the ex 
ante information gap between the parties, or the buyer's dif- 
ficulty in verifying the true level of supplier performance I 
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based the multi-item scale used on items previously devel- 
oped by Anderson (1985) I measured relationship length, 
the moderator ın Н» and Н», using the historical length Q e , 
number of months) of the buyer-supplier relationship 


Control variables I included a set of several control 
variables ın the analyses to account for additional determi- 
nants of governance deployment (Hj) and hierarchical struc- 
ture (Н, and Нз) Consider the control variables used in the 
test of Н; First, ıt ıs conceivable that firms deploy a plural 
structure to manage other governance problems, such as 
adaptation (Williamson 1985) For example, buyers that face 
external uncertainty and are constrained 1n their ability to 
write complete contracts may enhance their ability to adapt 
in the supplier relationship to the extent that an 1n-house 
operation exists 2 I used multi-item measures of external 
uncertainty and buyer-specific investments, based on those 
developed by Anderson (1985) and Walker and Weber 
(1984), to account for this possibility Second, I controlled 
both for the extent to which the buyer relied on a formal 
qualification program to evaluate the supplier ex ante and 
for whether the supplier also invested 1n specific assets For 
the former, qualification programs may contribute to reduc- 
ing information asymmetry Supplier investments may con- 
stitute alternative self-selection devices I measured both 
qualification and supplier hostages using multi-item scales 
based on the items developed by Stump and Heide (1996) 

I used three additional controls in the deployment 
model First, I measured the presence of scale economies on 
the supplier’s part As Нагпрап (1984) notes, the greater an 
external supplier’s cost advantage, the less attractive a plural 
governance strategy 1s to a buyer Because of the difficulty 
of obtaining a direct measure of costs (Walker and Weber 
1984), I used the annual purchase volume from the supplier 
for the component 1n question as a proxy Second, I con- 
trolled for firm size Presumably, the larger the buyer, the 
greater ıs its ability to establish an internal operation The 
measure of firm size was the buyer’s overall annual dollar 
sales Third, I included a measure of the characteristics of 
the focal component As Anderson and Katz (1998) discuss, 
particular aspects of the buying situation may influence a 
firm’s sourcing approach For example, purchases involving 
technically complex products and/or products that have rev- 
enue and risk implications may require greater degrees of 
buyer control I attempted to capture this with a measure of 
the component’s degree of customization 





2Transaction cost theory (Williamson 1996) suggests that adap- 
tation problems are magnified m the presence of specific assets 
Accordingly, I posit that buyers that make specific investments ın 
the context of a plural structure increase their assets’ portability 
For example, buyers m a plural system that engage in supplier 
training (Leenders and Blenkhorn 1988) will simultaneously train 
their own employees and develop the same set of skills Similarly, 
firms that invest m idiosyncratic procedures and supply routines 
(Heide and John 1990) can transfer them to the mternal operation 
Thus, although investments are made ш relation to a particular 
external supplier, the joint presence of an internal operation 
increases the likelihood that some of the relevant assets can be 
redeployed Thus, 1п addition to uncertainty itself, the interaction 
between uncertainty and specific assets may affect the use of plural 
governance І account for this 1n the empirical test 
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In the models of hierarchical structure (centralization 
and formalization), I wanted to control for the possibility 
that power considerations influence a buyer’s ability to 
structure the supplier relationship To this end, I controlled 
for both the size of the buyer firm and the annual purchase 
volume from the supplier I also controlled for supplier- 
specific investments (Williamson 1983), given the possibil- 
ity that such investments enhance a buyer’s ability to cen- 
tralize and formalize decisions To further account for power 
considerations, I also included a measure of concentration to 
account for the possibility that suppliers whose sales are 
concentrated with the focal buyer relinquish decision- 
making authority Finally, I included the qualification mea- 
sure to control for the buyer’s use of a qualification program 
as a basis for subsequent relationship design (Stump and 
Heide 1996) 


Construct Validity 


I subjected the reflective multi-item measures (1 e , informa- 
tion asymmetry, centralization, formalization, external 
uncertainty, buyer investments, and supplier investments) to 
a systematic assessment of internal consistency and uni- 
dimensionality I measured qualification using a formative 
operationalization and did not include the relevant items ın 
this process I first evaluated each пет set on the basis of 
item-to-total correlations and exploratory factor analysis 
Using the elliptically reweighted least squares procedure in 
EQS (Bentler 1993), I then subjected the entire пет set to 
confirmatory factor analysis 

The overall fit of the model (%2[309] = 515 33, p < 001, 
Bentler’s [1993] comparative fit index [CFI] = 94, average 
off-diagonal standardized residual = 06) provides evidence 
of unidimensionality All the factor loadings are large and 
significant (t-values > 2) Each item set, response format, 
and estimated composite construct reliability 15 shown 1n the 
Appendix All the reliabilities exceed the threshold that 
Bagozzi and Yi (1988) recommend 

To assess discriminant validity, I estimated several addi- 
tional confirmatory factor analysis models in which each 
pair of factor correlations was constrained to unity I then 
compared the fit of each new model with the original uncon- 
strained model All the measures show evidence of discrim- 
ination The correlation matrix for the variable set 1s shown 
in Table 1 


Hypotheses Tests and Results 


Recall that the hypotheses pertain to the deployment of 
plural governance (Н!) and influences across governance 
forms (H and H3) I tested the first hypothesis by estimat- 
ing two logistic regression models The first of these models 
estimated the likelihood of augmenting market governance 
with internal organization (1 е, shifting from a single to a 
plural governance form, per Ну) To further validate H}, a 
second logistic regression model used a simular specification 
to predict whether a firm relied on a single supplier (refer- 
ence category) or multiple external suppliers for the focal 
component 

The estimation results for the logistic regression models 
are shown 1n Table 2 As 1s evident in Table 2, my key pre- 
dictions are supported Information asymmetry increases the 


t 


| 


£L 


9 


————————————————————M—ÓÁÓÉÉ ee 9i Пеш OEOD SUCTE[ENOD SION 
00 1 06 144 


Gl = и Јој 50 > d 1? јшеоуиб әле 91 uey} зәјеәб ѕџоцејәос) ѕәјом 


80 91 6€ вс tL- 92 РО LL ve 92 – LE sonsuejoereuo jonpoud р} 
20 20 – oe сё 90 9L се ee 8l 82 – 12 uonezieuuo4 £L 
S0 – £l © ср 6! – Єў 91 IZ ev Z£- 9€ uonezienue) 21. 
001 €l- €l- LL S0 - €l- РО 50 Lt IL- 91 иоццәйшоо лецаапо |} 
001 90 40 0! – €L- €l- 40 - LO vl oz әоиешәлоб |елпја OL 
001 Ze 9! – es 91 LE 6v IE- 8z ѕұџәшұѕәли лецдапо 6 
001 20 4! Ze €0 9c 95 – ва џоцеошјепо в 
001 6l- 8L 70 – 60 – 20 – ве – фбигт 4 
001 l0- ЕП 61 да – 91 иоцедиәоиоо 9 
00 | 8l 10 vl- 90 ешпјол езецолпа 9 
001 10 10 80 9215 шд Ӯ 
001 0€ – Or s}uawyseAul jeÁng € 
00 | gL— Ayurepeoun |ешајха 2 
001 Адәшш/Аѕе uoneuuoju| |, 


2 9 9 


хіцер џоцејдл05 
L 3 18VL 


Plural Governance in Industrial Purchasing / 23 


ТАВГЕ 2 
Logistic Regression Models 


—______________ === 


Plural Governance Model 


Variables Coefficient 
Constant -7 08 
Information asymmetry 71 
External uncertainty 71 
Buyer investments — 13 
External uncertainty x 
buyer investments 32 
Qualification 22 
Supplier investments 17 
Firm size — 01 
Purchase volume – 02 
Product characteristics 26 
Log-likelihood —34 27 
42 (df = 9) 27 65** 
Classification percentage 7296 
*p« 05 
“p< 01 


Notes df = degrees of freedom 


likelihood of a shift from single to plural governance, as H; 
predicts (t = 2 37, p < 01) The corresponding term in the 
supplier competition model 1s not statistically significant 
(t =- 88, p > 10) These results support the expectation that 
information asymmetry creates difficulty for market gover- 
nance and that this difficulty 1s not managed by establishing 
multiple market relationships 

For the other variables 1n the model, external uncertainty 
1ncreased the likelihood of augmenting market governance 
with in-house manufacturing The interaction between 
external uncertainty and buyer-specific 1nvestments 1s also 
significant Although these variables were not the focus of 
this study, the results suggest that plural forms are also 
responses to adaptation concerns Of the other controls, pur- 
chase volume had a negative effect on the likelihood of 
plural governance, suggesting that the scale advantage of an 
external supplier creates a disincentive for internal produc- 
tion As predicted, product customuzation increases the like- 
lihood of using a plural approach 

In the previous analysis, I treated the plural governance 
phenomenon as a categorical variable, consistent with 
Bradach and Eccles’s (1989) conceptualization However, 
recall that I also obtained information about the actual per- 
centage of the buyer’s needs that was produced internally 
As a validity check, 1 also estimated the models with the per- 
centage as a dependent variable Before estimation, the per- 
centage was transformed to Ln (%/1 — %) to ensure that the 
predicted values would fall between 0 and 100 on the ongi- 
nal scale None of the focal predictors were significant in 
this model, which suggests that 1t 1s the presence of another 
governance form that matters 

I tested Н, and H5, which involved influence across gov- 
ernance forms, using ordinary least squares (OLS) regres- 
sions, which predicted centralization and formalization, 
respectively The independent variables 1п each model were 
governance form (a dummy variable indicating exclusive 
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Supplier Competition Model 


t-Value Coefficient t-Value 
-3 45** 166 173" 
237“ — 15 – 88 
2 56** 10 63 
—44 — 10 — 58 
164* 17 15 
79 14 01 
67 — 04 — 26 
– 22 – 05 – 37 
—1 96" — 01 — 15 
165* — 01 — 01 
—74 54 
4 18 
6096 


reliance on market contracting [0] or a plural governance 
approach [1]), relationship length, the interaction between 
governance form and length, and the control variables 

The OLS regression results for the models of hierarchi- 
cal structure are shown 1n Table 3 The predicted pattern of 
effects 1s evident ın both models Specifically, there 1s a pos- 
itive, significant main effect of plural governance im both the 
centralization and the formalization models (t = 2 34, p < 
01, t = 1.86, p < 05, respectively), and there 1s a negative, 
significant interaction between plural governance and rela- 
tionship length (t = —1 78, р < 05, = —3 08, p< 01, respec- 
tively) In combination, these results suggest that angment- 
ing a market relationship with internal organization 
produces hierarchical elements in the market relationship 
and that the effect decreases over time These results are 
consistent with my expectation that hierarchical elements 1n 
a market relationship serve signaling (1 e , adverse selection) 
purposes at the early stages of a relationship 

As acheck on the integrity of the conceptual framework, 
I reestimated the logistic regression model (for deployment 
of plural governance) with centralization and formalization 
as additional predictors to test the possibility that a hierar- 
chically organized suppher relationship 1s a substitute for 
internal organization and creates a disincentive for a plural 
governance approach In the expanded model, nether of the 
two predictors was significant, and the other effects 
remained unchanged This suggests that some of the benefits 
of a plural structure cannot be readily duplicated through the 
organization of a particular market relationship 

I also comment briefly on the control variables 1n the 
hierarchy models As expected, aspects of power influenced 
the degree of centralization and formalization In the cen- 
tralization model, both concentration and supplier invest- 
ments had significant effects In the formalization model, 
significant effects were found for firm size and purchase 


TABLE 3 
OLS Regression Models 





Centralization 





Formalization 





Standard 
t-Value Coefficient Coefficient t-Value 
2 80*** 258 01 5 94*** 
234*** 83 22 1 86** 
— 65 001 12 1 29* 
—1 78** — 009 —37 —3 08*** 
3 05*** 17 19 1 93** 
321*** 07 08 74 
109 01 13 1 40* 
50 001 21 2 16" 
251** 01 02 19 
401*** 
18 


ы 


Ѕіапаага 
Variables Coefficient Coefficient 
Constant 86 01 
Plural 72 23 
Length — 01 — 05 
Plural x length — 08 —18 
Qualification 19 26 
Supplier investments 19 30 
Firm size 01 09 
Purchase volume 001 04 
Concentration 008 21 
F-ratio 10 04*** 
Adjusted R? 39 
*p« 10 
**p « 05 
“p< 01 


volume Qualification was significant in both models, con- 
sistent with previous findings (Stump and Heide 1996) 

As an additional test of the potential role of power, I esti- 
mated the hierarchy models with the actual percentage of 
the buyer's component needs made internally (rather than 
the categorical 0-1 measure) Conceivably, the greater the 
percentage already made internally, the greater the buyer's 
abilities are to shift the (external) supplier’s volume ın- 
house and to impose hierarchical structures In these mod- 
els, neither the focal main effects nor the interactions with 
relationship length were significant This suggests that in the 
context at hand, and for these particular problems (1e, 
information asymmetry), it 15 the presence of a plural struc- 
ture that matters However, I do not argue that power 
processes are absent As institutional theorists (Scott 1987) 
discuss and as 1s noted in the development of H, and Нз, ће 
relevant power processes rest primarily on legitimacy rather 
than on replaceability considerations 


Discussion 
Theoretical Implications 


In their much-cited article, Bradach and Eccles (1989) 
observe that firms do not necessarily make mutually exclu- 
sive choices between market contracting and internal orga- 
nization but that they often combine both into a common 
structure I operationalized the plural forms argument by 
proposing that information asymmetry problems, which 
would cause difficulties given exclusive reliance on market 
governance, create incentives for augmenting market con- 
tracting with internal organization Consistent with my a pri- 
оп expectation, information asymmetry prompted a shift 
from exclusive reliance on market contracting to a plural 
system Notably, I also showed that firms do not manage this 
problem by establishing multiple market relationships or 
multiple versions of a single organizational form 


My second research question pertains to the influence 
patterns 1n plural systems Drawing on signaling theory, I 
proposed that hierarchical arrangements serve as self- 
selection devices for suppliers As such, I expected market 
relationships that coexisted with an integrated operation to 
deviate from their “ideal type" profile (Weber 1947) and 
exhibit hierarchical characteristics In support of this 
hypothesis, the presence of a hierarchical arrangement sig- 
nificantly increased the degree of centralization and formal- 
ization in the focal supplier relationship However, consis- 
tent with the signaling perspective, I also showed that this 
effect was time dependent 

From a theoretical perspective, the results extend exist- 
ing perspectives on interfirm governance by showing how 
firms can manage particular governance problems by pur- 
posely combining different governance forms Although 
plural structures thus far have received little attention in the 
literature, they are often permanent and integral parts of 
firms’ strategies (Dant, Kaufmann, and Paswan 1992) Orga- 
nizational architectures that involve making and buying 
simultaneously often are more representative of marketplace 
realities than the conventional make-or-buy perspective 

The conceptual framework was based on the assumption 
that plural structures are unique in their approach to solving 
information asymmetry problems There are two ways such 
problems are solved, both of which originate from the *own- 
ership” branch of the system First, the presence of an inte- 
grated operation enables a firm to evaluate a supplier’s char- 
acteristics and its ongoing behavior In other words, 
ownership serves the purpose of directly managing both 
adverse selection and moral hazard problems Second, in 
plural governance, ownership addresses adverse selection 
indirectly by enabling the market relationship to be struc- 
tured along hierarchical lines In essence, the ownership 
branch represents a source of “market domestication” 
(Arndt 1979) 
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These effects do not require “making” on a large scale 
Thus, an important implication of a plural forms approach 1s 
that 1t enables firms to exploit some of the inherent benefits 
of market contracting, such as cost advantages, fewer 
bureaucratic obstacles, and flexibility (eg, Quinn and 
Hilmer 1994), without a loss of control Notably, some of 
the extant models that rely on a make-or-buy heuristic (e g , 
Walker and Weber 1984) often assume that governance deci- 
sions 1nvolve inherent trade-offs on these criteria 

Tn a general sense, the plural forms thesis, as developed 
herein, 1s based on the premise that there are potential 1nter- 
dependencies across individual governance forms Instead 
of viewing governance decisions as choices among discrete 
alternatives, firms might consider whether the "invisible 
hand" of the market and the “visible hand" of internal orga- 
nization can be purposely combined 

From a theoretical perspective, this line of reasoning 
suggests that the appropriate research focus 1s sometimes on 
portfolios of relationships rather than on individual dyads 
Uzzi (1997) and Dyer, Cho, and Chu (1998) advocate com- 
bining different types of supplier “ties,” such as arm’s- 
length and embedded relationships, into larger portfolios 
However, 1n these accounts, the impetus for the portfolio 
decision has been to acquire a range of relationship proper- 
ties per se In other words, the implicit heuristic for portfo- 
lio design has been an additive one, and when relationship 
types have been combined, the individual relationships 
remain independent of one another For example, 1n Uzzi's 
analysis there 1s no recognized interaction or synergy among 
the different relationship types 1n the larger portfolio 

My perspective on relationship portfolios 1s slightly dif- 
ferent The upshot of the current framework 1s that individ- 
ual governance forms are potentially interdependent and 
that these 1nterdependencies can be used deliberately For 
example, augmenting market contracting with 1nternal orga- 
nization serves to control the market relationship in different 
ways The current research provides some preliminary 
insight into the role played by particular relationship types 
1n a larger portfolio (Cannon and Perreault 1999) I elabo- 
rate on the practical implications of this portfolio perspec- 
tive in the next section 


Managerial Implications 


I consider three categones of managerial implications (1) 
the supplier-management practices of firms that use plural 
governance, (2) those firms’ downstream customer relation- 
ships, and (3) the marketing programs for suppliers that tar- 
get firms with plural structures 

First, consider a manufacturer and its strategy 1n relation 
to the supply market Cannon and Perreault (1999) note the 
lack of “рше” relationship types and how buyers may con- 
nect with suppliers in various ways, a given buyer might 
maintain several types of supplier relationships simultane- 
ously Dyer, Cho, and Chu (1998) recommend that buyers 
purposely segment their supplier markets and carefully con- 
sider each supplier’s contribution to its overall strategy 

In the present study, I consider two general sourcing 
approaches, namely purchases from independent suppliers 
and a plural approach that combines outsourcing and inter- 
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nal manufacturing The results suggest that the latter 1s a 
selective strategy and used (in part) for products whose 
quality 1s difficult to assess and for products with high 
degrees of customization (е g , Anderson and Katz 1998) 
Beyond these considerations, connecting with the supplier 
market (Cannon and Perreault 1999) by means of a plural 
governance approach might have the additional implication 
of helping ın a buyer's segmentation efforts ın that the plural 
setup enables appropriate suppliers to self-select into a 
buyer relationship Notably, to the extent that a plural gov- 
ernance approach 1s capable of controlling the relevant mar- 
ket relationships, 1t may reduce firms’ need to have “close” 
relationships (in a conventional sense) in a portfolio 
Instead, a plural forms approach may be a strategy for 
“managing” markets As such, particular institutions, such 
as internal organization, play important roles 1n managing 
relationships On a somewhat related note, my analyses sug- 
gest that tightly controlled market relationships do not sub- 
stitute for plural structures, which in turn suggests that insti- 
tutions themselves posses unique properties that cannot be 
easily duplicated 

Second, consider the implications of a plural governance 
approach for the focal firm’s downstream strategy Specifi- 
cally, consider the finding that information asymmetry 1n 
relation to a supplier prompts a shift toward plural gover- 
nance Notably, information problems in the upstream mar- 
ket may also manifest themselves downstream, to the extent 
that the characteristics of the components 1n question are not 
immediately apparent to the buyers of the end product In 
essence, an "experience" good (Nelson 1970) at one level of 
a supply chain may have implications beyond that particular 
level 

As I noted previously, a plural forms approach may help 
manufacturers overcome information asymmetry problems 
їп the supplier market. However, the 1mplications of such a 
strategy may go beyond the upstream market, to the extent 
that the plural setup itself constitutes a credible signal to the 
downstream customers Specifically, firms that have 
deployed plural structures have both the abihty to detect 
opportunism (due to the in-house expertise) and the motiva- 
tion to do so (due to the relevant investments) From an end 
customer's perspective, to the extent that the manufacturer's 
plural setup 1s visible, 1t may overcome inherent evaluation 
problems and quality concerns (Kirmani and Rao 2000) As 
such, a plural governance approach may support a firm's 
efforts 1n the downstream market 

Third, consider the implications of a plural forms 
approach for the suppliers to such systems The empirical 
results show that certain purchasing situations motivate buy- 
ers both to source from suppliers and to produce internally 
Such situations involve unique marketing challenges for the 
suppliers 1n question Buyers that have pursued a plural gov- 
ernance approach most likely have complex buying centers 
that span multiple functional areas (е g , Anderson and Katz 
1998) This tends to make a supplier's initial sell-in task 
more complex ш terms of both the number of relationships 
that must be established and the type of information that 
must be provided to each one However, the complexity of 
the buying center may eventually protect the incumbent sup- 
plier against other (outside) suppliers, to the extent that the 


relationships 1n the buying center involve switchung costs 1n 
the form of interpersonal attachments, training, or learning 
by doing (Wathne, Biong, and Heidé 2001) Thus, although 
a plural governance setup represents potential competition 
for an outside supplier, 1t may also have positive strategic 
implications 

On a simular note, to the extent that a plural structure 
serves to manage adverse selection problems, per the previ- 
ous discussion, certam suppliers actually stand to benefit 
from such arrangements More specifically, 1f the presence 
of a plural system enhances a buyer's abihty to evaluate 
product quality, 1 will enhance high-quality suppliers’ abil- 
ity to differentiate their products from those of competing 
suppliers (1e, a separating equilibrium) As such, targeting 
buyers with plural structures may have distinct benefits 


Limitations and Further Research 


I should point out some limitations of this research 
Although the homogeneous research context 1s desirable for 
theory-testing purposes, 1t limits the generalizability of the 
findings Furthermore, this research only begins to explore 
why firms rely on plural governance strategies 1n the first 
place Conceivably, such strategies can be used for various 
reasons, and research could usefully be directed to explo- 
ration of the relevant domain 

Finally, the specific performance implications of plural 
systems remain unanswered For example, if a plural gover- 
nance strategy enables high-quality suppliers to signal their 
characteristics and self-select into a buyer relationship, sup- 
plier performance should be greater in such relationships 
than 1n others Given some of the negative evidence about 
performance effects of outsourcing in general (Walker 
1997), establishing a link between particular governance 
approaches and outcome variables seems an important 
research priority 


Appendix 
Measures 


Information Asymmetry (Reliability = .66) 


ээ «с 


(Seven-point scale “strongly disagree"—"strongly agree,” 
mean = 4 07, range = 5 50, sd = 127) 


1 In order to obtain a satisfactory assessment of this supplier’s 
performance, we need to conduct on-site inspection at this 
supplier’s plant 

2 Conducting performance evaluations of this supplier 
requires making sure that they follow the approved produc- 
tion and quality-control procedures 

3 Evaluating the performance of this supplier requires exten- 
sive incoming inspection 

4 115 inadequate to evaluate this supplier based on component 
prices 


Centralization (Reliability = .70) 


(Seven-point scale “entirely decided by supplier”—“entirely 
decided by your company,” mean = 2 44, range = 5.60, s d = 
1 05) 


1 Suppher’s production processes and manufacturing 
technology 

2 Ongoing design and engineering changes 

3 Supplier's level of inventory (raw material, semifinished and 
finished components) 

4 Selection of supplier’s subsuppliers 

5 Supplier's quality control procedures 


Formalization (Reliability = .68) 


(Seven-point scale “strongly disagree 
mean = 3 83, range = 60, sd = 1 36) 


1 Our dealings with this supplier are subject to a lot of rules 
and procedures stating how various aspects of the relation- 
ship are to be handled 

2 Orders from this supplier are placed periodically according 
to a formalized routine 

3 Deliveries from this supplier are made on fixed days and 
times 

4 The interaction with this supplier involves doing things “by 
the rule book” 


„с 


strongly agree,” 


External Uncertainty (Reliability = .72) 


3) 66 


(Seven-point scale "predictable"—"unpredictable," mean = 


3 86, range = 60, sd = 139) 


1 Industry sales volume for end product 
2 Your company's sales volume for end product 


3 Your company's volume requirements for the components 
bought from this supplier 


Buyer-Specific Investments (Reliability = .81) 


(Seven-point scale “strongly disagree"—"strongly agree,” 
mean = 2 48, range = 5 50, s d = 1 32) 


1 We have made significant investments 1n tooling and equip- 
ment dedicated to our relationship with this supplier 

2 Our production system has been tailored to meet the require- 
ments of dealing with this supplier 

3 Our production system has been tailored to use the particu- 
lar components bought from this supplier 

4 Geaung up to deal with this supplier requires highly spe- 
cialized tools and equipment 

5 This supplier has some unusual technological norms and 
standards, which have required adaptation on our part 

6 Traming and qualifying this supplier has involved substan- 
tial commitments of time and money 


Supplier-Specific Investments (Reliability = .90) 


79 6 


(Seven-point scale. "strongly disagree"—"strongly agree,” 
mean = 2 85, range = 5 80, sd = 163) 


1 This supplier has made significant investments in tools and 
equipment dedicated to the relationship with our company 

2 This supplier’s production system has been tailored to meet 
the requirements of dealing with our company 

3 This supplier has made extensive adaptations in physical 
plant and equipment in order to deal effectively with our 
company 

4 The procedures and routines developed by this supplier as 
part of their relationship with our company are tailored to 
our particular situation 
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5 Our company has some unusual technological norms апа 
standards which have required extensive adaptation by this 
supplier 


Qualification (Formative Scale) 


(Seven-point scale "minimal evaluation of supplier’— 
"extensive evaluation of supplier," mean = 4 63, range = 6 0, 
sd =1 56) 


1 Product quality 

2 Engineering capability 

3 Manufacturing capability 

4 Financial strength 

5 Personnel/inanagement resources 
6 Services provided 

7 Delivery capability 

8 Price competitiveness 


Relationship Length 


(Mean = 132 months, range = 654, sd = 127) 
How long has your company been buying these or any other 
items from this supplier? months 


Firm Size 

(Mean = 49 [in $M], range = 1499, sd = 149) 

What was your firm's total sales volume last year at this 
location? $ 


Purchase Volume 


(Mean = 1 13 [in $M], range = 199, sd =2 88) 
What was the total dollar value of your company's pur- 
chases of components from this suppher last year? $ 


Concentration 


(Mean = 19 46, range = 90, sd = 29 49) 

With regard to this supplier's total annual sales of these 
components, approximately what percentage 1s sold to your 
company (0%—100%) % of supplier's sales 
accounted for by your company 


Product Characteristics 


(Seven-point scale “industry standard component’— 
"completely customized component," mean = 4 58, range = 
60,sd 2214) 

Please 1ndicate the degree to which the components that you 
purchase from this supplier are standardized 
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Peter C. Verhoef 


Understanding the Effect of 
Customer Relationship Management 
Efforts on Customer Retention and 
Customer Share Development 


Scholars have questioned the effectiveness of several customer relationship management strategies The author 
investigates the differential effects of customer relationship perceptions and relationship marketing instruments on 
customer retention and customer share development over time Customer relationship perceptions are considered 
evaluations of relationship strength and a supplier's offerings, and customer share development is the change in 
customer share between two periods The results show that affective commitment and loyalty programs that pro- 
vide economic incentives positively affect both customer retention and customer share development, whereas 
direct mailings influence customer share development However, the effect of these variables is rather small The 
results also indicate that firms can use the same strategies to affect both customer retention and customer share 


development 


in the academic marketing literature (Berry 1995, 

Dwyer, Schurr, and Oh 1987, Morgan and Hunt 
1994, Sheth and Parvatiyar 1995) An intense interest 1n cus- 
tomer relationships 1s also apparent in marketing practice 
and 1s most evident in firms’ significant investments 1n cus- 
tomer relationship management (CRM) systems (Kerstetter 
2001, Reinartz and Kumar 2002, Winer 2001) Customer 
retention rates and customer share are important metrics in 
CRM (Hoekstra, Leeflang, and Wittink 1999, Reichheld 
1996) Customer share 1s defined as the ratio of a customer’s 
purchases of a particular category of products or services 
from supplier X to the customer’s total purchases of that cat- 
egory of products or services from all suppliers (Peppers and 
Rogers 1999) 

To maximize these metrics, firms use relationship mar- 
keting instruments (RMIs), such as loyalty programs and 
direct mailings (Hart et al 1999, Roberts and Berger 1999) 
Firms also aim to build close relationships with customers to 
enhance customers’ relationship perceptions (CRPs) 
Although the impact of these tactics on customer retention 
has been reported (е g , Bolton 1998, Bolton, Kannan, and 
Bramlett 2000), there 1s skepticism about whether such tac- 


C: relationships have been increasingly studied 
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tics can succeed 1n developing customer share 1n consumer 
markets (Dowling 2002, Dowling and Uncles 1997) 

Several studies have considered the impact of CRP on 
either customer retention or customer share, but not on both 
(eg, Anderson and Sullivan 1993, Bolton 1998, Bowman 
and Narayandas 2001, De Wulf, Odekerken-Schroder, and 
Iacobucci 2001) A few studies have considered the effect of 
КМ5 on customer retention (eg, Bolton, Kannan, and 
Bramlett 2000) In contrast, the effect of RMIs on customer 
share has been overlooked Furthermore, most studies focus 
on customer share in a particular product category (eg, 
Bowman and Narayandas 2001) Higher sales of more of the 
same product or brand can increase this share, however, 
firms that sell multiple products or services achieve share 
increases by cross-selling other products Moreover, no 
study has considered the effect of CRPs and RMIs on both 
customer retention and customer share It 1s often assumed 
in the literature that the same strategies used for maximizing 
customer share can be used to retain customers, however, 
recent studies indicate that increasing customer share might 
require different strategies than retaining customers (Blat- 
tberg, Getz, and Thomas 2001, Bolton, Lemon, and Verhoef 
2002, Reinartz and Kumar 2003) 

Prior studies have used self-reported, cross-sectional 
data that describe both CRPs and customer share (e g , De 
Wulf, Odekerken-Schroder, and Iacobucci 2001) The use of 
such data may have led to overestimation of the considered 
associations because of methodological problems such as 
carryover and backfire effects and common method variance 
(Bickart 1993) Such data cannot establish a causal relation- 
ship, indeed, the argument could be made that causality 
works the other way (1e, I am loyal, therefore I like the 
company) (Ehrenberg 1997) Longitudinal data rather than 
cross-sectional data should be used to establish the causal 
relationship between customer share and 15 antecedents 
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I have the following research objectives First, I aim to 
understand the effect of CRPs and RMIs on customer reten- 
tion and customer share development over time Second, I 
examine whether the effect of CRPs and RMIs on customer 
retention and customer share development 1s different My 
study analyzes questionnaire data on CRPs, operational data 
on the applied КМ, and longitudinal data on customer 
retention and customer share of a (multiservice) financial 
service provider 


Literature Review 


CRPs and Customer Behavior 


Table 1 provides an overview of studies that report the effect 
of CRPs on customer behavior, and 1t describes the depen- 
dent variables, the design and context of the study, the CRPs 
studied, and the effect of CRPs on behavioral customer loy- 
alty measures (which can be self-reported or actual observed 
loyalty measures) Table 1 shows that the results of studies 
that relate CRPs to actual customer behavior are mixed 


RMIs and Customer Behavior 


Table 2 provides an overview of the limited number of aca- 
demuc studies that consider the effect of RMIs The majority 
of the studies have focused on loyalty or preferential treat- 
ment programs, and the results show mixed effects of these 
programs on customer loyalty Despite the intensive use of 
direct mailings 1n practice, their effect on customer loyalty 
has almost been 1gnored More important, the effect of RMIs 
on customer share development over time has not been 
investigated 


Conceptual Model 


Figure 1 shows the conceptual model In this model, I con- 
sider customer retention and customer share development 
between two periods (T; and To) as the dependent variables, 
which are affected by CRPs and RMIs Because I consider 
customer retention and customer share development as two 
separate processes, relationship maintenance and relation- 
ship development, the underlying hypotheses of the model 
explicitly predict that different constructs of CRPs, and dif- 
ferent RMIs influence customer retention and customer 
share development The rationale for this distinction 1s that 
a customer's decision to stay 1n a relationship with a firm 
may be different from his or her incremental decision to add 
or drop existing products Consistent with this notion, Blat- 
tberg, Getz, and Thomas (2001) argue that customer reten- 
tion is not the same as customer share, because two firms 
could retain the same customer Reinartz and Kumar (2003) 
suggest that relationship duration and customer share should 
be considered as two separate dimensions of the customer 
relationship Bolton, Lemon, and Verhoef (2002) propose 
that the antecedents of customer retention might be different 
from the antecedents of cross-buying behavior 1 explicitly 
address these differences 1п the hypotheses 

The inclusion of CRPs as antecedents of retention and 
customer share development 1s based on relationship mar- 
keting theory, which suggests that CRPs affect behavioral 
customer loyalty I included RMIs because a successful cus- 


tomer relationship largely depends on the applied RMIs 
(Bhattacharya and Bolton 2000, Christy, Oliver, and Penn 
1996, De Wulf, Odekerken-Schroder, and Iacobucci 2001) 
Moreover, because of the increasing popularity of CRM 
among businesses, an increasing number of firms are using 
RMIs 

In the model, I also include customers’ past behavior 1n 
the relationship as control variables, which might capture 
inertia effects that are considered important determinants of 
customer loyalty 1п business-to-consumer markets (Dowling 
and Uncles 1997, Rust, Zeithaml, and Lemon 2000) Past 
customer behavioral variables (e g , relationship age, prior 
customer share) can also be indicators of past behavioral 
loyalty, which often translates into future loyalty Prior 
research suggests that the type of product purchased ın the 
past 1s an indicator of future cross-selling potential (ер, 
Kamakura, Ramaswami, and Srivastava 1991) 


Hypotheses 


CRPs 


Relationship marketing theory and customer equity theory 
posit that customers’ perceptions of the intrinsic quality of 
the relationship (1e , strength of the relationship) and cus- 
tomers’ evaluations of a supplier’s offerings shape cus- 
tomers' behavior 1n the relationship (Garbarino and Johnson 
1999, Rust, Zeithaml, and Lemon 2000, Woodruff 1997) 
The most prominent perception representing the strength of 
the relationship 1s (affective) commitment (Moorman, Zalt- 
man, and Desphandé 1992, Morgan and Hunt 1994) 
Because satisfaction and payment equity are important con- 
structs with respect to the evaluation of a supplier’s offerings 
(Bolton and Lemon 1999), I included these three constructs 
in the model The two categories of constructs differ in 
terms of both content and time orientation Affective com- 
mitment 15 forward looking, whereas satisfaction and pay- 
ment equity are retrospective evaluations 

In the customer equity and relationship marketing liter- 
ature, other CRPs that are not 1ncluded 1n my model are 
often studied Trust and brand perceptions are the most 
prominent of these variables (Morgan and Hunt 1994, Rust, 
Zeithaml, and Lemon 2000) I did not include brand percep- 
tions because the focus 1s on current customers My con- 
tention 1s that the brand 1s especially significant in attracting 
new customers During the relationship, the brand probably 
1nfluences affective commitment (Bolton, Lemon, and Ver- 
hoef 2002) I did not include trust, because trust should be 
considered merely an antecedent of satisfaction and com- 
mitment (Geyskens, Steenkamp, and Kumar 1998) No 
direct effect on customer behavior should be expected 


Affective Commitment 


Commitment 1s usually defined as the extent to which an 
exchange partner desires to continue a valued relationship 
(Moorman, Zaltman, and Desphandé 1992) I focus on the 
affective component of commitment, that 1s, the psycholog- 
ical attachment, based on loyalty and affiliation, of one 
exchange partner to the other (Bhattacharya, Rao, and 
Glynn 1995, Gundlach, Achrol, and Mentzer 1995) 
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Effect on customer retention Given the previous defini- 
tion of affective commitment, 1t might be expected that this 
type of commitment affects customer retention positively In 
line with this, researchers who relate commitment to self- 
reported behavior, such as purchase intentions, usually find 
that commitment positively affects customer loyalty (eg, 
Garbarino and Johnson 1999, Morgan and Hunt 1994) 
However, the appearance of such an effect has recently been 
questioned (Gruen, Summers, and Acito 2000, MacKenzie, 
Podsakoff, and Ahearne 1998) Despite this, I hypothesize 
the following 


H, Affective commitment positively affects customer 
retention 


Effect on customer share development Relationship 
marketing theory posits that because affectively committed 
customers believe they are connected to the firm, they dis- 
play positive behavior toward the firm As a consequence, 
affectively committed customers are less likely to patronize 
other firms (Dick and Basu 1994, Morgan and Hunt 1994, 
Sheth and Parvatiyar 1995) In other words, commutted cus- 
tomers are more (less) likely to increase (decrease) their cus- 
tomer share for the focal supplier over a period of time 


Н, Affective commitment positively affects customer share 
development over time 


Satisfaction 


I define satisfaction ın this study as the emotional state that 
occurs as a result of a customer's interactions with the firm 
over time (Anderson, Fornell, and Lehmann 1994, Crosby, 
Evans, and Cowles 1990) Szymanski and Henard’s (2001) 
meta-analysis shows that satisfaction has a positive 1mpact 
on self-reported customer loyalty 

Despite such positive results in the literature, the link 
between satisfaction and actual customer loyalty has been 
questioned (е g , Jones and Sasser 1995) Researchers have 
searched for a better understanding of this link and have pro- 
posed a nonlinear relationship between satisfaction and cus- 
tomer behavior (е g , Anderson and Mittal 2000, Bowman 
and Narayandas 2001) Other studies have shown that rela- 
tionship age, product usage, variety seeking, switching 
costs, consumer knowledge, and sociodemographics (е 5, 
age, 1ncome, gender) moderate the link between satisfaction 
and customer loyalty (Bolton 1998, Bowman and Narayan- 
das 2001, Capraro, Bromarczyck, and Srivastava 2003, 
Homburg and Gienng 2001, Jones, Mothersbaugh, and 
Beatty 2001, Mittal and Kamakura 2001) Finally, dynamics 
during the relationship may also affect this link Customers 
update their satisfaction levels using information gathered 
during new interaction experiences with the firm, and this 
new information may diminish the effect of prior satisfac- 
tion levels (Mazursky and Geva 1989, Mittal, Kumar, and 
Tsiros 1999) 


Effect on customer retention Despite. Ше apparent 
absence of an empirical link between satisfaction and behav- 
1oral customer loyalty, several studies show that satisfaction 
affects customer retention (Bolton 1998, Bolton, Kannan, 
and Bramlett 2000) The underlying rationale 1s that cus- 
tomers aim to maximize the subjective utility they obtain 


from a particular supplier (Oliver and Winer 1987) This 
depends on, among other things, the customer's satisfaction 
level As a consequence, customers who are more satisfied 
are more likely to remain customers Thus. 


Ha Satisfaction positively affects customer retention 


Effect on customer share development Although a posi- 
tive relationship between satisfaction and customer share 
has been demonstrated 1n a single product category (Bow- 
man and Narayandas 2001), this does not necessarily imply 
that satisfaction also positively affects customer share devel- 
opment for a multiservice provider A theoretical explana- 
tion for the absence of such an effect could be that positive 
evaluations of currently consumed products or services do 
not necessarily transfer to other offered products or services 
In other words, satisfied customers are not necessarily more 
likely to purchase additional products or services (Verhoef, 
Franses, and Hoekstra 2001) Another explanation 1s that 
though customer retention relates to the focal supplier alone, 
customer share development also involves competing sup- 
pliers As a result, development of a customer’s share might 
be affected more by the actions of competing suppliers than 
by the focal firm’s prior performance Thus, I do not expect 
satisfaction to have a positive effect on customer share 
development 


Payment Equity 


Payment equity 1s defined as a customer's perceived fairness 
of the price paid for the firm's products or services (Bolton 
and Lemon 1999, р 173) and 15 closely related to the cus- 
tomer's price perceptions Payment equity 1s mainly affected 
by the firm's pricing policy As a result of 1ts grounding 1n 
fairness, a firm's payment equity also depends on competi- 
tors’ pricing policies and the relative quality of the offered 
Services or products 


Effect on customer retention Higher payment equity 
(а e, price perceptions) leads to greater perceived utility of 
the purchased products or services (Bolton and Lemon 
1999) As a result of this greater perceived utility, customers 
should be more likely to remain with the firm Conse- 
quently, payment equity should have a positive effect on 
customer retention This 1s consistent with empirical studies 
that show that payment equity positively affects customer 
retention (Bolton, Kannan, and Bramlett 2000, Varuki and 
Colgate 2001) Thus 


H4 Payment equity positively affects customer retention 


Effect on customer share development Although I 
expect payment equity to have a positive effect on customer 
retention, I do not necessarily expect this to be true for cus- 
tomer share development There are two reasons payment 
equity may have no effect on customer share development 
First, literature on price perceptions suggests that customers 
with higher price perceptions are more likely to search for 
better prices (Lichtenstein, Ridgway, and Netemeyer 1993) 
Intuitively, the suggestion that such customers are less loyal 
makes sense For example, customers of discounters (with 
high scores on price perceptions) are known to visit the 
greatest number of stores 1n their search for the best bargain 
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FIGURE 1 
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According to this reasoning, customers with better price per- 
ceptions are more likely to decrease customer share over 
time Second, as 1s satisfaction, a customer's payment equity 
18 based on the customer's awareness of the prices of ser- 
vices or products purchased from the focal firm 1n the past 
(Bolton, Lemon, and Verhoef 2002) However, the prices of 
additional services or products from the focal supplier might 
be different from the currently purchased services or prod- 
ucts Therefore, a high payment equity score may not indi- 
cate that the customer will purchase other products or 
services from the same supplier Аз a consequence, I do 
not expect payment equity to affect customer share 
development 


RMIs 


Bhattacharya and Bolton (2000) suggest that RMIs are a 
subset of other marketing instruments that are specifically 
aimed at facilitating the relationship, and they distinguish 
between loyalty or reward programs and tailored promo- 
tions In addition, RMIs can be classified according to 
Berry’s (1995) first two levels of relationship marketing At 
the first level (Type Т), firms use economic incentives, such 
as rewards and pricing discounts, to develop the relation- 
ship Atthe second level (Type ID, instruments include more 
social attributes By using Type II 1nstruments, firms attempt 
to give the customer relationship a personal touch 

In this study, I focus on two specific Type I RMIs direct 
mailings and loyalty programs Direct mailings usually are 
personally customized offers on products or services that the 
customer currently does not purchase In most cases, price 
discounts or other sales promotions (e g , gadgets) are used 
to entice the customer to buy I focus on direct mailings that 
are a "call to action" rather than only a reinforcing mecha- 
nism for the relationship (e g , thank-you letters) The loy- 
alty program I include in the study 1s a reward program that 
provides price discounts based on the number of products or 
services purchased and the length of the relationship 


Direct Mailings 


Direct mailings have some unique charactenstics enable- 
ment of personalized offers, no direct competition for the 
attention of the customer from other advertisements, and a 
capacity to 1nvolve the respondent (Roberts and Berger 
1999) Because direct mailings focus on creating additional 
sales, I do not expect them to 1nfluence customer retention. 
Moreover, the data do not enable me to relate direct mailings 
to customer retention 


Effect on customer share development There are several 
theoretical reasons direct mailings should positively influ- 
ence customer share development First, direct mailings can 
create 1nterest 1n a (new) service and thereby lead to a final 
purchase (Roberts and Berger 1999) Second, the personal- 
ization afforded by direct mailings may increase perceived 
relationship quality, because customers are approached with 
1ndividualized communications that appeal to their specific 
needs and desired manner of fulfilling them (De Wulf, 
Odekerken-Schroder, and Iacobucci 2001; Hoekstra, 
Leeflang, and Wittink 1999) Third, according to the sales 
promotions literature, the short-term rewards (1 e , price dis- 
counts) offered by direct mailings may motivate customers 
to purchase additional services and thus increase customer 
share In support of this clam, Bawa and Shoemaker (1987) 
report short-term gains 1n redemption rates of direct mail 
coupons I hypothesize the following 


Н; Direct mailings positively affect customer share develop- 
ment over time 


Loyalty Programs 


Effect on customer retention and customer share devel- 
opment There are several theoretical reasons the reward- 
based loyalty program being studied should positively affect 
both customer retention and customer share development. 
First, psychological investigations show that rewards can be 
highly motivating (Latham and Locke 1991) Research also 
shows that people possess a strong drive to behave in what- 


Customer Relationship Management Efforts / 35 


ever manner necessary to achieve future rewards (Nicholls products, and customer characteristics In the second (Ту) 


1989) According to Roehm, Pullins, and Roehm (2002, р survey, I collected data on customer ownership of various 
203), ıt 15 reasonable to assume that during participation in 1nsurance products 
a loyalty program, a customer might be motivated by pro- Although the company whose data I used offers other 
gram incentives to purchase the program sponsor's brand products, such as loans, I limited the study to the category of 
repeatedly insurance products The rationale for this limitation 1s that 
Second, because the program’s reward structure usually customers usually buy each type of insurance product from 
depends on prior customer behavior, loyalty programs can a single insurance carrier (1 e , insurance type X [hfe insur- 
provide barriers to customers’ switching to another supplier ance] from insurance carner Y пе, Allianz Life Com- 
For example, when the reward structure depends on the pany]), but this does not necessarily hold for other financial 
length of the relationship, customers are less likely to switch products or services For example, it 1s well known that 
(because of a time lag before the same level of rewards can many customers have savings accounts at several financial 
be received from another supplier) It 1s well known that institutions Moreover, the insurance market 1s the most 
switching costs are an important antecedent of customer important market for this company 1n terms of the number 
loyalty (Dick and Basu 1994, Klemperer 1995) of customers and customer turnover (approximately 90%) 
Despite the theoretical arguments 1n favor of the positive As a result of this choice, the sample 1s restricted to those 
effect of loyalty programs on customer retention and cus- customers who purchase insurance products only from the 
tomer share development, several researchers have ques- company This resulted ın a usable sample size of 1677 cus- 


tioned this effect (e g , Dowling and Uncles 1997, Sharp and tomers for the first measurement (То) and 918 for the second 
Sharp 1997) In contrast, Bolton, Kannan, and Bramlett measurement (T,) 
(2000) and Rust, Zeithaml, and Lemon (2000) show that 


loyalty programs have a significant, positive effect on cus- Contents of the Company Customer Database 


tomer retention and/or service usage In this study, I build on The company's customer database provided data on the past 
the theoretical argument 1n favor of the positive effect that behavior of individual customers and the company RMIs 
loyalty programs have on customer retention and customer directed at individual customers The past customer behav- 
share development 1or data cover two periods The first period starts at the 
Hg Loyalty program membership positively affects (a) cus- beginning of a relationship between the company and the 
tomer retention and (b) customer share development customer and ends at То (this period differs among cus- 


tomers) The data on past customer behavior included varı- 
ables such as number of insurance policies purchased, type 
Research Methodology of insurance policies purchased, and relationship length 
The second period covers the interval between То and T, 


Research Design For this period, the database provided data about which cus- 


I combined survey data from customers of a Dutch financial tomers left the company and the number of company insur- 

services company with data from that company's customer ance policies a customer owned at T; 

database I used a panel design, displayed in Figure 2, to col- The company's customer database contains the follow- 

lect the data I collected the survey data at two points in ing information on RMIs loyalty program membership at 

time Tg and T, I used the first (То) survey to measure CRPs То and the number of direct mailings sent between То and 

of the company, customer ownership of various insurance Т, Every customer who purchases one or more financial 
FIGURE 2 
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services from the company can become a member of the 
loyalty program (an opt-in program) At the end of each 
year, the program gives customers a monetary reward based 
on the number of services purchased and the age of the rela- 
tionship Because the company uses regression-type models 
to select the customers with the highest probabihty of 
responding to direct mailings, the number of direct mailings 
sent differs among customers 


Customer Survey Data Collection 


At Tg, customer survey data were collected by telephone 
from a random sample of 6525 customers of the company A 
quota sampling approach was used to obtain a representative 
sample I received data from 2300 customers (35% response 
rate) After those responses with too many missing values 
were deleted, a sample size of 1986 customers remained At 
Тү, I again collected data from those customers, except for 
those who left the company between Tp and Т In the sec- 
ond data collection effort, 1128 customers were willing to 
cooperate (65% response rate) To assess nonresponse bias 
at T, I tested whether respondents and nonrespondents dif- 
fered significantly with respect to customer share at Ty А t- 
test does not reveal a significant difference (р = 36) Thus, 
I conclude that there 1s no nonresponse bias 


Measurement of CRPs 


For the measurement of CRPs (1e , affective commitment, 
satisfaction, and payment equity), I adapted existing scales 
to fit the context of financial services For the affective com- 
mitment scale, I adapted items from the studies of Anderson 
and Weitz (1992), Garbarino and Johnson (1999), and 
Kumar, Scheer, and Steenkamp (1995) To measure satisfac- 
tion, I adapted Singh’s (1990) scale and added four new 
items Finally, I based the payment equity scale on items 
adapted from Bolton and Lemon’s (1999) and Singh’s 
(1990) studies 

To assess construct validity and clarify wording, the 
original scales were tested by a group of 12 marketing aca- 
demics and 3 marketing practitioners familiar with customer 
relationships Subsequently, the scales were tested by a ran- 
dom sample of 200 customers of the company On the basis 
of interitem correlations, 1tem-to-total correlations, coeffi- 
cient alpha, and exploratory and confirmatory factor analy- 
sis, I reduced the set of 1tems 1n each scale 1 


1 follow Steenkamp and van Tryp’s (1991) proposed method, 
using exploratory factor analysis and then confirmatory factor 
analysis to validate marketing constructs 


Validation of CRPs 


The final measures are reported 1n the Appendix The scales 
for commitment and satisfaction have reasonable coefficient 
alphas For payment equity, I report a correlation coefficient 
of 49, which 1s not considerably high 2 However, note that 
the reported composite reliabilities of all scales are suffi- 
cient (Bagozzi and Yi 1988) I applied confirmatory factor 
analysis 1n Lisrel 83 to further assess the quality of the mea- 
sures (Joreskog and Sorbom 1993), and I achieved the fol- 
lowing model fit %2 = 217 4 (degrees of freedom [d f ]) = 
51, p «01), x2/d f 2426 (df = 1, p< 05), goodness-of-fit 
index = 98, adjusted goodness-of-fit index = 97, compara- 
tive fit index = 98, and root mean square error of approxi- 
mation = 04 These fit indexes satisfy the criteria for a good 
model fit (Bagozzi and Yı 1988, Baumgartner and Homburg 
1996) A senes of %2 difference tests on the respective fac- 
tor correlations provided further evidence for discriminant 
validity (Anderson and Gerbing 1988) On the basis of these 
results, I summed the scores on the items of each construct 
The means, standard deviations, and correlation matrix are 
shown 1n Table 3 


Measurement of Dependent Variable 


An often-used method of measuring customer share 1s ask- 
1ng customers to report the number of purchases of the focal 
brand they normally make (Bowman and Narayandas 2001, 
De Wulf, Odekerken-Schroder, and Iacobucci 2001) In this 
study, I sought a more objective measure In line with the 
conceptualization of customer share, I define customer share 
of customer 1 for supplier j 1n category К at time t as 


21 report correlation coefficient rather than Cronbach’s alpha 
because I used only two items Cronbach’s alpha 1s designed to test 
the interitem reliability of a scale by comparing every combination 
of each item with all other items 1n the scale as a group Because 
there 1s no group with which each 1tem can be compared їп a two- 
item scale (only the other нет), Cronbach’s alpha 1s meaningless 
for two-1tem scales It might also be argued that one of the single 
items would be better suited for measuring the construct from a 
content validity perspective To check this, I also estimated the 
models (see Tables 4 and 5) with a single 1tem as an antecedent 
For both items, the effect of payment equity remained insignificant 
in the two models Because ш general multiple-item measurement 
is preferred over single-1tem measurement, I report the model 
results of the summated two-item scores 








TABLE 3 
Means (Standard Deviation) and Correlation Matrix Independent Variables 

Mean х1 X2 X3 X4 x5 X6 
X1 Commitment 296 (77) 100 
X2 Satisfaction 375 (44) 37** 100 
X3 Payment equity 341 (56) 14** 21** 100 
X4 Direct mail 351 (212) 01 02 01 1 00 
X5 Loyalty program 30 (46) 09** 14** 03 56** 100 
X6 Log customer share To —152 (66) 12** 09** 06* 48** 53** 100 
*p< 05 
“p< 01 
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Number of services 
purchased ш category К 
at supplier j at tıme t 
Number of services 
purchased in category k 
from all suppliers at time t 


(D Customer share, jkt = 


Data for the numerator were available from the company 
customer database, however, data for the denominator were 
generally not stored ın the company customer database 
Therefore, I asked customers 1n the survey which 1nsurance 
products (of both the company and competitors) they owned 
at To and at Ti 


Analysis 


The theoretical distinction between customer retention and 
customer share development has implications for my analy- 
sis As a result of this distinction, I use a dual approach I 
first estimate a probit model to explain customer retention or 
defection for the remaining sample after Tg (N = 1677) Sec- 
ond, I use a regression model to explain customer share 
development over time for the customers who remain with 
the company A serious issue with this type of approach ıs 
that the explanatory variables explaining customer retention 
also explain customer share development As a conse- 
quence, the regression parameters may be biased (Franses 
and Paap 2001) I apply the Heckman (1976) two-step pro- 
cedure to correct for this bias Using this procedure, I 
include the so-called Heckman correction term (or inverse 
Mills ratio) ın the regression model for customer share 
development This correction term 1s calculated by means of 
outcomes of the probit model for customer retention This 
modeling approach is also known as the Tobit2 model 
(Franses and Paap 2001) Because the inclusion of this cor- 
rection term may cause heteroskedasticity, I apply White's 
(1980) method to adjust for heteroskedasticity Another 
issue with the approach 1s that restricting the sample 1n the 
customer share development regression model to remaining 
customers might restrict the potential variance 1n the depen- 
dent variable, thus affecting the estimation results To assess 
whether this 1s true, I calculated the standard deviations for 
the restricted and unrestricted sample The differences 
between standard deviations 1n customer share development 
are small 10 for the unrestricted sample, 1ncluding defec- 
tors, and 09 for the restricted sample In the empirical mod- 
eling, I further assess this 15sue by estimating the customer 
share development model for the unrestricted sample and 
comparing the results with those of the restricted sample 

Because I am interested 1n the changes in customer share 
over time, I use a difference model to test the hypotheses 
(Bowman and Narayandas 2001) In line with the literature 
on market share models, the difference between the logs of 
customer share at T, and То (CSo, CS,) is the dependent 
variable 1n the regression model This variable can be inter- 
preted as the percentage change 1n customer share over the 
measured period 

In both the probit model for customer retention and the 
regression model for customer share development of the 
customers who remain with the company, I use a hierarchi- 
cal modeling approach I include the past customer behavior 
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covariates (past behavior) as independent variables and the 
mean-centered composites of the items in the relationship 
perception scales (perceptions, е g , affective commitment, 
satisfaction, payment equity) Finally, I include RMIs For 
the loyalty program, I constructed a dummy variable that 
indicated whether the customer was a member of the loyalty 
program at Tg I dealt with the number of direct mailings 
sent to a customer as follows Because the company stops 
direct mailing customers when they defect, the number of 
direct mailings was not included ın the probit model for cus- 
tomer retention Because customers leave during the period 
covered 1n the study, the number of mailings could be cor- 
related with defection However, this correlation 1s not due 
to the positive effect of direct mailings on customer reten- 
tion, rather, it 15 the result of the company’s mailing policy 
The foregoing results 1n the following two equations 


(2) P(retention = 1) = Op + ox past behaviorg + Operceptionsy 


+ O3RMIso _ js and 


(3) Log(CS;) – log(CSo) = Во + By past behaviorg 
+ Boperceptionso + B;RMIsp _ | + B4Heckman correction 


In Equations 2 and 3, I provide the formulation of the model 
in the form of matrices in which each о ог В may comprise 
several separate parameters For example, ın the case of >, 
there are three different parameters for the effect of com- 
mitment, satisfaction, and payment equity 


Hypothesis Testing 


Customer Retention 


Approximately 6 4% of the 1677 customers ın the sample 
defected during the period of the study 3 I report the estima- 
tion results of Equation 3 in Table 4 The first model (which 
only includes control variables with respect to past customer 
behavior) explains approximately 17% of the variance and 1s 
significant (p < 01) The coefficients of the included control 
variables intuitively have the expected signs Customers 
with high prior customer shares and lengthy relationships 
are less likely to defect Furthermore, the ownership of a 
coinsurance, damage insurance, car insurance, and/or life 
insurance product has a positive effect (p < 05) In the sec- 
ond model, including CRPs, McFadden R2 increases by 
approximately 1% (p = 06) Only affective commitment has 
a significant, positive effect (p « 01) on customer retention, 
1n support of Ну І found no effect for either satisfaction or 
payment equity These results do not support H4 or H4 Fol- 
lowing Bolton (1998), I also explored whether relationship 
age moderates the effect of satisfaction The estimation 
results indicate that the interaction term between satisfaction 





The sample of 1677 for the analysis of the antecedents of cus- 
tomer retention 15 much larger than the sample used 1n the cus- 
tomer share development model, because behavioral data about 
customers' past purchase behavior were unnecessary m the cus- 
tomer retention analysis Consequently, customers who did not 
respond in the second survey can be included ın this analysis 


ТАВГЕ 4 
Probit Model Results for Customer Retention (М = 1677) 


r —— M M —— — —— ————————— 


Hypothesis Model 1 Model 2 Model 3 

Variable (Sign) (z-Value) (z-Value) (z-Value) 
Constant 166 (5 10)** 168 (5 03)““ 158 (4 58)** 
Log customer share То 34 (2 23)* 33 (2 13)“ 30 (1 89) 
Log relationship age 11 (2 32)* 11 (2 14)* 09 (1 79) 
Coinsurance 12 (121) 12 (122) 11 (104) 
Damage insurance 78 (4 13)“ 78 (4 06)** 74 (8 92)** 
Car insurance 36 (2 97)** 33 (2 70)** 33 (2 72)** 
Life insurance 102 (4 00)** 101 (3 99)** 1 00 (3 95)** 
Perceptions 

Commitment H4 (+) 21 (266)'* 20 (2 58)** 

Satisfaction Hs (+) — 21 (152) — 22 (163) 

Payment equity Н, (+) —03 (26) —03 (30) 
RMIs 

Loyalty program Неа (+) 38 (2 02)* 
McFadden R? 168 178 184 
Adjusted McFadden R? 165 173 179 
Likelihood ratio statistic 127 64** 135 20** 139 68** 
(df) (6) (9) (10) 
Akaike information criterion 384 383 382 
*р< 05 
“p< 01 
and relationship age 1s significant (& = 28, p= 01), ın sup- FIGURE 3 
port of the idea that relationship age enhances the effect of Customer Share Development (N = 918) 
satisfaction In the third model, with the loyalty program 
included, McFadden R? increases by approximately 1% (p < 500 
05) I found the loyalty program to have a significant, pos- 
ttive effect (p < 05), ın support of Hg, 

400 

Customer Share Development for Remaining 
Customers 
Figure 3 shows the changes їп customer share for the cus- 309 
tomers who dıd not defect Although on average changes ın 
customer share are almost zero, I observed changes 1n cus- 200 
tomer share for approximately 68% of the customers 1n the 
sample (N = 918) The distribution 1n Figure 3 1s symmetri- 
cal For 3446 of customers in the sample, I observed nega- 100 
tive changes, and for approximately 34%, their customer 
shares increased As a logical consequence, the average for 
changes in customer share 1s zero (1€ , the mean values for 0 


customer share at Tg and T; have approximately the same 
value of 285) 

The regression results of Equation 3 are reported in 
Table 5 The first model (including past customer behavior) 
explains approximately 10% of the variance in customer 
share changes The log of customer share at Tọ has a nega- 
tive effect on changes 1п customer share (р < 01) Thus, cus- 
tomers with large (small) customer shares are more likely to 
decrease (increase) their customer share in the next period 
Customers who own damage insurance, car insurance, or 
coinsurance are more likely to increase their customer share 
(p < 01) The estimation results of the second model (which 
includes CRPs) show that affective commitment has a sig- 


— 25 00 25 50 75 





nificant, positive effect on customer share development (p < 
05) Thus, I find support for Н. However, I found no sig- 
nificant effect for either satisfaction or payment equity 
These results are in line with my expectations that such 
CRPs do not directly affect customer share development. In 
the third model (which includes RMIS), the loyalty program 
has a significant, positive effect on customer share develop- 
ment (p < 05) Direct mailings also positively affect cus- 
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TABLE 5 


Regression Model Results of Changes in Customer Share (М = 918) 
ee Md e eee — fn 


Hypothesis Model 1 Model 2 Model 3 

Variable (Sign) (t-Value) (t-Value) : (t-Value) 
Constant — 44 (6 84)** —46 (709)“ —52 (7 80)** 
Heckman correction 06 (90) 07 (127) 10 (148) 
Log customer share Тр —17 (9 97)** — 19 (10 3)** — 20 (11 0)** 
Coinsurance 02 (3 83)** 02 (3 92)** 02 (3 26)** 
Damage insurance 14 (6 35)** 15 (652)** 14 (609)** 
Car insurance 04 (2 69)** 01 (229)* 04 (2 52)** 
Legal insurance 03 (1 15) O3 (1 16) 03 (1 16) 
Perceptions 

Commitment Hp (+) 03 (255) 03 (2 58)** 

Satisfaction Hs (+) 00 (01) -00 (21) 

Payment equity Н, (+) —01 (85) – 01 (66) 
АМ!5 

Loyalty program Н» (+) 04 (222)* 

Direct mailing Hg (+) 01 (231)* 
R2 10 11 13 
Adjusted R2 10 10 12 
F-value 16 95** 12 21“ 1172“ 
а Es 
*р< 05 
**р< 01 


tomer share development (p « 05) 4 Thus, both Hs and Hg, 
are supported 

The Heckman (1976) correction term 1s not significant, 
which implies that selecting only the remaining customers 
does not affect the estimation results (Franses and Paap 
2001) It might be argued that leaving out defectors would 
reduce variance in the customer share development measure, 
which in turn might affect the estimation results To assess 
this issue further, I also estimated a model that included the 
defectors 5 However, there are two problems with the model 





4An issue in estimating the effect of direct mailings 15 that the 
company whose data are used does not randomly select customers 
to receive such mailings, the company uses models to target the 
most receptive customers These models are not known The com- 
pany's use of such models might lead to an endogeneity problem, 
which could result п (upwardly biased) inconsistent parameter 
estimates for direct mailings To test for possible endogeneity, I 
used the Hausman test that Davidson and MacKinnon (1989) pro- 
pose This test does not reveal any evidence for endogeneity (p = 
88) 

5Notwithstanding this result, I also used two approaches to cor- 
rect for possible endogeneity The first approach applied instru- 
mental variables using two-stage least squares 1n the estimation of 
a system of two equations (Pindyck and Rubinfeld 1998) I used 
two sociodemographic variables as instrumental variables 1ncome 
and age I selected these variables because they are often included 
in CRM models (Verhoef et al 2003) The estimation of this model 
results 1n the same parameter estimate for direct mailings ( 04), 
however, this parameter 1s only marginally significant (p = 10) 
The second approach estimated a system of equations in which two 
separate equations are estimated one with customer share devel- 
opment as a dependent variable and the other with the number of 
direct mailings as a dependent variable With this approach, the 
effect of direct mailings remained significant (p < 05), however, 
the parameter estimate decreased from 04 to 013 On the basis of 
these analyses, I conclude that endogeneity of direct mailings does 
not affect the hypothesis testing 


40 / Journal of Marketing, October 2003 


First, I cannot include direct mailings as an explanatory 
variable because, as I noted previously, no mailings are sent 
to defectors Second, because the log of 0 does not exist, the 
differences ın logs of customer share between Т; and То for 
defectors cannot be calculated A solution to this problem 1s 
to impute a share value that ıs close to 0 (e g, 001) I used 
this approach and 1mputed several different values to assess 
the stability of the results, and the results remained the same 
for the different umputations The estimation results for an 
1mputed value for customer share at T, for defectors of 001 
show that the coefficients of affective commitment and the 
loyalty program remain significant, but there 1s no effect of 
Satisfaction or payment equity The R2 of the model ıs 09, 
which ıs lower than the R2 of 12 of the model that includes 
only the remaining customers reported 1n Table 5 Given 
these results, I conclude that restricting the sample to 
remaining customers does not affect the hypotheses-testing 
results 


Additional Analysis 


Mediating Effect of Commitment’ 


In the relationship marketing literature, there has been a 
debate about the mediating role of commitment (Garbarino 
and Johnson 1999, Morgan and Hunt 1994) In thus study, 
commitment may mediate the effect of payment equity and 
satisfaction on customer share development, which 1n turn 
may explain the nonsignificant effects of both satisfaction 
and payment equity To test for this mediating effect, I used 
Baron and Kenny's (1986) proposed mediation test I reesti- 
mated Model 2 (Column 3, Tables 4 and 5) 1n both the cus- 
tomer retention and the customer share development appli- 





6A reviewer suggested this analysis 


cations, but I left out commitment The parameter estimates 
for satisfaction and payment equity remain insignificant in 
both models (customer retention & = — 10, p > 10, a= 03, 
p » 10, customer share development В = 01,p> 10, В = 
—01,р > 10) In addition, I reestimated both models, leav- 
ing out satisfaction and payment equity The parameter esti- 
mates for commitment were significant 1n both models (cus- 
tomer retention Ф = 17, p < 05, customer share 
development В = 02, p< 01) Finally, I estimated a regres- 
sion model in which I related satisfaction and payment 
equity to commitment The parameters of both satisfaction 
and payment equity were positive and significant (y — 61, 
p< 01, y= 09, p < 05) These results show that satisfaction 
and payment equity should be considered antecedents of 
affective commitment, however, affective commitment does 
not function as a mediating variable 


Conclusions 


Summary of Findings 


In this article, I contributed to the marketing literature by 
studying the effect of CRPs and RMIs on both customer 
retention and customer share development in a single study 
The objectives of this article were twofold. First, I armed to 
understand the effect of CRPs and RMIs on customer reten- 
tion and customer share development. Second, I examined 
whether different variables of CRPs and RMIs influence 
customer retention and customer share development Using 
a longitudinal research design, I related CRPs and RMIs to 
actual customer retention and customer share development 
An overview of the hypotheses, those that were supported 
and those that were not supported, 1s provided 1n Table 6 
For the remainder of this discussion, I focus on the notable 
findings 


Effect of CRPs and RMIs on Customer Retention 
and Customer Share Development 


The first notable finding of this research 15 that affective 
commitment 1s an antecedent of both customer retention and 
customer share development This result 1s not in line with 
recent findings that commitment does not influence cus- 
tomer retention (e g, Gruen, Summers, and Acito 2000) 
However, 1t confirms previous claims 1n the relationship 
marketing literature that commitment ıs a significant vari- 
able in customer relationships (Morgan and Hunt 1994, 
Sheth and Parvatiyar 1995), more precisely, 1t affects both 
relationship maintenance and relationship development At 
the same time, the absence of an effect of satisfaction and 
payment equity raises some notable issues This result con- 
tradicts previous findings 1n the literature (e g , Bowman and 
Narayandas 2001, Szymanski and Henard 2001), several 
reasons may explain this First, prior research has typically 
relied on survey measures for which self-reported dependent 
variables are correlated as a result of common method of 
measures This study uses behavioral data based (partially) 
on internal company data Second, unlike prior studies on 
customer share (е g, Bowman and Narayandas 2001, De 
Wulf, Odekerken-Schroder, and Iacobucci 2000) ın which 
causality 1s problematic, this study focuses on the change in 
customer share An understanding of customer share devel- 
opment may require a deeper understanding of the role of 
CRPs and RMIs Third, prior studies focus on customer 
share of a single brand 1n a single product category (Bow- 
man and Narayandas 2001), but this study focuses on cus- 
tomer share across multiple different services 

Customer share changes occur over time when cus- 
tomers add (or drop) new (current) products or services to 
(from) their portfolio of purchased products or services at 
the focal supplier or at competing suppliers In this underly- 


TABLE 6 
Summary of Hypothesis-Testing Results 


_____________________________ ~ ——–——-—_-=—-—= 


Customer Retention 





Hypothesis 

Antecedents (Sign) Effect 

Affective Н+ (+) + 
commitment 

Satisfaction Hg (+) 0, positively 

moderated by 
relationship age 

Payment Ha (+) 0 
equity 

Direct No effect NA 
mailings 

Loyalty Hea (+) + 
program 


Customer Share Development 





Hypothesis 
Support (Sign) Effect Support 
Yes Нә (+) + Yes 
No No effect 0 Yes 
No No effect 0 Yes 
NA Hs (+) t Yes 
Yes Hep (+) + Yes 


Notes NA = not available, this effect could not be estimated because of data limitations 
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ing decision process, satisfaction and payment equity play 
only a marginal role for several reasons Furst, satisfaction 
and payment equity are based on one's current experiences 
with the focal supplier These experiences do not necessar- 
uy transfer to other products or services of that supplier 
New events may occur during the relationship that could 
change these perceptions (е g , Mazursky and Geva 1989, 
Mittal, Kumar, and Tsiros 1999), thereby limiting the 
explanatory power current perceptions Second, in a com- 
petitive environment, firms attempt to maximize customer 
share Although customers may be satisfied with the focal 
firm’s offering, they may be equally satisfied with compet- 
ing offerings from other suppliers This again limits the 
explanatory power of satisfaction and payment equity In 
contrast, affective commitment seems less vulnerable to new 
experiences 1n the relationship, 1 1s also unlikely that cus- 
tomers will consider themselves committed to multiple sup- 
pliers Instead of satisfaction and payment equity being 
considered direct antecedents of customer retention and cus- 
tomer share development, they should be considered vari- 
ables that shape commitment (e g , Morgan and Hunt 1994) 

A second notable finding 1s that RMIs can influence cus- 
tomer retention and customer share development Direct 
mailings with a “call to action” are suitable to enhance cus- 
tomer share over ште Loyalty programs that provide eco- 
nomic rewards are useful both to lengthen customer rela- 
tionships and to enhance customer share Bolton, Kannan, 
and Bramlett (2000) report that loyalty programs for credit 
card customers have a strong, positive effect on customer 
retention, however, no studies have yet considered the effect 
of loyalty programs and direct mailings on customer share 
development The repeatedly reported positive effect of the 
loyalty program counters the contention of Dowling and 
Uncles (1997, p 75) that “at 1s difficult to increase brand 
loyalty above the market norms with an easy-to-replicate 
‘add on’ customer loyalty program” 

The third relevant finding pertams to the explanatory 
power of both CRPs and RMIs For both customer retention 
and customer share development, past customer behavior 
explains the largest part of the variance (CRPs and RMIs are 
responsible only for approximately 10% of the total 
explained variances in both the customer retention and the 
customer share development models) This finding seems to 
support the claims of skeptics of CRM that there 1s not much 
a firm can do to affect customer loyalty ш consumer markets 
(Dowling 2002) During reflection on the results of the cus- 
tomer share development model, it might also be perceived 
that Ehrenberg’s (1997, p 19) remarks on the antecedents of 
market share also hold for the antecedents of customer share 
development, 1n particular, his claim “that most markets are 
near stationary and that everybody has to run hard to stand 
still” might also be applicable to customer share develop- 
ment In the short run, my results point to the effect of RMIs 
as only marginal For example, stopping direct mailings for 
one year may not necessarily severely harm customer share 
development in that year In a long-term perspective, the 
effects might be different The effect of both CRPs and 
RMIs on customer purchase behavior could result in 
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increased relationship age, increased customer shares, and 
purchases of certain additional products or services (e g , car 
insurance, life insurance) Some of these variables positively 
affect customer retention and customer share development 
щ later stages of the customer relationship 


Differences Between the Antecedents of 
Customer Retention and Customer Share 
Development 


Another research objective was to examine whether the 
antecedents of customer retention and customer share devel- 
opment are different Theorettcally, there 15 a clear distinc- 
tion between relationship maintenance and relationship 
development; however, this has not been empurically inves- 
tigated Unfortunately, a statistical comparison of the coeffi- 
cients 1n the customer retention model and customer share 
development model 1s not possible (Franses and Paap 2001, 
Ch 4) Thus, the only possible comparison 1s whether the 
significant predictors are different The results show that the 
significant variables (see Table 6) are remarkably consistent 
across the two models (1 e , affective commitment and loy- 
alty programs are significant predictors of both customer 
retention and customer share development) 'The only excep- 
tion 1s the interaction effect between satisfaction and rela- 
tionship age 

However, with consideration of the effect of the past 
customer behavior control variables, there are some differ- 
ences For example, whereas high prior customer share has 
a positive effect on customer retention, 1t has a negative 
effect on customer share development Likewise, relation- 
ship age has a positive effect on customer retention but no 
effect on customer share development The latter results 
confirm that different variables affect customer retention 
and customer share development However, from a CRM 
perspective, this difference 1s not as 1mportant as 1t seems, 
because the same CRM variables affect both customer reten- 
tion and customer share development 


Management Implications 


This research provides 1mmplications for effective manage- 
ment of customer relationships First, 3f managers strive to 
affect customer retention, they should focus on creating 
committed customers In addition, a loyalty program with 
economic incentives leads to greater customer retention 
These results contrast with recent recommendations that 
creating close ties with customers 1s a better strategy for 
enhancing customer loyalty than using economically ori- 
ented programs (Braum 2002), firms should do both Both 
affective commitment and economically oriented RMI pro- 
grams (direct mailings and loyalty programs) enhance cus- 
tomer retention and customer share development Enhanc- 
ing satisfaction and using attractive pricing policies can also 
increase affective commitment Other Type II RMIs, such as 
affinity programs and other socially oriented programs, may 
help as well (Rust, Zeithaml, and Lemon 2000) If firms 
strive for immediate results, economically based loyalty 
programs and direct mailings are preferable 


Second, 1f firms strive to maximize customer share, cre- 
ating affectively committed customers using a loyalty pro- 
gram and sending direct mailings that provide economic 
1ncentrves are recommended However, the short-term posi- 
tive effects of such approaches are rather small This might 
support the claim of experts of CRM that trying to maximize 
customer retention and customer share development 1s diffi- 
cult However, this does not mean that firms should not use 
such strategies In the long run, the positive effects of such 
strategies may be larger The short-term small positive 
effects of these strategies on customer retention and cus- 
tomer share development could result in larger positive 
effects 1п the long run as a result of the positive effects of 
past customer behavioral variables, such as relationship age 
and prior customer share 

Third, my analysis suggests that, 1n general, firms can 
use the same strategies to affect customer retention and cus- 
tomer share development Fourth, a principle of CRM 1s to 
focus efforts on the most loyal customers However, 1mprov- 
ing share for loyal customers 1s much more difficult, 
because they have a greater tendency to reduce their shares 
ш the future 


Research Limitations 


This study has the following limitations First, ıt 1s con- 
ducted for one company in the financial services market. I 
chose the financial services market because 1t 1s an 1mpor- 
tant segment of the economy and because there 1s a long tra- 
dition of customer data storage 1n this market, which makes 
1t relatively easy to collect behavioral customer loyalty data 
However, the financial services market has some unique 
characteristics Customers purchase insurance products 
infrequently, and as a result changes 1n customer share are 
not observed as frequently as ш other industries Because of 
relatively high switching costs, switching behavior 1s not 
common These characteristics may have limited the уап- 
ance in the customer share development measure These 
characteristics may also explain some of the results and 
may, to some extent, threaten the generalizability of the 
results Thus, there 1s a need to extend this study to other 
markets, especially markets in which more switching 1s 
observed 

Second, although the study applied a longitudinal 
research design, the causality question remains difficult 
Because of the dynamic nature of customer relationships, 
multiple measurements ш time (including changes ın CRPs) 
are needed in the model 

Third, modeling the effect of RMIs 1s rather difficult, 
particularly 1f ће RMIS are self-selected or based on cus- 
tomers’ purchase behavior In the loyalty program I studied, 
customers can choose whether to become a member It could 
be argued that customers who expect to purchase new ser- 
vices are more inclined to join I chose not to correct for this 
in the analysis at this tıme Further research could develop 
models to correct for possible endogeneity of the RMIs 


The last research limitation pertains to the measurement 
of payment equity In this research, I used only two items 
(see the Appendix), which could have undermined the relia- 
bility of the measurement Further research could develop 
more extensive scales 


Further Research 


Further research should focus on the following issues First, 
the results show that the effect of CRPs and RMIs on cus- 
tomer retention and customer share 1s not large Perhaps 
other variables, such as service calls or sales visits, are 
important antecedents In addition, competing marketing 
variables, such as competitive loyalty programs and direct 
mailings, have not been mcluded here Further research 
could investigate the effect of these variables A second 
avenue for further research 1s the effect of RMIs on CRPs 
and in turn on customer behavior A simultaneous equation 
approach, with an appropriate test for mediating effects, 
would be necessary to address this issue In this respect, the 
interactions between CRPs and RMIs could also be investi- 
gated Finally, further research could develop decision sup- 
port type models (using data available in customer databases 
and data from questionnaires) that would demonstrate the 
impact of various CRM strategies 


Appendix 
Description of Scales for 
Perceptions 


Commitment (Cronbach's Alpha [CA] = .77; 
Composite Reliability [CR] = .78) 


Iam a loyal customer of XYZ 

Because I feel a strong attachment to XYZ, I remain a cus- 
tomer of XYZ 

Because I feel a strong sense of belonging with XYZ, I want 
to remain a customer of XYZ 


Satisfaction (CA = .83; CR = .83) 


How satisfied (1 = “very dissatisfied” and 5 = “very satis- 
fied") are you about 
ethe personal attention of XYZ 
ethe willingness of XYZ to explain procedures 
ethe service quality of XYZ 
ethe responding by XYZ to claims 
ethe expertise of the personnel of XYZ 
eyour relationship with XYZ 
ethe alertness of XYZ 


Payment Equity (r = .49; CR = .88) 


How satisfied (1 = "very dissatisfied” and 5 = “very satis- 
fied") are you about the insurance premium? 

Do you think the insurance premium of your insurance 15 
too high, high, normal, low, or too low? 
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Sridhar М. Ramaswami & Jagdip Singh 


Antecedents and Consequences of 
Merit Pay Fairness for Industrial 
Salespeople 


How do salespeople make judgments of merit pay fairness? By what mechanisms do fairness judgments influence 
the performance and commitment of salespeople? Using equity and social exchange theories, the authors exam- 
ine these questions for industrial salespeople who work in a Fortune 500 firm and provide four key findings. First, 
of the three dimensions of fairness judgments, they find the interactional fairness dimension to be relatively more 
important than procedural or distributive fairness in influencing job outcomes of salespeople Second, supervisory 
behaviors have significant influence in shaping salespeople's fairness judgments, particularly judgments of distrib- 
utive and interactional fairness Third, the results underscore the contrasting mediating role of trust in supervisor 
and job satisfaction Although trust in the supervisor is important in reducing salespeople's opportunistic behaviors, 
the authors find job satisfaction to be important in enhancing their loyalty to the organization Fourth, salespeople's 
Job performance 15 influenced directly by extrinsic factors such as fairness of current rewards and potential for 


rewards In addition, the authors outline implications for theory and practice 


f the various decisions made by sales managers, 
О“ pay-raise decisions (1e, decisions about 

incremental pay awarded to employees on the basis 
of their performance) are arguably one of the most 1mpor- 
tant Merit pay raises are 1nstrumental 1n directing salespeo- 
ple's behaviors toward organizational goals and ın facilitat- 
шр retention of high-performing salespeople (Bartol 1999, 
Lawler 1990) Retention 1s facilitated by organizations dif- 
ferentially recognizing salespeople whose performance 1s 
exemplary Merit pay raises also have a compounding effect 
on a salesperson's financial well-being A gap of a few per- 
centage points ın merit pay-raise amounts can accumulate 
over a salesperson's career to produce a significant financial 
impact on that person's time-value of employment income 
Studies consistently show that salespeople value pay raises 
more than any other performance reward, 1ncluding promo- 
tion opportunities, fringe benefits, and recognition awards 
(Chonko, Tanner, and Weeks 1992, Churchill, Ford, and 
Walker 1979, Cron, Dubinsky, and Michaels 1988, Ford, 
Churchill, and Walker 1985, Ingram and Bellenger 1983, 
Money and Graham 1999) 

Despite the recognition of pay valence for employees in 
general and salespeople in particular, dissatisfaction with 
pay and compensation plans remains prominent 1n employee 
surveys (Denton 1991, Farnham 1989, Leonard 2001) 


Sridhar N Ramaswami is Professor of Marketing, lowa State University 
Jagdip Singh 1s Professor of Marketing, Weatherhead School of Manage- 
ment, Case Western Reserve University The author names are listed in 
alphabetical order, both authors contributed equally to the research effort 
The authors thank Stephen A Gorton, an independent consultant, for his 
help with data collection 
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When pay expectations are not met, employees may believe 
that the organization has violated its obligations and disre- 
garded 1ts commitments (Lester et al 2002) However, this 
does not mean that salespeople expect to receive the highest 
monetary reward, rather, they expect a fair level of reward 
relative to their performance (Denton 1991, Livingstone, 
Roberts, and Chonko 1995) Thus, if every salesperson 
received the same reward regardless of performance, it not 
only would raise issues of inequity and distress but also 
would likely undermine salespeople's motivation to raise 
their effort and performance level (Denton 1991) 

In contrast, fair treatment of employees sets 1nto motion 
a social exchange process by which the supervisory and 
organizational efforts to make fair decisions engender an 
obligation to reciprocate on the part of employees Although 
previous research has provided general support for this rec- 
1procity effect (Aryee, Budhwar, and Chen 2002), our spe- 
cific focus 1s on both the antecedents and the consequences 
of fairness 1n salesperson pay decisions In particular, we 
examine how perceptions of fair pay decisions not only 
strengthen salespeople’s long-term relationship and attach- 
ment to their organization but also encourage reciprocity 
with functional behaviors, including less opportunism 
(Ramaswami, Ѕптуаѕап, and Gorton 1997) and greater job 
performance, which enables enhanced organizational effec- 
tiveness (Netemeyer et al 1997) Moreover, we examine 
how salespeople formulate pay fairness perceptions as a 
result of supervisor and management actions 

Although previous research has explicated the social 
exchange basis of employee attitudes and behaviors, notable 
gaps remain in the application of the equity and social 
exchange theory frameworks to an understanding of the 
antecedents and consequences of salespeople’s perceptions 
of ment pay-raise fairness First, although research has 1den- 
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tified several facets of fairness (namely, distributive, proce- 
dural, and interactional), little work has been done to exam- 
ine the differential effect of these dimensions empirically in 
a single study (Konovsky and Pugh 1994, Kumar, Scheer, 
and Steenkamp 1995, Livingstone, Roberts, and Chonko 
1995, Netemeyer et al 1997, Organ 1988) Some 
researchers argue that the distributive dimension 15 most 
important as it relates to the magnitude of reward (eg, 
Organ 1988) In contrast, in nonsales contexts, Konovsky 
and Pugh (1994) and others suggest that procedural fairness 
18 more significant as it pertains to processes that determine 
rewards Most studies ignore interactional fairness, that 15, 
how salespeople are treated during the rewards process The 
lack of attention to interactional fairness 1s notable, because 
issues pertaining to human digmity and respect are assuming 
greater importance 1n the workplace Thus, current knowl- 
edge about the relative significance of distributive, proce- 
dural, and interactional fairness judgments 1n the context of 
merit pay-raise decisions 1s largely deficient 

Second, recent studies 1n social exchange research sug- 
gest that job satisfaction (Netemeyer et al. 1997) and super- 
visory trust (Aryee, Budhwar, and Chen 2002, Konovsky and 
Pugh 1994) mediate the influence of fairness dimensions on 
outcomes Unfortunately, empirical studies 1n sales manage- 
ment have largely failed to study the presence and 1mpor- 
tance of such mediating processes We were unsuccessful in 
finding a single study that examines different, potentially 
competing mediating processes Netemeyer and colleagues 
(1997, р 95) echo this gap in their observation that “sales- 
oriented research should consider several mediators 
simultaneously to determine which ones have stronger 
effects" Addressing thus gap will enable integration. of 
processes that heretofore have been examined independently 

Third, ın studies of fairness consequences, sales 
researchers have focused their attention primarily on social 
exchange concepts, such as commitment and trust Little 
research exists on the effects of fairness on job performance 
or opportunistic behaviors of salespeople Performance on 
assigned tasks and, ın the context of salespeople, oppor- 
tunistic behaviors (e g , “managing” data and effort to create 
favorable impressions and evaluations) likely have a signif- 
icant effect on the bottom line Understanding how fairness 
in merit pay raises can influence such bottom-line conse- 
quences holds implications for managers and researchers 
alike 

Finally, in general, sales researchers have neglected the 
antecedents of fairness This neglect 1s notable because stud- 
1es of fairness consequences do not tell a complete story 
They establish that fairness perceptions matter, but they pro- 
vide little insight into what managers can до to promote farr- 
ness As such, the focus on fairness consequences 1n prior 
studies 1s likely to be less useful in drawing managerial 
implications 

We aim to address the preceding gaps by (1) examining 
three distinct fairness dimensions, (2) exploring the mediat- 
ing mechanisms that govern fairness effects by using a 
nomological model rooted ın social exchange and equity 
theories, (3) examining outcomes (commitment, perfor- 
mance, and opportunism) that are important for organiza- 
tional effectiveness, and (4) drawing on diverse literature to 


propose and test an initial set of fairness antecedents Over- 
all, inclusion of all three fairness dimensions avoids mis- 
specification bias due to omitted constructs, and an under- 
standing of the key, competing mediating pathways 1s likely 
to yield theoretical payoffs and more concrete managerial 
guidelines for enhancing fairness—outcome relationships 


Theory and Hypotheses 


Merit Pay Fairness: Conceptualization and 
Framework 


Fairness issues 1n organizations span several facets of work, 
including job design, performance evaluation, monetary 
rewards, and resource allocation The focus of this study 15 
on fairness of merit pay-raise decisions Although the litera- 
ture on pay fairness for salespeople 1s sparse, three points 
underscore the significance of research in this area First, 
merit pay systems serve an instrumental function by direct- 
ing the individual salesperson’s behaviors toward fulfilling 
organizationally mediated sales goals and toward linking 
rewards received to the achievement of sales goals Second, 
merit pay systems facilitate greater work motivation by dif- 
ferentially rewarding top performers over marginal perform- 
ers Studies have shown that a discriminating pay system 
can increase employees’ motivation to perform by as much 
as 40% (Lawler 1990) Third, merit pay systems play а cru- 
cial role m retaining more “effective” salespeople Opportu- 
nities (or lack thereof) for enhanced compensation levels 
influence salespeople’s decisions to quit and their commut- 
ment to the organization (Lawler 1990, Singh, Verbeke, and 
Rhoads 1996) 

Figure 1 presents the framework we used to study the 
antecedents and consequences of fairness dimensions based 
on equity and social exchange theories Our focus 15 on fair- 
ness dimensions (1 e , understanding how employees deter- 
mine whether they have been treated fairly ın their merit 
pay-raise decisions) and fairness processes (1e , examining 
the nature and strength of relationships involving anteced- 
ents and consequences) We begin our discussion with fair- 
ness dimensions 


Distributive, Procedural, and Interactional 
Dimensions of Merit Pay Fairness 


Distributive fairness involves magnitude of rewards Sales- 
people gauge the reward magnitude relative to their input 
and then compare this ratio with reward-to-input ratios of 
similar employees (Livingstone, Roberts, and Chonko 
1995) People perceive inequity if their reward-to-input 
ratios do not compare favorably with such ratios of others 
However, because employees may not have complete infor- 
mation about the reward-to-input ratio of others, they some- 
times derive distributive fairness evaluations by comparing 
the rewards received with their own expectations (Nete- 
meyer et al 1997) 

Procedural fairness deals with how decisions are made 
The degree of individual control over the decision process 
shapes employees’ views about procedural fairness (Lind 
and Tyler 1988) Researchers have identified two types of 
controls (1) process control, or the degree of influence 
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FIGURE 1 
The Conceptual Model for Understanding Fairness Mechanisms and Consequences 
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afforded to employees over the procedures that supervisors 
use to arrive at pay raise decisions, and (2) decision control, 
or the amount of direct control employees have 1n determin- 
ing pay-raise outcomes 

Finally, interactional fairness 1nvolves how decisions are 
communicated As such, 1t focuses on the social enactment 
of procedures and the quahty of supervisor-salesperson 
interaction during the pay decision process (Goodwin and 
Ross 1992) Often, noninstrumental values, such as dignity, 
respect, and social standing, are evoked 1n such evaluations 
(Folger and Konovsky 1989) 


Fairness Consequences: Direct and Mediated 
Pathways 


Following Katz and Kahn (1978), we focus on three organi- 
zational outcomes attachment, performance, and oppor- 
tunism Katz and Kahn prescribe that (1) when employees 
enter the organization, they should be engaged with и (orga- 
nizational commitment), (2) as employees, they should 
carry out their roles 1n a dependable, superior fashion (job 
performance), and (3) employees should not engage in 
activities that thwart or undermine organizational effective- 
ness (opportunism) As we noted previously, fairness studies 
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have provided greater attention to the organizational com- 
mitment outcome and less attention to the other two 
outcomes 

Two distinct pathways, direct and mediated, have been 
proposed for the 1nfluence of fairness dimensions on out- 
comes The direct pathway hypothesizes that distributive, 
procedural, and interactional fairness have a direct impact 
on outcomes (George 1991, Konovsky and Cropanzano 
1991) Notably, the theoretical mechanism for the direct 
hypothesis 1s the notion of reciprocity 1n a balance theory 
framework For example, Greenberg (1990) finds that 
employees who experience pay inequity respond with acts 
of deviance or opportunism to address the inequity In con- 
trast, fair employer actions are reciprocated with favorable 
employee responses, including greater performance and 
commutment 

The mediating pathway proposes that the influence of 
fairness dimensions on employee outcomes 1s mediated by 
two social exchange variables supervisor trust and job sat- 
isfaction Perceptions of fairness are likely to promote 
enhanced feelings of Job satisfaction (because of the attain- 
ment of valued rewards) and trust ın the supervisor (for mak- 
ing a good faith effort to be fair) (Konovsky and Pugh 1994, 


Roberson, Moye, and Locke 1999) In turn, job satisfaction 
and trust in supervisors are posited to influence employees’ 
commitment, performance, and opportunism Although 
prior studies have examined the mediating role of either job 
satisfaction (Netemeyer et al 1997) or supervisor trust 
(Konovsky and Pugh 1994), few studies have examined the 
simultaneous and possibly differential mediating roles of 
job satisfaction and trust 1n fairness decisions To the extent 
that these competing and differential mediating effects are 
supported, our study integrates prior studies and advances 
the understanding of mechanisms that underpin the relation- 
ships between fairness and списа! work outcomes Next, we 
develop hypotheses separately for each chain 1n the medi- 
ation pathway 


Influence of Fairness Dimensions on Supervisor 
Trust and Job Satisfaction 


Because trust reflects salespeople's willingness to rely on 
their supervisors to protect their interests, 1t 15 a key element 
in the development and maintenance of social exchange 
relationships (Morgan and Hunt 1994) Why would sales- 
people trust their supervisors? Existing research indicates 
that an important driver of trust 1s employees’ perceptions of 
procedural fairness (Dwyer, Schurr, and Oh 1987, Flaherty 
and Pappas 2000, Konovsky and Pugh 1994, Lind and Tyler 
1988) Konovsky and Cropanzano (1991) suggest that the 
use of fair procedures generates expectations of fair treat- 
ment ın the long run In turn, these expectations lead to a 
generalized sense of positive regard for (and trust 1n) the 
supervisor who uses fair procedures In contrast, supervisors 
who have a reputation for unfair, unilateral action signal that 
they are only interested 1n their own welfare and organiza- 
tional welfare Such a negative reputation 1s likely to reduce 
employees' trust 1n the supervisor (Ganesan 1994) Further- 
more, when supervisors demonstrate respect for the rights 
and digmty of salespeople through communication and 
high-quahty interactions, they signal that salespeople are 
valued members of the group (Folger and Konovsky 1989) 
Treatment of salespeople 1n a manner that reinforces their 
self-worth helps enhance their trust in the supervisor (Lind 
and Tyler 1988) 

Two opposing arguments can be posited for the relation- 
ship between distributive fairness and supervisor trust 
Konovsky and Pugh (1994, p 658) suggest that “a norm of 
distributive fairness implies that the parties to an exchange 
give benefits with the expectation of receiving comparable 
benefits 1n the short run” In other words, fair compensation 
15 expected and therefore will not contribute to increased 
trust In support of this, Konovsky and Pugh find no empir- 
ical association between distributive fairness and supervisor 
trust Alternatively, taking a long-term view of salespeople’s 
relationship with the organization, salespeople’s distributive 
fairness perceptions could exhibit social exchange effects 1f 
the merit pay awards even out in the long run We posit that 
the effect of distributive fairness ıs ın line with Konovsky 
and Pugh’s proposition, but we note the potential for an 
alternative explanation 

In addition, each fairness dimension 1s hypothesized to 
have an unequivocal, positive influence on salespeople’s job 
satisfaction Job satisfaction 1s defined as a pleasurable or 


positive emotional state that results from self-appraisal of a 
job or job experiences (Livingstone, Roberts, and Chonko 
1995) In a тепї pay context, employees who experience 
distributive fairness are likely to exhibit greater satisfaction 
(Moorman 1991, Netemeyer et al 1997) According to 
equity theory, the greater the discrepancy between the 
amount employees believe they should receive and the 
actual amount they receive, the greater 1s their tension or 
dissatisfaction (Lawler 1990, Livingstone, Roberts, and 
Chonko 1995) Moreover, Job satisfaction 1s likely to be pos- 
itively associated with the degree to which the ment pay 
system adheres to salespeople's sense of procedural fairness 
(Roberson, Moye, and Locke 1999) For example, employ- 
ees who perceive that procedures are unfair may entertain 
feelings that they would have obtained a higher ment pay 
under a procedure that was “fairer” and consequently might 
feel angry and dissatisfied (Folger 1986) Furthermore, 
employees’ perceptions of interactional fairness may be 
associated with how salespeople perceive management’s 
valuation of their contribution, thereby affecting job satis- 
faction (Moorman 1991) Although similar value judgments 
can be communicated through formal procedures, the qual- 
ity interactions with the supervisor 1n pay decisions provide 
compelling evidence of an individual employee’s worth on 
the job Thus, we hypothesize the following 


H, The greater the procedural or interactional fairness percep- 
tions, the greater 1s salespeople’s trust 1n the supervisor 

Н, Distributive fairness perceptions are unrelated to trust їп 
the supervisor 


Н; The greater the distributive, procedural, or interactional 
fairness perceptions, the greater 15 employees’ job 
satisfaction 


The Consequences of Supervisor Trust and Job 
Satisfaction 


It has been hypothesized that salespeople with high levels of 
supervisor trust perform relatively better, evidence greater 
commitment, and are more restrained in opportunistic 
behaviors than are salespeople with low levels of supervisor 
trust. Specifically, 1n terms of job performance, a salesper- 
son with a high level of trust 1n the supervisor 1s more likely 
to cooperate with the latter because of a desire to make the 
relationship work and to add value to 1t (Morgan and Hunt 
1994) A way to add value 1s for employees to enhance their 
Job performance, because this has the effect of enhancing 
the supervisor’s performance (Costa, Roe, and Tallieu 1991, 
Rich 1997, Tyagi 1985) 

Trust in the supervisor also enhances employees’ per- 
ceptions of the value of staying 1n a long-term relationship 
with the organization, resulting in increased commitment 
(Moorman, Zaltman, and Deshpandé 1992) Morgan and 
Hunt (1994) note that employees will commut themselves to 
organizations that provide trustful work relationships Like- 
wise, McDonald (1981, р 834) notes that “mistrust breeds 
mistrust and would also serve to decrease commitment 1n 
the relationship" Moorman, Zaltman, and Desphandé 
(1992) and Morgan and Hunt provide empirical support for 
this linkage 

Finally, employees often behave politically and engage 
1n intentional acts of influence to enhance or protect their 
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self-interest (Crant and Bateman 1993) Political behaviors 
are opportunistic and may include selectively presenting or 
intentionally distorting information given to supervisors and 
others (Ramaswami 1996) In sales settings, opportunistic 
behaviors arise when salespeople fail to engage 1n behaviors 
that are warranted but not measured by the performance sys- 
tem and/or when they engage in urelevant behaviors 
because they are measured by the performance system 
(Jaworski and MacInnis 1989) They may also manipulate 
the 1nformation processed by supervisors for setting sales 
goals (Ramaswami, Srimvasan, and Gorton 1997), shirk 
from making the required number of sales calls, or fail to 
fulfill promises (Ganesan, Weitz, and John 1993) However, 
when salespeople trust their supervisors, they are more 
likely to believe that they can achieve better long-term 
rewards by reciprocating with cooperative rather than self- 
interested behaviors (Anderson and Narus 1990) 

In contrast, we expect job satisfaction to influence com- 
mitment and opportunistic behaviors but not job perfor- 
mance Specifically, regarding job performance, a strong 
argument can be made that a satisfied employee 1s also a 
productive employee (Organ 1977, Petty, McGee, and 
Cavender 1984) However, researchers have failed to find 
evidence of strong association between satisfaction and per- 
formance, despite the many studies that have been con- 
ducted to uncover this relationship (Brown and Peterson 
1993) In a meta-analysis, Iaffaldano and Muchinsky (1985, 
p 270) suggest that satisfaction and performance form only 
“an illusory correlation between two variables that we 
logically think should interrelate [but] in fact do not" In 
a more recent meta-analysis, Judge and colleagues (2001) 
update previous findings and note that though the 
satisfaction-performance relationship 1s weak (correlation ~ 
30), ıt ıs positive and significant Nevertheless, given this 
mixed evidence, we do not hypothesize a relationship 
between Job satisfaction and performance 

When an orgamzation provides employees with satisfy- 
ing jobs, commitment levels should increase Existing 
empirical models seem to provide support for job satisfac- 
tion as an antecedent to commitment (Brown and Peterson 
1993, Dailey and Kirk 1992, Johnson, Barksdale, and Boles 
2001, Johnston et al 1990, Summers and Hendrix 1991) 
Williams and Hazer (1986, р 230) state that “through a 
process of the evaluation of costs and benefits, 1ndividual 
needs and desires are satisfied, and the resulting affective 
state becomes associated with the organization Commit- 
ment results from this association" Martin and Bennett 
(1996) suggest that whereas job satisfaction 1s an affective 
response to specific work-related facets (e g , pay), organı- 
zational commitment represents an affective response to the 
entire organization They state (p 85), “as individual needs 
are satisfied, the resulting satiated state becomes associated 
with the focal organization” For salespeople, Singh, Ver- 
beke, and Rhoads (1996) provide empirical support for this 
association Likewise, 1f salespeople are satisfied with their 
jobs, they are less likely to be opportunistic out of a sense of 
debt, obligation, or even decency On the basis of the pre- 
ceding discussion, we hypothesize the following 


H, The greater the salesperson’s trust m the supervisor, the 
greater 1s his or her performance and organizational com- 
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mitment and the lower 1s the tendency to engage 1n oppor- 
tunistic behavior 


Hs The greater the salesperson's Job satisfaction, the greater 15 
his or her organizational commitment and the lower 1s the 
tendency to engage 1n opportunistic behavior 


Hg The salesperson's job satisfaction 1s unrelated to his or her 
Job performance 


Antecedents of Distributive, Procedural, and 
Interactional Fairness Judgments 


Previous fairness research has focused primarily on fairness 
consequences 1n an effort to explain various organizational 
behaviors and outcomes and has paid little attention to the 
antecedents of fairness perceptions The few studies that do 
examine fairness antecedents have 1nvariably grounded their 
work 1n a managerial perspective for selecting antecedent 
factors We are not surprised by this, given that the study of 
fairness antecedents 1s apparently of greater interest for 
managerial practice than for theory-driven researchers 
However, this apparent difference in focus does not pass 
careful scrutiny, because the study of fairness mechanisms 
must try to tie together its antecedents and consequences 
(Greenberg 1990) 

Toward this end, we identify antecedent factors for each 
fairness dimension that (1) originate in either procedural 
Justice or equity theory, (2) can be easily acted on by man- 
agers, and (3) have received empirical attention 1n the acad- 
emic literature However, there might be other managerially 
relevant antecedent factors that are not included 1n our study 
1n order to keep the empirical model manageable and rea- 
sonable Because our intent 1s to lay the foundation for the- 
ory building 1n the area of fairness antecedents, we provide 
this work as an initial attempt 1n this direction As such, we 
draw propositions rather than hypotheses to capture the rela- 
tionships involving fairness antecedents 

Before developing specific propositions, we elaborate 
on the broad theoretical mechanisms underlying the effects 
of modeled antecedents Notably, distributive fairness per- 
ceptions will be influenced by factors that are related to 
supervisory evaluation of outcomes relative to inputs With 
regard to puts, employees want supervisors to use perfor- 
mance measures that are relevant and important to their jobs 
With regard to outcomes, employees would like supervisors 
to maintain correspondence between their inputs (1 е, per- 
formance) and their outcomes (1e, rewards) In addition, 
salespeople expect supervisors to apply standards consis- 
tently for everyone Finally, salespeople may be concerned 
as much about future 1nput-outcome relationships as they 
are about current ones Thus, the supervisor’s attempt to 
improve future performance-reward linkages may be 
important 

Procedural fairness perceptions will be influenced by 
process factors that directly or indirectly contribute to 
employees’ sense of influence on the merit reward decision 
The specific process factors may include (1) the presence of 
mechanisms that enable employees to provide their views 
and (2) the absence of mechanisms that signal undue influ- 
ence of other employees The first category includes factors 
associated with employee voice mechanisms, including par- 
ticipation, or the extent to which the employee has voice in 


setting work goals and the means to achieve them (Goodwin 
and Ross 1992, Korsgaard, Schweiger, and Sapienza 1995), 
and improvement plan, or the extent to which the supervisor 
works with the employee in developing a plan to improve 
future outcomes or rewards The second category includes 
factors that level the playing field, such as the use of appro- 
priate performance measures (Leventhal 1980) and their 
consistent application. across all employees (Greenberg 
1986) 

Interactional fairness 1s based not on the ability to shape 
outcomes but on satisfaction of noninstrumental values such 
as social standing, dignity, and respect When supervisors 
help salespeople develop a plan to improve future perfor- 
mance and communicate clearly that the organization 1s con- 
cerned for their well-being, interactional fairness 1s likely 
enhanced In addition, supervisors promote interactional 
fairness when they allow the employees to participate in set- 
ting work goals 


Performance-reward linkage We argue that only when 
supervisors use performance information that 1s reliably 
related to outcomes will employees be favorably disposed to 
the distributive fairness of their outcomes Linking pay and 
performance has been a cornerstone of employee compen- 
sation (Lawler 1990) However, this ideal often ıs not 
achieved, because organizational rewards may be based on 
several factors beyond performance, including budget avail- 
ability, political behavior, seniority, supervisor-employee 
dependence, and other extrarole behaviors (Bartol and Mar- 
tin 1989, Podsakoff and MacKenzie 1994, Turban and Jones 
1988) In addition, managers may have other reasons (ер, 
equality versus equity) for not linking pay to performance 
(Miceli 1993, Sarin and Mahajan 2001) In a study of man- 
agers, Markham (1988) finds a weak significant correlation 
(r = 19) between supervisor’s performance rating and the 
merit raise received by employees When organizations fall 
short of fulfilling the core principle of linking pay to perfor- 
mance, distributive fairness of merit pay decisions 1s likely 
to be compromised Thus 


P, The greater the perceived linkage between job performance 
and pay outcomes, the greater are a salesperson’s percep- 
tions of distributive fairness 


Consistent/unbiased application of performance stan- 
dards When employees observe that reasonable standards 
are not applied consistently across all employees, both dis- 
tributive and procedural fairness judgments are likely to be 
affected (Bartol 1999, Kumar, Scheer, and Steenkamp 
1995) In a limited budget scenario, employees know that 
inconsistent application of standards could upset the input— 
outcome relationship by providing greater allocation to 
some and less allocation to others In Sashkin and 
Williams’s (1990) study, “playing favorites” was a factor 
employees often mentioned when asked to describe man- 
agers’ unfair actions Moreover, when performance stan- 
dards are applied inconsistently, the implication is that the 
process of determining pay allocations 1s subverted Tyler 
(1989) suggests that salespeople are particular that their 
management creates a neutral arena (1e, a level playing 
field) in which to resolve their problem or conflict Thus 


P2 The greater the consistent/unbiased application of stan- 
dards, the greater are a salesperson's perceptions of (a) dis- 
tributive fairness and (b) procedural fairness 


Performance umprovement plans Performance appraisal 
processes often serve two basic purposes (1) They provide 
information for managerial decisions such as pay and pro- 
motion, and (2) they enable supervisors to counsel employ- 
ees on ways to 1mprove future job performance (Dubinsky 
and Barry 1982, Muczyk and Gable 1987) Because of the 
significance of the latter ın improving long-term pay returns, 
performance improvement plans are likely to influence dis- 
tributive, procedural, and interactional fairness judgments 
The focus on performance improvement informs the 
employee that the supervisor 1s interested 1n the employee’s 
receiving greater future rewards, and 1t engenders feelings of 
reduced unfairness about rewards recetved in the current 
period Furthermore, a performance improvement plan 
enables the supervisor to provide advance notice to the 
employee of future expectations (Martin and Bartol 1998) 
and consequently can result in greater role clarity and more 
favorable perceptions of procedures (Gilliland 1993, 
Ramaswami 1996) Finally, when using performance 
improvement plans, supervisors provide useful how-to 
information about progress toward desired outcomes (Bartol 
1999) This feedback signals that supervisors are concerned 
about employees' personal development and that they care 
enough to spend time and effort to 1mprove employees' per- 
formance, thus enhancing perceptions of interactional fair- 
ness Thus 


Р; The greater the supervisory focus on developing plans for 
performance improvement, the greater are a salesperson's 
perceptions of (a) distributive fairness, (b) procedural fair- 
ness, and (c) interactional fairness 


Performance measure appropriateness Fundamental to 
a fair merit pay system 1s the use of credible, appropriate 
measures of performance (Lawler 1990) If input measures 
are problematic, the input—outcome ratio will likely be com- 
promised When employees consider measures 1парргорп- 
ate, the implication 1s that supervisors either are not evaluat- 
ing certain job facets that are 1mportant for a salesperson’s 
success or are not using measures that capture critical job 
facets well (Pettyohn, Pettyohn, and Taylor 2000) For 
example, although customer orientation and satisfaction 
may be relevant measures of performance, organizations 
may focus exclusively on sales volume when making pay- 
raise decisions (Brown and Peterson 1993, Lawler 1990, 
Mowen et al 1985) Another negative consequence of inap- 
propriate measures 1s performance 1ncongruence, whereby 
employees' evaluations of their performance are not congru- 
ent with their supervisor's evaluations (Ramaswami 1996), 
which results ın lower procedural fairness perceptions 
Thus 
P4 The more appropriate the performance measures that are 
used in merit pay rewards, the greater are a salesperson's 


perceptions of (a) procedural fairness and (b) distributive 
fairness 
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Participation Recent studies have provided mounting 
evidence that the information generated through participa- 
tory goal-setting may provide employees with a clearer 
understanding of their tasks, goals, and expectations (Good- 
son and McGhee 1991, Sashkin and Williams 1990) As 
such, employees who participate ın the ment pay process 
improve their attitudes toward the process, making the pro- 
cedures appear more fair (Cascardi, Poythress, and Hall 
2000) Moreover, participation fulfills a salesperson’s desire 
to be heard regardless of whether the expression influences 
the supervisor Voice 1s important to salespeople, because 1t 
signals that the supervisor values their input (Kumar, 
Steenkamp, and Scheer 1995) Using group affiliation argu- 
ments, Tyler (1989) suggests that because participation sup- 
ports employees’ beliefs that the supervisor 1s interested 1n 
enhancing their sense of self-respect, participation con- 
tributes to greater perceptions of interactional fairness 
Thus 


Р; The greater the participation m decision making, the 
greater are a salesperson’s perceptions of (a) procedural 
fairness and (b) interactional fairness 


Research Methods 


Sample 


We obtained data from salespeople employed by a Fortune 
500 organization that uses a regional sales structure ın which 
each salesperson reports to an area sales manager Sales- 
people sell directly to large customers and use a distributor 
structure to reach small customers Although salespeople are 
1nvolved 1n account servicing, their primary responsibility 1s 
selling The company requires an annual performance 
review for input into a merit pay-raise decision Salespeople 
are also eligible for sales commission based on their relative 
performance in their market region The salary component 
of the overall compensation 1s approximately 80%-90% As 
such, the magnitude and fairness of annual merit raises 1s a 
significant matter In informal interviews, it was suggested 
that the merit pay raises range from 3% to 20% of the base 
salary, however, because of the sensitivity of the 1nforma- 
tion and for reasons of confidentiality, the company refused 
to allow collection of quantitative pay 1nformation through 
the survey instrument 

At the time of the study, the organization employed 167 
salespeople АП salespeople were mailed the survey instru- 
ment with a letter that guaranteed confidentiality Given the 
study's focus on merit pay decisions, maintaining the confi- 
dentiality of the individual responses was a major issue 1n 
order to ensure participation and to obtain high-quality data 
The respondents were instructed to mail the completed sur- 
vey ш a sealed envelope directly to the researchers 

We obtained responses from 165 salespeople, however, 
we could not include 11 responses because of missing val- 
ues, yielding a usable response rate of 92 2% Because of 
the relatively small sales force, our pretest discussions with 
salespeople alerted us to the concern that obtaining custom- 
ary demographic data (е g , age, years of experience, gen- 
der) might compromise respondent confidentiality Conse- 
quently, in accord with our confidentiality agreement with 
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the sponsoring company, we did not obtain demographic 
and background data However, according to company man- 
agement, the sales force was predominantly male, 30 to 45 
years of age, and college educated 


Measurement of Study Variables 


For all study constructs, we directly borrowed or adapted the 
scale 1tems from the literature In addition, we considered 
minor wording changes on the basis of comments made by 
the organization's senior management The Appendix lists 
the operational items we used for each construct, and Table 
1 provides the univariate statistics for the constructs and the 
intercorrelations among them 


Fairness dimensions We measured distributive fairness 
using a four-item scale that captured the degree to which 
employees perceive the pay outcomes they received as fair 
These items are based on those of Folger and Konovsky 
(1989) and Greenberg (1986) and pertain to the degree to 
which employees believe that their pay raise 1s fair and pro- 
vides the full amount that they deserved or expected Proce- 
dural fairness pertains to the degree of control or influence 
afforded to the employee by the process the supervisor uses 
1n arriving at the outcome decision We measured this con- 
cept using a four-item scale that captured both process con- 
trol, or the degree to which employees have the opportunity 
to provide input for the decision, and decision control, or the 
degree to which employees are able to influence the pay 
decision directly Interactional fairness 1tems focus on the 
supervisor's interpersonal behavior Specific 1tems we used 
1ncluded the degree to which the supervisor was sensitive to 
employees' needs, considered employees' rights, and dealt 
with employees 1n an honest and dignified manner We drew 
these 1tems from the work of Folger and Konovsky (1989) 
and Moorman (1991) A confirmatory factor analysis of fair- 
ness items with an a priori hypothesized three-factor model 
and loading structure produced acceptable fit statistics X? = 
50 8, degrees of freedom (d f ) = 74, p > 98, comparative fit 
index (CFI) = 1 0, normed fit index (NFI) = 97, standard- 
ized root mean square residual (SRMR) = 042, and root 
mean square error of approximation (RMSEA) = 0 (90% 
confidence interval [CI] of 0 to 028) All estimated load- 
ings were substantively and statistically significant (values > 
6 and р < 01, respectively), indicating convergent validity 
Consistent with this, we estimated the reliabilities for the 
distributive, procedural, and interactional fairness dimen- 
sions at 89, 78, and 92, respectively The estimated inter- 
correlations among the three fairness dimensions range 
from 50 (distributive—procedural) to 42 (distributive— 
interactional), indicating that less than 25% variance 1s 
shared among them and thus providing initial evidence of 
discriminant validity In a recent meta-analysis, Colquitt and 
colleagues (2001, pp 437-38) report that the corrected 
intercorrelations among the fairness dimensions range from 
38 to 56, moreover, they note, “our review showed that 
justice [dimensions] have distinct correlates, and measuring 
the three separately allows for further differences among the 
dimensions to be examined" Our measures of fairness 
dimensions yield psychometric evidence that coheres with 
Colquitt and colleagues’ meta-analysis 
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Mediators We measured supervisory trust using a three- 
item scale developed by O'Reilly and Roberts (1974) and 
used extensively 1n previous research This scale showed a 
high level of internal consistency, with reliability of 88 We 
measured job satisfaction using a four-1tem scale developed 
by Lucas and colleagues (1987) with some modifications to 
enhance its contextual relevance This scale has a reliability 
value of 94 


Outcomes We used Mowday, Steers, and Porter’s (1979) 
nine-item organizational commitment scale We dropped 
three 1tems because of low loadings The reliability for the 
six-item reduced scale is 75 We obtained sales perfor- 
mance evaluations from the supervisor Because self- 
reported measures of performance are often subject to biases 
(eg, self-presentation), supervisor evaluations are useful 
The response rate from supervisors was 100% Supervisors 
rated salespeople on three goals set by the organization 
sales target performance, business growth, and professional 
growth Supervisors also provided overall evaluations of 
each salesperson The internal consistency estimate for this 
performance construct was 93 We measured opportunistic 
behavior using Jaworski and MacInnis's (1989) six-item 
scale The dysfunctional actions captured in this scale 
include smoothing, focusing, and invalid data reporting We 
dropped two items because of low construct loadings Over- 
all, the four-item measure has an acceptable level of rela- 
bility at 75 


Fairness antecedents We measured linkage to rewards 
using a three-item scale that assesses whether employees 
perceive pay raises as directly linked to sales performance 
and how performance compares to the goals However, we 
dropped one of the items, because it did not converge with 
the other two items The reliability for the two-item scale 
was 75 We measured consistent/unbiased application of 
performance standards using two items that measure the 
extent to which the merit increases are based on organiza- 
tional politicking or on the quantity and quality of work per- 
formed We drew these two items from Tyler’s (1989) work, 
and their reliability was 83 We drew the three items that 
measure performance improvement plan from the work of 
Folger and Konovsky (1989) These items refer to supervi- 
sors’ efforts to improve employees’ future performance, 
including discussions of ways to improve performance and 
use of that information in developing future plans The alpha 
reliability for this scale was 70 For a measure to be appro- 
priate, 1t should track performance for all relevant activities 
of an employee’s job, be based on a thorough analysis of 
each activity, have a norm or standard for comparison, and 
be precise We specifically developed four items to capture 
these aspects of measure appropriateness The reliability for 
this scale was 83 Pay raises are typically determined on the 
basis of the extent to which an employee meets and exceeds 
goals On-the-job goal determination is usually a joint deci- 
sion between the employee and the supervisor and involves 
bargaining in а give-and-take environment Participation 
refers to the employee’s involvement in the goal-setting 
process We based these measures on the work of Vroom 
(1964) and Teas (1981), the reliability for this scale was 83 
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Method of Analyses 


In testing the proposed hypotheses, we used an analytical 
method that was sensitive to three issues (1) confounding 
effects of measurement error, (2) potential for misspecifica- 
поп bias, and (3) test for mediation effects In regard to mea- 
surement error, we were concerned that the presence of ran- 
dom error would bias the estimation of structural paths 
unpredictably (Bollen 1989) Although this favors the use of 
structural equations modeling, we were concerned about 1ts 
stability and power 1n light of our sample size (ЇЧ = 154) To 
strike a balance between these concerns, we used an 
approach based on Bagozzi and Edwards's (1998) sugges- 
tion of partial disaggregated models Specifically, we used 
two composites formed by combining the odd- and even- 
numbered items wherever possible as indicators for each 
latent construct Bagozzi and Edwards show that partial dis- 
aggregated models are likely to have better statistical prop- 
erties than approaches that use individual measures as 1ndi- 
cators Such models perform reasonably well, compared 
with fully disaggregated models, ш terms of control over 
measurement error As ın structural equations models, the 
estimated coefficients reflect relationships among underly- 
ing theoretical constructs and are “adjusted” for measure- 
ment error In addition, they provide a systematic basis for 
evaluating the “fit” of the hypothesized model to data (е g , 
%2 statistic, incremental fit indexes, RMSEA, Bentler 1995) 

Misspecification bias can occur 1f some of the unhy- 
pothesized effects are significant and not included in the 
empirical analysis Specifically, the proposed theoretical 
model includes a system of effects wherein the fairness 
antecedents (Level I) influence fairness evaluations (Level 
ID, which 1n turn affect posited mediators (Level III), and 
finally the mediators influence outcomes (Level IV) 
Hypotheses that link Level I and Level Ш, for example, are 
not included To examine the significance of such nonhy- 
pothesized direct effects systematically without forsaking 
parsimony, we used the proposed model as the baseline 
model and tested for the significance of incremental 
increases 1n model fit due to nonhypothesized direct effects 
This involved computing a change 1n the X? statistic and the 
corresponding change in degrees of freedom To streamline 
this procedure, we used sets of effects that represented dif- 
ferent levels in the model For example, we included direct 
effects from all fairness antecedents (Level I) to job satis- 
faction and supervisor trust (Level Ш) and the change in X2 
tested with 10 degrees of freedom We examined individual 
coefficients to retain the significant effects for the next step 
of analysis We systematically implemented this procedure 
to test all potential unhypothesized effects and mitigate mis- 
specification bias 

Finally, we were concerned about providing a test for the 
mediation hypotheses Our model hypothesizes that supervi- 
sor trust and job satisfaction mediate the effect of fairness 
evaluations on Job outcomes То test mediation effects, we 
followed the procedures Baron and Kenny (1986) suggest 
Specifically, we estimated a “direct” model in which we 
eliminated mediation variables and estimated direct effects 
We then compared the direct effects with the corresponding 
coefficients from a model that included the mediating vari- 
ables A full mediation was indicated if (1) the “direct” 


effects model produced a significant effect on a given out- 
come, (2) the corresponding direct effect was reduced to 
insignificance after inclusion of the mediating variable, and 
(3) the mediator had a significant effect on the focal out- 
come Mediation was not indicated when the direct effect 
remains virtually unchanged ın Step 2 Finally, partial medi- 
ation was indicated when the direct effect in Step 2 1s 
reduced but does not become nonsignificant In addition, 
given the sample size of 154 and a complex model that 
involved interrelationships among 13 distinct constructs, we 
were concerned about the power of statistical tests at the 
customary level of significance ( 05) Consequently, we use 
a 10% level of significance for statistical testing 


Findings 
Measurement Model Analysis 


Before testing the hypothesized model, we estimated a fully 
disaggregated measurement model with all observed 1ndica- 
tors to ensure that the measures corresponded only to their 
hypothesized constructs and evidenced acceptable reliability 
as well as convergent and discrimmant validity Using the 
confirmatory factor analysis procedures available 1n EQS, 
we estimated a measurement model that included all 51 
items that we hypothesized to measure the 13 study con- 
structs We proposed the individual measures to load only on 
a single factor, in accord with conceptual definitions This 
measurement model produced the following fit statistics 
x? = 1307, df = 1147, p < 01, NFI = 90, NNFI = 99, 
CFI = 99, SRMR = 062, and RMSEA (90% CI) = 032 
(021 to 039) Although the %2 statistic 1s significant, the 
other indicators of relative and absolute fit (е g , NFI, CFI, 
RMSEA) and the indicator for parsimonious fit (e g , NNFI) 
unequivocally suggest that the hypothesized measurement 
model 1s a reasonably good representation of the variance— 
covariance matrix of study measures The estimated para- 
meter estimates 1n Table 2 reveal that the standardized fac- 
tor loadings, without exception, are statistically significant 
(t-values > 2, p < 05) and substantively large (> 30) In 
addition, the composite reliability estimates exceed 70, and 
variance extracted exceeds 50, with two exceptions that 
involve improvement plan and commitment Note that the 
composite reliability estimates differ slightly from alpha 
reliability estimates we provided previously, the former are 
based on maximum likelihood estimates. Finally, the aver- 
age factor correlation ıs 33, indicating that, on average, less 
than 11% of the variance 1s shared among the constructs 
Overall, our results suggest that the modeled constructs have 
reasonable psychometric properties and appear suitable for 
substantive analysis and interpretation ! 





1Based on the criterion of comparing average variance extracted 
with the highest variance shared, two subsets of constructs involv- 
ing (1) commitment, satisfaction, and 1mprovement plan and (2) 
participation, interactional fairness, and trust failed to provide clear 
evidence of discriminant validity To check this further, we per- 
formed exploratory factor analyses of these subsets to ensure that 


Overall Fit of the Hypothesized Structural Model 


Initially, we estimated the hypothesized model of Figure 1 
We encountered no particular problems in estimation and 
achieved convergence without any boundary conditions The 
estimated coefficients from this model are listed m Table 3 
as "initial" coefficients In accord with our analytical plan, 
we then examined the potential for misspecification bias by 
estimating three less restrictive models 1n sequential steps 
that systematically allowed for direct effects between non- 
adjacent levels of variables After each step, we retained sig- 
nificant coefficients for the next step of analysis In all, we 
included one path 1n Step 1 that involved measure appropri- 
ateness (effect on interactional fairness), four paths in Step 
2 that involved distributive fairness (effect on performance 
and opportunistic behaviors) and participation (significant 
effect on satisfaction and trust), and one path in Step 3 
Gmprovement plan — performance) The final model 
yielded fit statistics as follows %2 = 2767, df = 258, р = 
20, NFI = 94, NNFI = 99, CFI = 99, SRMR = 051, 
RMSEA (90% CI) = 023 (001 to 040), and Akaike infor- 
mation criterion (AIC) = —2393 (independence AIC = 
3699 2) Given the nonsignificant 72 goodness-of-fit test and 
other fit indicators, ıt appears that the final model provides 
an acceptable representation of the data 


Structural Coefficients and Hypotheses Tests 


Table 3 provides the estimated coefficients from the final 
model, and Figure 2 displays these results graphically Over- 
all, 1t appears that the final model provides a reasonable 
explanation for distributive and interaction fairness (R2 = 
48 and 58, respectively) but not procedural fairness (R2 = 
12) Likewise, we achieved meaningful explanation levels 
for performance and commitment (R2 = 40 and 42, respec- 
tively) but not opportunistic behaviors (R2 = 17) Finally, 
the explanation levels for supervisor trust and job satisfac- 
tion are also reasonable (R2 — 69 and 38, respectively) 

Regarding Hı, Table 3 reveals that interactional fairness 
has a strong positive effect on supervisor trust (В = 46, p < 
01), however, the effect of procedural fairness 1s nonsignif- 
icant Moreover, contrary to Н», distributive fairness 15 sig- 
nificantly associated with supervisor trust (B = 18, p< 01) 
Although not posited, participation 1s positively associated 
with supervisor trust (B = 34, p< 01) Moreover, as we note 
in Table 3, the initial coefficient for interactional fairness 1s 
significantly higher, indicating that its effect is overesti- 
mated if the model is not respecified to account for 
participation 

Regarding job satisfaction, we found interactional fair- 
ness to enhance a salesperson's job satisfaction significantly, 
in accord with Нз (В = 19, p< 05) Neither distributive nor 





the measures are not confounded and that interfactor correlations 
аге far from unity. In each case, we obtained supporting and 
unequivocal evidence Specifically, the items have a dominant 
loading on the hypothesized factor, and cross-loadings, when pre- 
sent, are relatively smaller in magnitude Moreover, interfactor cor- 
relations are all less Шап 65 
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ТАВГЕ 2 
Factor Loadings and Measurement Properties of Various Constructs Used 


Variance 
Construct/Item Loading t-Value Extracted Highest R? Average R? Reliability 
Job Performance 
JP1 81 11 52 74 15 07 93 
JP2 76 10 52 
JP3 82 11 84 
JP4 93 1451 
JP5 89 13 42 
Opportunistic Behaviors 
OB1 40 455 50 08 02 75 
OB2 62 749 
OB3 87 11 09 
OB4 71 875 
Organizational Commitment 
40 461 45 40 11 75 
OC2 54 644 
ОСЗ 38 4 23 
OC4 74 9 48 
OC5 78 10 16 
OC6 59 7 09 
Supervisor Trust 
ST1 76 10 54 72 65 32 88 
ST2 83 12 06 
ST3 94 14 54 
Job Satisfaction 
Ј51 85 12 63 78 40 14 94 
JS2 91 1402 
JS3 92 1419 
JS4 86 12 76 
Distributive Fairness 
DF1 93 14 44 66 28 18 89 
DF2 92 14 12 
DF3 74 10 10 
DF4 64 8 34 
Interactional Fairness 
83 12 04 68 65 29 92 
IF2 74 10 08 
IF3 87 12 99 
IF4 85 12 39 
IF5 80 11 35 
IF6 81 1151 
Procedural Fairness 
PF1 65 8 08 58 36 17 78 
PF2 68 858 
PF3 57 6 87 
PF4 82 1091 
Linkage to Rewards 
RL1 52 6 65 62 24 13 75 
RL2 98 16 30 
Consistent/Unbiased Application 
CA1 91 11 43 72 26 12 83 
CA2 78 9 64 
Improvement Plan 
62 7 46 44 47 24 70 
IP2 72 8 93 
IP3 64 773 
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TABLE 2 


Continued 
== _______________________________-_ 
Мапапсе 
Сопзтису ет Loading t-Value Extracted Highest R2 Average R? Reliability 
Measure Appropriateness 
MA1 77 1034 56 42 21 83 
MA2 83 1149 
MAS 78 956 
MA4 66 8 34 
Participation 
PT1 82 11 34 55 50 33 83 
PT2 66 8 39 
PT3 68 876 
PT4 81 1114 


Notes Loading = standardized coefficient estimate by the elliptical reweighted least Squares method using EQS software The t-values greater 
than 1 645 indicate significant effects at p = 05 for a one-tailed test Variance extracted is based on Fornell and Larcker’s (1981) for- 
mula Highest R2 is the highest variance shared between this construct and any other construct in the model, it is computed as the 
square of highest А (correlation) Average R? is the average variance shared between this construct and all other constructs, it is com- 
puted as the mean of squared correlations Composite reliability is based on Fornell and Larcker's formula 


procedural fairness yielded a significant effect, however, 
participation produced a significant influence on job satis- 
faction (В = 54, p < 01) As m the case of supervisor trust, 
the initial coefficient for interactional fairness 1s more than 
twice as great (B = 54 versus 19), undersconng the poten- 
tial misspecification as a result of the direct effects of par- 
ticipation on job satisfaction 

In partial support of H4, supervisor trust significantly 
enhances the commitment of salespeople (В = 16, p < 05) 
and diminishes their tendency to engage ın opportunistic 
behaviors (B = — 52, p « 01) However, the performance of 
salespeople 1s unaffected by supervisor trust. Notably, the 
initial estimated coefficients 1ndicate that the influence of 
supervisor trust is significant (B = 50), however, this effect 
reduces to nonsignificance (B = 13) when the model is 
respecified to account for the direct effects of distributive 
fairness and performance improvement plans Consistent 
with Hs, salespeople’s job satisfaction positively affects 
their commitment (В = 57, p < 01), but it fails to curb their 
opportunistically oriented behaviors In addition, ш accord 
with Hc, we found that job satisfaction does not have a sig- 
nificant affect on performance, however, distributive farr- 
ness and improvement plan significantly and positively 
influence salesperson's performance (В = 28 and 35, р < 
01) In addition, distributive fairness has a positive, signifi- 
cant effect on opportunistic behaviors (B = 29, p « 01) 

Finally, to test for mediation, we estimated a direct 
effects model that excluded the hypothesized mediating 
variables of supervisor trust and Job satisfaction The model 
yielded the following fit statistics 2 = 401 2, d f 2265, p< 
001, NFI = 91, NNFI = 96, CFI = 97, SRMR = 17, 
RMSEA (90% CI) = 06 (047 to 07), and AIC = –128 6 
Compared with the mediated model, the direct effects model 
indicates a significant and substantive deterioration 1n model 
fit (X7urtrerence = 125 2, d f — 7, p < 001), indicating that the 
proposed mediators play a significant role in fairness mech- 
anisms In addition, for organizational commitment, a sig- 
nificant direct effect emerges for interactional fairness 
(В = 34, p « 01) Because this direct effect becomes non- 


significant for the mediated model and other conditions for 
mediation are met (significance of interactional fairness — 
job satisfaction, and job satisfaction — commitment paths, 
see Table 3), we can conclude that the effect of fairness 
Judgments on commitment 1s fully mediated In contrast, for 
performance, significant direct effects emerge for distribu- 
tive fairness and improvement plan ( = 31 and 38, respec- 
tively, p < 01) that remain significant in the mediated model 
(see Table 3, corresponding values of 28 and 35) Further- 
more, because none of the mediation conditions 15 satisfied, 
the effects of fairness judgments on job performance are 
unmediated We obtained partial mediation for opportunistic 
behaviors, because though the direct effects of interactional 
and distributive fairness are significant (В = – 20 and 16, 
respectively, p < 05), only the latter remains significant in 
the mediated model Combined with the significant effects 
obtained in the mediated model for the interactional fair- 
ness — trust and the trust — opportunistic behavior paths, 
we can conclude that the effect of interactional fairness on 
opportunistic behaviors 1s fully mediated, but the effect of 
distributive fairness 1s not Overall, the effect of fairness 
Judgments on opportunistic behaviors 1s partially mediated 

In terms of propositions, Table 3 indicates that the 
antecedents significantly influence distributive fairness 
Consistent with P}, the linkage to rewards 1s positively and 
significantly associated with distributive fairness (B = 25, 
р « 01) Likewise, the distributive fairness perceived by 
salespeople 1s significantly enhanced when they view the 
merit pay decision-making procedures as unbiased and 
when supervisors work with them to develop plans for per- 
formance improvement (B = 33 and 20, respectively, p < 
05) These results support P; and Ра Consistent with P4, 
measure appropriateness 15 positively associated with dis- 
tributive fairness (B = 18, p « 10) 

In contrast, the included antecedents are less effective 1n 
accounting for the variability in procedural fairness Of the 
hypothesized antecedents, the use of consistent, unbiased 
decision-making procedures and participation have a sigmif- 
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TABLE 3 
Estimated Coefficients for the Nomological Relationships in the Perceived Fairness in Merit Pay 
Decisions Model 


m e iE ан 


Initial Final 
Dependent Variable Coefficient Coefficient t-Value R? 
Distributive Fairness (DF) .48 
Linkage to rewards (RL) — DF 27 25 2.9 
Consistent/unbiased application (CA) — DF 31 33 4.0 
Measure appropriateness (MA) — DF 14 18 16 
Improvement plan (IP) — DF 23 .20 2.1 
Procedural Fairness (PF) 12 
Consistent/unbiased application (CA) > PF 20 19 21 
Improvement plan (IP) — РЕ 03 06 51 
Measure appropriateness (MA) — PF 01 03 04 
Participation (PT) — PF 22 19 16 
Interactional Fairness (IF) .58 
Improvement plan (IP) — IF 45 .34 3.7 
Measure appropriateness (MA) IF — .25 2.7 
Participation (PT) — IF 43 .32 3.4 
Supervisor Trust (ST) .69 
Distributive fairness (DF) — ST — .18 2.4 
Procedural fairness (PF) — ST 06 02 10 
Interactional fairness (IF) — ST ‚77 46 5.1 
Participation (PT) > ST — .34 37 
Job Satisfaction (JS) .38 
Distributive fairness (DF) — JS — 11 —14 -14 
Procedural fairness (PF) — JS 06 — 09 -11 
Interactional fairness (IF) > JS 54 19 1.7 
Participation (РТ) — JS к= 54 4.7 
Job Performance (JP) .40 
Supervisor trust (ST) — ЈР 50 13 11 
Job satisfaction (JS) — JP — – 03 – 40 
Distributive fairness (DF) — ЈР — 28 2.6 
Improvement plan (IP) — JP — 35 3.0 
Organizational Commitment (OC) 42 
Supervisor trust (ST) — OC 16 16 1.7 
Job satisfaction (JS) > OC .58 57 4.4 
Opportunistic Behaviors (OB) 17 
Supervisor trust (ST) —^ OB —.33 —.52 -3.2 
Job satisfaction (JS) — OB 09 11 11 
Distributive fairness (DF) — OB — 29 2.2 


a a 
Notes Initial coefficient is the estimated standardized coefficient before we respecified the model to account for misspecification bias. Paths not 
hypothesized and not tested for respecification are indicated by a dash Final coefficient ts the estimated standardized coefficient after 
we respecified the model and accounted for misspecification bias The corresponding t-values are in the adjacent column, t-values 
greater than 1 645 indicate significant effects at р = 05 for a one-tailed test Coefficients in bold are significant at p = 05, and coeffi- 


cients in italics are significant at p — 10 


icant influence on procedural fairness (В = 19 and 18, 
respectively, р < 10) These results support P; and Р; but 
not Рз or Рд 

For interactional fairness, when supervisors help 
develop performance improvement plans, salespeople's per- 
ceptions of interactional fairness are enhanced (B = 34, p « 
01) Participation in decision making 1s also associated with 
greater interactional fairness (В = 32, p< 01) These results 
support Рз and Р; Finally, measure appropriateness 
enhances interactional fairness (В = 25, p < 01) 
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Discussion 


This study was motivated by three objectives (1) to use a 
broader, more complete conceptualization of the merit pay 
fairness construct that included dimensions of distributive, 
procedural, and interactional fairness, (2) to study the sumul- 
taneous mediating mechanisms of supervisory trust and job 
satisfaction ın fairness processes, and (3) to explore the 
supervisory behaviors during the merit pay decision process 
that increase fairness perceptions Our findings offer initial 


FIGURE 2 
The Estimated Model for Understanding Fairness Mechanisms and Consequences 





Antecedents 









Fairness 


Linkage to à , 
Dimensions - 


rewards (RL) 












Consistent/unbiased 
application of 
performance 

standards (CA) 





Distributive 











improvement plan 
Procedural fairness 


(PF) 


(IP) 


Performance T 





Performance 
measure 
appropriateness 






Interactional 
fairness 
(IF) 


у 7) fairness 
| - 
| Б - x 











=)> Paths hypothesized or proposed a prion 


= => Paths included following respecification to mitigate misspecification bias 


Job Outcomes 


* Mediating 
- Variables Job performance 
аа ог а а ОР) 


35 a zu i] — 
















Supervisor trust 







Organizational 
commitment 
(ОС) 





\ Opportunistic 
| behaviors 
(ОВ) 








1nsights 1nto these 1ssues and provide concrete directions for 
further research and managerial guidelines Before dis- 
cussing these findings, we address the limitations of our 
study 


Limitations 


Several limitations of our study are noteworthy Furst, the 
study 1s based on cross-sectional survey data, and we advise 
caution 1n drawing cause-effect inferences In addition, the 
association among constructs may be inflated as a result of 
common method variance To reduce this inflation, we fol- 
lowed Heneman’s (1974) suggestions for enhancing the 
accuracy and validity of self-ratings by guaranteeing confi- 
dentiality Furthermore, we collected data for salespeople’s 
performance from a different source (1 e , supervisors) The 
use of multiple source data likely reduces the influence of 
common method bias Nevertheless, because we focus on 
the differential effects of constructs (e g , interactional and 
distributive fairness), we recognize that the common method 
variance would act to obscure such differential effects In 
this sense, our findings of differential patterns are likely 
conservative Second, the study 1s based on a sample of 
salespeople employed by a single organization Studies in 


other contexts, such as across organizations and over time, 
are needed to establish the generalizability of our findings 
Third, two of the study constructs (commitment and 
improvement plan) have less-than-1deal psychometric prop- 
erties, with several low-loading items Low loadings result 
ш low reliability that introduces random noise in the results, 
thereby making it difficult to detect significant effects Nev- 
ertheless, the confirmatory and exploratory factor analysis 
results confirm that the measures are not confounded 
Fourth, the actual merit pay-raise data for the sample were 
not available It 1s possible that salespeople who receive 
higher-than-average raises evidence a positive bias How- 
ever, we were able to test for this bias indirectly by using 
perceived favorability of outcomes as a covariate in the 
analysis, we found that our results were virtually unaltered 

Despite these limitations, our results offer useful 
insights into the differential effects of fairness dimensions 
by considering the simultaneous influences of all three fair- 
ness judgments, direct and mediated pathways to satisfac- 
tion and supervisor trust that link fairness judgments and 
outcomes, and potential relationships among antecedents 
and fairness judgments We discuss each of these contribu- 
tions Thereafter, we draw managerial implications 
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Differential Effects of Fairness Dimensions 


The results of our study reveal a differential pattern of 
effects for the three fairness dimensions Although i1nterac- 
tional fairness significantly influences supervisor trust and 
Job satisfaction, distributive fairness has a significant effect 
on supervisor trust but not on Job satisfaction It appears that 
when the effect of interaction quality between salespeople 
and their supervisors 1s accounted for, presence or absence 
of distributive fairness 1s unimportant for generating job sat- 
isfaction 2 This result 1s counter to the findings of a study by 
Netemeyer and colleagues (1997) However, because Nete- 
meyer and colleagues did not consider interactional fairness, 
it 15 difficult to predict whether the impact of distributive 
fairness that they observed could potentially be weakened 
with a complete accounting of fairness dimensions 

More important, procedural fairness 1s associated with 
neither supervisor trust nor job satisfaction This nonsignif- 
1cance of procedural fairness 1n our study 1s at variance with 
results from previous studies (Konovsky and Pugh 1994, 
Kumar, Scheer, and Steenkamp 1995) However, most pre- 
vious studies have used a composite view of procedural fair- 
ness, including decision-making structures and supervisors’ 
enactment of these structures (Aryee, Budhwar, and Chen 
2002) Our findings suggest that when procedures and their 
enactment are separated, it 1s interactional fairness that 
affects work outcomes The inference that can be drawn 
from this finding 1s that the effects observed for procedural 
fairness 1n (some) previous studies may be attributable to the 
interactional fairness component Why should interactional 
fairness be more important than procedural fairness? It 15 
possible that salespeople have reasonably complete infor- 
mation about how the supervisor interacted with them 
(because of the information’s relative transparency), but 
they do not have complete information on the quality of pro- 
cedures used by the supervisor to arrive at merit pay deci- 
sions (because of its relative confidentiality) In addition, 
interactional fairness may be more potent not only because 
of its intrinsic value (e g , treating salespeople with dignity) 
but also because of 1ts signaling value (е g , as a “signal” for 
the procedures used) The validity of these conjectural 
explanations needs to be established by further replication 
and extension of our work, yet we appear to have sufficient 
evidence to suggest that studies that fail to include all three 
fairness dimensions risk misspecification bias 


Mediated and Direct Pathways of Fairness: 
Outcomes Relationships 


Although we posited that the influence of fairness judg- 
ments on salesperson outcomes 1s mediated by supervisor 


2To further test for this differential effect, we tested a con- 
strained model in which the three fairness dimensions were con- 
strained to have equal effect on job satisfaction This analysis 
revealed that though the invariance hypothesis cannot be rejected 
for distributive and procedural fairness (y? = 47, p = 7), the influ- 
ence of interactional fairness 1s indeed distinct (x2 = 3 80, p = 05) 
Likewise, when the effects of procedural and interactional fairness 
on supervisor trust were constrained to be equal, we obtained a sig- 
nificant ¥2, indicating rejection of this hypothesis (X? = 13 1, p < 
01) 
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trust and job satisfaction, our results offer a complex pattern 
of evidence Overall, fairness effects on commitment are 
indirect and fully mediated, whereas opportunistic behaviors 
are influenced by partially mediated pathways that involve a 
combination of direct and indirect effects In contrast, farr- 
ness effects on performance are direct and unmediated We 
discuss each in turn 

In terms of salespeople’s commitment to their organiza- 
tions, the direct influence of fairness perceptions 1s mar- 
ginal, rather, commitment ıs driven primarily by salespeo- 
ple’s job satisfaction and, to a lesser degree, by supervisor 
trust 3 This suggests that the way employees feel about their 
job experiences 1s more important to organizational loyalty 
than the level of trust they have with their supervisors 
Because satisfaction and trust, 1n turn, are mostly 1nfluenced 
by interactional fairness, 1t appears that organizational loy- 
alty 1s 1nfluenced more by whether an organization treats 1ts 
employees with respect and digmty and less by whether it 
provides fair distribution of monetary rewards 

А salesperson's propensity to engage 1n opportunistic 
behaviors 1s influenced directly by supervisor trust and dis- 
tributive fairness 4 When trust 1s established through digni- 
fied and respectful treatment of the employee (е g , interac- 
tional fairness and participation), salespeople may view the 
supervisor as a partner rather than an adversary and may 
work actively to make their job less difficult It appears that 
employees do this by avoiding opportunistic behaviors that 
may otherwise demand valuable supervisory time for close 
monitoring of employee activities (Bateman and Organ 
1983) As a result, the sales manager 15 left to perform strate- 
gic functions rather than become distracted in time- 
consuming, nonproductive monitoring behaviors The 
results indicate a direct, positive effect of distributive fair- 
ness, suggesting that higher fairness of merit pay awards 
increases the propensity of opportunistic behaviors This 1s 
counterintuitive However, distributive fairness has an 1ndi- 
rect, negative effect on opportunistic behaviors through its 
effect on supervisor trust The direct and indirect effects are 
ш opposition such that the net effect of distributive fairness 
1s a weak, marginally positive effect (15) A possible expla- 
nation for this positive net effect 1s that salespeople may not 
be satisfied with the absolute merit pay distributions, though 
they remain satisfied with the relative distributions In turn, 
this dissatisfaction may prompt salespeople to engage in 
self-interest-seeking opportunistic behaviors Because of 
restrictions on the measurement process imposed by the 
organization, 1t was not feasible to collect information on 
the actual pay-raise amount, and thus we cannot evaluate 
this explanation in the present setting Further research 
needs to examine fairness of both relative and absolute dis- 
tributions and their relative effects 


To test for this differential effect, we constrained the effects of 
supervisor trust and satisfaction on commitment to be equal This 
yielded a significant statistic, indicating a rejection of this proposal 
(x2 = 4 74, p < 05) 

4Likewise, a differential effects test produced a significant sta- 
tistic, suggesting that opportunistic behaviors are differently 
related to satisfaction, trust, and distributive fairness (2 = 10 25, 
p< 01) 


Finally, in terms of job performance, although neither 
satisfaction nor trust has a significant, direct influence, both 
distributive fairness and performance improvement plans 
yield direct, unmediated effects The lack of a significant 
satisfaction-performance association 1s consistent with pre- 
vious research, however, the lack of trust effect 1s somewhat 
surprising There are two possible explanations for this 
result The first, and probably less viable, explanation 1s that 
salesperson performance 1s under the direct regulation of 
both menit pay awards (1 e , distributive fairness) and perfor- 
mance enhancement plans and 1s less sensitive to social 
exchange mechanisms The second, and probably more 
viable, explanation 1s that when the supervisor acts in an 
equitable manner and provides employees with feedback 
that can improve their future performance, trust may have a 
lesser role in encouraging reciprocal actions In this sense, 
the social exchange variable, trust, has a significant effect, 
but only ш a fairness deficient environment Further 
research 1s needed to test these speculations by examining 
potential moderators of the trust — performance relationship 

In addition, our study sheds new light on an outstanding 
issue 1n the literature related to the (lack of) relationship 
between salesperson job performance and satisfaction Our 
results reveal that though satisfaction and performance are 
weakly correlated, the explanation levels are relatively high 
for both at 38% and 40%, respectively Participation and 
interactional fairness have a strong effect on job satisfaction, 
and performance improvement plan and distributive fairness 
have a strong effect on job performance As such, 1t appears 
that satisfaction and performance are linked to different fair- 
ness mechanisms Salespeople’s job satisfaction 1s sensitive 
to the aspects of their relationship with the supervisor and 
work that “touches their heart,” such as when the supervisor 
engages 1п behaviors that signal respect, dignity, and partic- 
ipatory decision making In contrast, salesperson perfor- 
mance 15 apparently more sensitive to “head” factors, 
including the supervisor’s attempts to aid in developing a 
plan for individual performance improvement and the hard 
calculus of distributive fairness The notion that job satis- 
faction and performance may be related to “heart” and 
“head” mechanisms that are rooted 1n different aspects of 
fairness perceptions offers new insight and directions for 
further research 


Antecedents of Fairness Perceptions 


Our objective was to use this study's empirical results to 
provide a theoretical foundation for the study of fairness 
antecedents Using theoretical and pragmatic considera- 
tions, we included five antecedents for our initial examina- 
tion Our results demonstrate that the included antecedent 
factors are meaningful 1n understanding the formulation of 
distributive and interactional fairness judgments in merit 
pay decisions (R2 = 48% and 5896, respectively) However, 
in regard to procedural fairness, our results indicate a more 
tentative stance (R2 = 1296) We discuss each result 1n turn 


Distributive fairness Results show that distributive farr- 
ness perceptions are greater when (1) the merit pay rewards 
that salespeople receive are linked to Job performance, (2) 
the supervisor 1s unbiased and consistent 1n applying appro- 
priate performance standards, and (3) the supervisor aids in 


designing a plan for improving a salesperson's future per- 
formance Taken together, these results imply that after the 
1mpact of the linkage between current input and outcomes 1s 
accounted for, the prospect of improved future outcomes 
influences salespeople's beliefs about the fairness of their 
current reward decision This indicates that unfairness per- 
ceptions ansing from current distributions could be miti- 
gated 1f supervisors were to begin discussing performance 
details post hoc and outlining how performance can be 
improved 1n the future As such, our results contradict con- 
ventional wisdom that salespeople are concerned solely 
about short-term rewards Evidently, even though salespeo- 
ple respond to current merit rewards, they are responsive to 
strategies for enhancing future rewards 


Procedural fairness Two of the four proposed 
antecedents for procedural fairness (use of unbiased proce- 
dures and participation) were statistically significant Меј- 
ther use of appropriate data nor supervisory focus on future 
performance was significant Consequently, 1t appears criti- 
cal that sales managers engage 1n behaviors and practices 
that emphasize an unbiased approach 1n menit pay decisions 
An option 15 to produce and share hard evidence that sup- 
ports that performance-pay linkages are not compromised 
by individual manager biases In cases in which perfor- 
mance can be reasonably quantified, 1t may be useful to 
compute and monitor performance-pay correlation with the 
notion that attenuation of this correlation beyond a cutoff 
value (e g, 80) 1s probably on account of process errors 
Although contextual factors must be considered 1n design- 
ing such strategies, our findings argue for management 
behaviors and practices that increase transparency of merit 
pay decisions and promote neutrality by curbing individual 
biases The significance of participation rests on it being a 
means of influencing the merit pay decision-making 
process Employees who participate may believe that they 
were able to manage their supervisor’s expectations when 
making pay decisions It 15 inevitable that employees will 
sometimes receive unfavorable outcomes, and participation 
can temper the potential backlash from employees when this 
occurs 

The nonfindings for performance measure appropriate- 
ness and improvement plan are intriguing Use of appropri- 
ate measures enables supervisors to focus on job activities 
that are important Apparently, although they may use 
appropriate measures, supervisors can still show bias in 
translating individual measurements into rewards Likewise, 
1t was believed that when supervisors discuss improvement 
plans with employees, the latter would be presented with the 
opportunity to provide input and thereby influence the per- 
formance evaluation process Then, why is it that the design 
of improvement plans would influence distributive fairness 
but not procedural fairness? Is 1t possible that salespeople 
consider these plans instrumental in achieving greater per- 
formance but not necessarily 1n increasing their influence 
over the reward decision? More research 15 needed to 
unravel these intriguing effects 


Interactional fairness Three antecedents (improvement 
plans, measure appropriateness, and participation) are 
strongly related to interactional fairness Developing perfor- 
mance improvement plans not only helps 1n aligning per- 
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ceptions and expectations between supervisors and employ- 
ees (Morgan and Hunt 1994) but also signals that the super- 
visor cares Using appropriate measures indicates that the 
supervisor understands that the salesperson has the right to 
be evaluated correctly Finally, participation reinforces the 
social standing of salespeople ın their respective groups and 
informs that they are valued members of the sales team 

Overall, the supported propositions in regard to fairness 
antecedents suggest that these linkages are meaningful, and 
despite the limited number of antecedents that we could 
include 1n our study, they together explain a significant pro- 
portion of the variance 1n distributive and interactional farr- 
ness Although the explanation level for procedural fairness 
15 more modest, the pattern of results appears reasonable and 
offers a fertile ground for future theonzing 


Managerial Implications 


A major finding of potential interest to managers 1s the dom- 
inant role of interactional fairness in achieving two of the 
three outcomes that govern organizational effectiveness It 
was suggested previously that supervisory interactions not 
only might be more transparent than procedures but also 
might signal to employees that the supervisor cares for their 
well-being This 15 good news for managers, because the 
economic costs of interacting in a manner that raises the 
dignity and standing of employees are not likely to be as 
high as the costs associated with satisfying either procedural 
or distributive fairness This does not umply that the distrib- 
ution of rewards or the procedures used to determine them 
are not important ın their own right Our point 1s merely that 
interactional fairness 15 critical ın fairness mechanisms and 
one that can be easily achieved by managers 

Another major finding of the study 1s the importance of 
distributive fairness 1n influencing employees’ job perfor- 
mance The sense of equity that arises from being rewarded 
fairly provides the incentive to salespeople to work harder 
and to 1mprove their job performance In a way, this result 
argues for unveiling the shroud of secrecy that typically 
exists 1n pay-raise situations Previous research has noted 
that when employees are not provided comparative pay 
information, they tend to believe that they obtained a raise 
that 1s lower than others, which 1n turn typically results in 
lower fairness perceptions (Futrell and Jenkins 1978) 

From a managerial perspective, 1t would be especially 
unfortunate to interpret our results to imply that procedural 
fairness may be safely ignored The results are more com- 
plex Often, ın the analysis of the sort used herein, the rela- 
tive 1mportance of a variable 1s determined by the principle 
of discrimination, that 1s, the variable along which the 
respondents can be differentiated the most As such, the 
appropriate 1nterpretation 1s that given the situational con- 
text of our sample, further 1ncreases 1n procedural fairness 
may be less potent than similar increases ın interactional 
fairness Furthermore, varying interactional fairness holds 
more promise given the current situation and pay practices 
for the specific sample of salespeople used Managers are 
cautioned to develop such understanding 1n the light of their 
specific context and sales force practices 

What can managers do to shape employee perceptions of 
the three fairness dimensions? They can put into place a per- 
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formance 1mprovement plan for employees Such plans are 
opportunities for supervisors to provide feedback to sales- 
people about what they are doing "night" or “wrong” and to 
explicate what they should do to umprove performance The 
positive effect of such planning suggests that salespeople do 
not view it as a performance impediment resulting from 
supervisors stepping on their turf A clear message from the 
results 1s that managers need to spend more time with sales- 
people with an aim to improve their future performance 
ability 

Managers could also allow salespeople to participate 1n 
goal setting and process determination, because this has a 
favorable 1nfluence on not only 1nteractional and procedural 
fairness but also the two mediators Participation 15 the 
backbone behind the concept of “quality circles" ın total 
qualty management As our results suggest, 1t may also be 
the backbone behind the "loyalty" of salespeople to their 
supervisors and organizations It appears that employees 
expect to be asked to participate (based on influence on pro- 
cedural fairness) and derive great value from the symbolism 
this represents (based on its influence on interactional fair- 
ness) Employees are being asked to do more with less, and 
participation may be a way by which employees can be 
made to believe that they are being given more Finally, 
managers need to ensure that pay 1s linked to performance 
and to make that linkage known to employees They may be 
able to do this not only by using appropriate measures of 
performance but also by ensuring that no employee has 
undue influence over the rewards process 


Conclusion 


The study of fairness judgments and its consequences in 
sales force settings dates to the mid-1980s, and a consider- 
able body of work exists that establishes the relevance and 
significance of such judgments Our study advances this 
body of work by posing different questions and shifting the 
direction of inquiry Instead of asking whether fairness judg- 
ments matter for sales force outcomes, we ask, How do fair- 
ness judgments work to influence critical outcomes and 
what factors 1nfluence the formation of fairness judgments? 
This shift has important theoretical and managerial 
1mplications 

Theoretically, by highlighting the contrasting mecha- 
nisms by which distributive, procedural, and interactional 
fairness judgments influence job outcomes, our findings 
implore future researchers to eschew studies that fail to cap- 
ture the breadth of the fairness construct and/or complexity 
of its mechanisms Significantly, our work opens new dia- 
logues on several unresolved issues 1n sales force manage- 
ment We presented arguments about why performance and 
Job satisfaction, two seemingly related concepts, may be dri- 
ven by different fairness mechamsms Likewise, although 
our study clarifies that pay-to-performance linkages work, it 
also highlights the performance-commitment dilemma, that 
1s, although distributive fairness and appropriate pay-for- 
performance linkages may propel salespeople to perform 
better, they do little to gain their commitment Organiza- 
tional commitment 1s influenced by job satisfaction, 1n our 
data, job satisfaction 1s shaped mainly by interactional fair- 


ness Consequently, to motivate salespeople toward higher 
performance and retain them requires that two separate 
mechanisms be activated. simultaneously, one involving 
interactional fairness and job satisfaction and the other 
involving distributive fairness and improvement plans Acti- 
vation of just one mechanism produces obvious pitfalls such 
as losing the high performers or retaining the low and aver- 
age performers This requires managers to focus simultane- 
ously on multiple dimensions of fairness and activate multi- 
ple mechanisms Human agency and judgments are 
complex, dynamic phenomena that defy simple answers, yet 
this complexity and dynamism can be understood and cap- 
tured with the tools at the disposal of marketing science 
today Our study has provided an initial attempt ın the con- 
text of merit pay-raise decisions Future researchers and 
managers will find our proposed fairness model a fertile 
ground for further refinement and development to under- 
stand how to motivate and retain a high-performance sales 
force 


Appendix 
Operational Measures Used for 
Study Constructs 
Unless otherwise noted, we measured the following 1tems 
on a five-point Likert scale where 1 = "strongly disagree" 
and 5 = “strongly agree” The items marked with [О] were 
removed from the analyses because of poor internal consis- 
tency with their respective scales 


Fairness Antecedents 
Linkage to Rewards (Folger and Konovsky 1989) 


1 My pay increases are based upon how my performance 
compares with my goals 


2 My merit increases are directly tied to my performance 


Consistent/Unbiased Application of Performance 
Standards (Tyler 1989) 


1 Do you think that you received a better or worse merit 
increase than others because of your race, sex, age, nation- 
ality, or some other characteristic of you as a person? 
(Three-point scale 1 = “yes”, —1 = “по”, 0 = “don’t know”) 

2 Do you think that your supervisor treated you worse than 
others because of your race, sex, age, nationality, or some 
other characteristic of you as a person? (Three-point scale 
1 = “yes”, —1 = “no”, 0 = “don’t know”) 


Performance Improvement Plan (Folger and 
Konovsky 1989) 


Indicate the extent to which you believe your supervisor did 
each of the following dunng the last performance cycle 


1 Discussed plans or objectives to 1mprove your performance 


2 Asked for your 1deas on what you could do to 1mprove your 
performance 


3 Developed an action plan for future performance 


Measure Appropriateness (New Scale) 


1 My performance 1s evaluated on all relevant and important 
skill areas of my job 


2 Standards or performance targets are set for each skill area 
of my job 


3 The targets set for my Job, I believe, are appropriate 


4 The standards used ın performance review are all based on a 
thorough analysis of the job I perform 


Participation (Teas 1981; Vroom 1964) 


1 I am allowed a high degree of influence in the determination 
of my work goals 


2 I really have little voice in the formulation of my work 
goals [reverse scored] 


3 The setting of my work goals 1s pretty much within my 
control 


4 My supervisor usually asks for my opinions and thoughts 
when determining my work goals 


Fairness Dimensions 
Distributive Fairness (Folger and Konovsky 1989) 


1 I consider the size of my last ment increase to be fair 
2 My last merit increase gave me the full amount I deserved 


3 The size of my last merit 1ncrease was more than what I 
expected 


4 The level of merit increase I received was (1 = “very unfair", 
4 = “very fair") 


Procedural Fairness (Folger and Konovsky 1989; 
Moorman 1991) 


1 How much of a chance or opportunity did your supervisor 
give you to describe your achievements and contributions to 
him/her before making your merit 1ncrease decision? (Four- 
point Likert scale 1 = “а great deal of opportunity”, 4 = “not 
much opportunity at all") 


2 How much influence did you have over the merit decision 
made by your supervisor? (Four-point scale 1 = “a great 
deal of influence”, 4 = “not much influence at all) 


3 How much consideration did your supervisor give to what 
you said when making merit increase decisions? (Four-point 
scale 1 = “a great deal of consideration”, “4 = "not much 
consideration at all) 


4 Overall, how fair were the methods used by your supervisor 
to make your merit increase decision? (Four-point scale 1 = 
“very fair", 4 = “very unfair") 


interactional Fairness (Folger and Konovsky 
1989; Moorman 1991) 


Indicate the extent to which you believe your supervisor did 
each of the following during the last performance cycle 


1 Was honest and ethical ın dealing with you 

2 Showed a real interest 1n trying to be fair 

3 Treated you with respect and dignity 

4 Was sensitive to your personal needs 

5 Showed concerns for your rights as an employee 
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Fairness Mediators 
Supervisory Trust (O'Reilly and Roberts 1974) 


1 How free do you feel to discuss with your immediate super- 
visor the problems and difficulties in your job without Jeop- 
ardizing your position or having ıt held against you later? 
(Seven-point scale 1 = “completely free’, 7 = “very 
cautiously”) 


2 Immediate supervisors at times must make decisions which 
seem to be against the interest of employees When this hap- 
pens to you as a employee, how much trust do you have that 
your immediate supervisor's decision was justified by other 
considerations? (Seven-point scale 1 = “trust completely”, 
7 = “feel very distrustful’) 


3 To what extent do you have trust and confidence ın your 
1mmediate supervisor regarding his or her general fairness? 
(Seven-point scale 1 = “completely”, 7 = “very Ше”) 


Job Satisfaction (Lucas et al. 1987) 


1 My job 1s satisfying 

2 My job 15 exciting 

3 I’m really doing something worthwhile in my job 

4 The work I perform gives me a sense of accomplishment 


Fairness Consequences 


Job Performance (New Scale) 
This employee 


] Performed above average on annual sales objective 

2 Performed above average on business growth objective 

3 Performed above average on professional growth objective 
4 Is one of our best managers 

5 Is outstanding 


Opportunistic Behaviors (Jaworski and Macinnis 
1989) 


1 I sometimes tend to 1gnore certain job-related activities sım- 
ply because they are not monitored by our supervisors 

2 I sometimes work on unimportant activities simply because 
they are evaluated by our supervisors [O] 


3 When my performance 1s inconsistent, I have tried to make 
1t appear consistent 


4 When presenting data to upper management, I generally try 
to emphasize data that reflects favorably upon me 

5 Most employees underreport sales potential 1n their territory 
to obtain lower sales targets [O] 


6 When presenting data to upper management, I generally try 
to avoid being the bearer of bad news 


Organizational Commitment (Mowday, Steers, and 
Porter 1979) 


1 I am willing to put ın a great deal of effort beyond that nor- 
mally expected to help this organization be successful 


2 I talk about this organization to my friends as a great place 
to work 


3 I would accept almost any type of job assignment 1n order to 
keep working for this organization 


4 I find that my values and the organization's values are 
similar [О] 


5 I am proud to tell others that I am part of this organization 

6 I am extremely glad that I chose this organization to work 
over others I was considering at the time I joined 

7 This organization really inspires the very best 1n me 1n the 
way of job performance [O] 

8 I really care about the fate of this organization 


9 For me, this 1s the best of all organizations for which to 
work [O] 





REFERENCES 


Anderson, James С and James Narus (1990), “A Model of Dıs- 
tributor Firm and Manufacturer Firm Working Partnerships,” 
Journal of Marketing, 54 (January), 42—58 

Aryee, Samuel, Pawan S Budhwar, and Zhen X1ong Chen (2002), 
"Trust as a Mediator of the Relationship Between Organiza- 
tional Justice and Work Outcomes Test of a Social Exchange 
Model, Journal of Organizational Behavior, 23 (March), 
267-85 

Bagozzi, Richard A and Jeffrey Edwards (1998), "A Generalized 
Approach for Representing Constructs ın Organizational 
Research," Organizational. Research Methods, 1 (January), 
45-87 

Baron, Reuben M and David A Kenny (1986), "The Moderator- 
Mediator Distinction ın Social Psychological Research Con- 
ceptual, Strategic, and Statistical Considerations," Journal of 
Personality and Social Psychology, 51 (December), 1173-82 

Bartol, Kathryn М (1999), “Reframing Salesforce Compensation 
Systems An Agency Theory-Based Performance Management 
Perspective,” Journal of Personal Selling & Sales Management, 
19 (Summer), 1-16 

and David C Martin (1989), “Influence of Managerial 
Allocation A Dependency Perspective," Personnel Psychology, 
41 (Summer), 361-78 

Bateman, Thomas S and Dennis W Organ (1983), “Job Satisfac- 
tion and the Good Soldier. The Relationship Between Affect 





64 / Journal of Marketing, October 2003 


and Employee Citizenship," Academy of Management Journal, 
26 (4), 587-95 

Bentler, Peter (1995), EQS Structural Equations Program Man- 
ual Los Angeles Multivariate Software 

Bollen, Kenneth A (1989), Structural Equations with Latent Vari- 
ables New York John Wiley & Sons 

Brown, Steven P and Robert A Peterson (1993), “Antecedents and 
Consequences of Salesperson Job Satisfaction Meta-Analysis 
and Assessment of Causal Effects,” Journal of Marketing 
Research, 30 (February), 63—77 

Cascardi, Michele M, Norman С Poythress, and Alicia A Hall 
(2000), “Procedural Justice in the Context of Civil Commit- 
ment An Analogue Study,” Behavioral Sciences and the Law, 
18 (6), 731-40 

Chonko, Lawrence B , John F Tanner Jr, and William A Weeks 
(1992), “Selling and Sales Management in Action Reward 
Preferences of Salespeople,’ Journal of Personal Selling & 
Sales Management, 12 (Summer), 67—75 

Churchill, Gilbert A , Jr, Neil M Ford, and Orville С Walker Jr 
(1979), “Personal Characteristics of Salespeople and the Attrac- 
tiveness of Alternative Rewards," Journal of Business Research, 
7 (1), 25-50 

Colquitt, Jason A , Donald Е Conlon, Michael J Wesson, Christo- 
pher OL Н Porter, and К Yee Ng (2001), “Justice at the Mil- 
lenntum А Meta-Analytic Review of 25 Years of Organiza- 


tional Justice Research,” Journal of Applied Psychology, 86 (3), 
425-45 

Costa, Ana Cristina, Robert A Roe, and Tharsi Tallieu (2001), 
“Trust Within Teams The Relation with Performance Effec- 
tiveness,’ European Journal of Work and Organizational Psy- 
chology, 10 (September), 225-44 

Crant, J Michael and Thomas $ Bateman (1993), “Assignment of 
Credit and Blame for Performance Outcomes,” Academy of 
Management Journal, 36 (February), 7—27 

Cron, Wiliam L, Alan J Dubinsky, and Ronald E Michaels 
(1988), “The Influence of Career Stages on Components of 
Salesforce Motivation,” Journal of Marketing, 52 (January), 
78-92 

Dailey, Robert C and Delaney J Kirk (1992), “Distributive and 
Procedural Justice as Antecedents of Job Satisfaction and Intent 
to Turnover," Human Relations, 45 (March), 305-317 

Denton, Keith D (1991), "What's Wrong with These Employees?" 
Business Horizons, 34 (September-October), 45—49 

Dubinsky, Alan J and Thomas Е Barry (1982), "A Survey of Sales 
Management Practices," Industrial Marketing Management, 11 
(Арг), 133-41 

Dwyer, Robert Е, Раш Н Schurr, and Sejo Oh (1987), “Develop- 
ing Buyer-Seller Relationships,” Journal of Marketing, 51 
(April), 11-27 

Farnham, Alan (1989), “The Trust Gap,” Fortune, (December 4), 
54-74 

Flaherty, Karen E and James M Pappas (2000), “The Role of 
Trust 1n Salesperson-Sales Manager Relationships,” Journal of 
Personal Selling & Sales Management, 20 (Fall), 271-78 

Folger, Robert A (1986), “Rethinking Equity Theory A Referent 
Cogmtions Model,” in Justice in Social Relations, HW Влег- 
hoff, RL Cohen, and J Greenberg, eds New York Plenum 
Press, 145-62 

and Mary А Konovsky (1989), “Effects of Procedural and 
Distributive Justice on Reactions to Pay Raise Decisions,” 
Academy of Management Journal, 32 (March), 115-30 

Ford, Neil M , Gilbert А Churchill Jr, and Orville С Walker Jr 
(1985), "Differences in the Attractiveness of Alternative 
Rewards Among Industrial Salespeople Additional Evidence,” 
Journal of Business Research, 13 (April), 123-38 

Futrell, Charles M and Omer C Jenkins (1978), "Pay Secrecy Ver- 
sus Pay Disclosure for Salesmen A Longitudinal Study,” Jour- 
nal of Marketing Research, 15 (May), 214-19 

Ganesan, Shankar (1994), “Determinants of Long-Term Onenta- 
tion 1n Buyer-Seller Relationships,” Journal of Marketing, 58 
(April), 1-19 

, Barton A Weitz, and George John (1993), “Hiring and 
Promotion Policies ın Salesforce Management Some 
Antecedents and Consequences,” Journal of Personal Selling & 
Sales Management, 13 (Spring), 15-26 

George, Jenmfer M (1991), “State or Trait Effects of Positive 
Mood on Prosocial Behaviors at Work,” Journal of Applied Psy- 
chology, 75 (6), 698—709 

Gilliland, Stephen W (1993), “The Perceived Fairness of Selection 
Systems An Organizational Justice Perspective,” Academy of 
Management Journal, 18 (4), 694-734 

Goodson, Jane К and Gail W McGee (1991), “Enhancing Indi- 
vidual Perceptions of Objectivity 1n Performance Appraisal,” 
Journal of Business Research, 22 (June), 293-304 

Goodwin, Cathy and Ivan Ross (1992), “Consumer Responses to 
Service Failures Influence of Procedural and Interactional Fair- 
ness Perceptions,” Journal of Business Research, 25 (Septem- 
ber), 149-63 

Greenberg, Jerald (1986), “Determinants of Perceived Fairness of 
Performance Evaluations,” Journal of Applied Psychology, 71 
(May), 340-42 

(1990), “Organizational Justice Yesterday, Today, and 

Tomorrow,” Journal of Management, 16 (2), 399-432 











Непетап, HG (1974), “Comparisons of Self- and Superior Rat- 
ings of Managerial Performance,” Journal of Applied Psychol- 
ogy, 59 (October), 638-42 

Iaffaldano, Michelle T and Paul M Muchinsky (1985), “Job Satis- 
faction and Job Performance A Meta-Analysis,” Psychological 
Bulletin, 97 (March), 251-73 

Ingram, Thomas ЇЧ and Danny N Bellenger (1983), “Personal and 
Organizational Variables Their Relative. Effect on. Reward 
Valences of Industrial Salespeople,” Journal of Marketing 
Research, 20 (May), 198—205 

Jaworski, Bernard J and Deborah MacInnis (1989), “Marketing 
Jobs and Management Controls Toward a Framework,” Jour- 
nal of Marketing Research, 26 (November), 406—419 

Johnson, Julie T, Hiram C Barksdale Jr, and James 5 Boles 
(2001), "The Strategic Role of the Salesperson 1n Reducing 
Customer Defection 1n Business Relationships,” Journal of Per- 
sonal Selling & Sales Management, 21 (Spring), 123-34 

Johnston, Mark W, A Parasuraman, Charles M Futrell, and 
William C Black (1990), “A Longitudinal Assessment of the 
Impact of Selected Organizational Influences on Salespeople's 
Orgamzational Commitment During Early Employment," Jour- 
nal of Marketing Research, 17 (August), 333-44 

Judge, Timothy A , Carl J Thoresen, Joyce Е Bono, and Gregory 
К Patton (2001), “Job Satisfaction—Job Performance Relation- 
ship A Qualitative and Quantitative Review,” Psychological 
Bulletin, 127 (3), 376—407 

Katz, Daniel and Robert L Kahn (1978), The Social Psychology of 
Organizations New York John Wiley & Sons 

Konovsky, Mary A and Russell Cropanzano (1991), “Perceived 
Fairness of Employee Drug Testing as a Predictor of Employee 
Attitudes and Job Performance,” Journal of Applied Psychol- 
ogy, 76 (October), 698—707 

and S Douglas Pugh (1994), “Citizenship Behavior and 
Social Exchange,” Academy of Management Journal, 37 (3), 
656-69 

Korsgaard, M Audrey, David M Schweiger, and Harry J Sapienza 
(1995), “Building Commitment, Attachment, and Trust in 
Strategic Decision-Making Teams The Role of Procedural Jus- 
tice,” Academy of Management Journal, 38 (February), 60-84 

Kumar, Nirmalya, Lisa K Scheer, and Jan-Benedict EM 
Steenkamp (1995), “The Effects of Perceived Interdependence 
on Dealer Attitudes,” Journal of Marketing Research, 32 
(August), 348-56 

Lawler, Edmund E (1990), Strategic Pay Aligning Organizational 
Strategies and Pay Systems San Francisco Jossey-Bass 

Leonard, Bill (2001), “Majority of Workers Are Dissatisfied with 
Pay,” HR Magazine, (June), 35-36 

Lester, Scott W, Wiliam Н Turnley, James М Bloodgood, and 
Mark C Bolino (2002), “Not Seeing Eye-to-Eye Differences ın 
Supervisor and Subordinate Perceptions of and Attnbutions for 
Psychological Contract Breach,” Journal of Organizational 
Behavior, 23 (February), 39-56 

Leventhal, GS (1980), “What Should Be Done with Equity The- 
ory? New Approaches to the Study of Fairness in Social Rela- 
tionships,” ın Social. Exchange Advances in Theory and 
Research, K Gergen, M Greenberg, and R Willis, eds New 
York Plenum Press, 27—55 

Lind, E Allen and Tom R Tyler (1988), The Social Psychology of 
Procedural Justice New York Plenum Press 

Livingstone, Linda P, James A Roberts, and Lawrence B Chonko 
(1995), “Perceptions of Internal and External Equity as Predic- 
tors of Outside Salespeople’s Job Satisfaction,” Journal of Per- 
sonal Selling & Sales Management, 15 (Spring), 33-46 

Lucas, George H , Jr, A Parasuraman, Robert A Davis, and Ben 
M Enis (1987), “An Empirical Study of Salesforce Turnover,” 
Journal of Marketing, 51 (July), 34—59 

MacKenzie, Scott B , Philip М Podsakoff, and Michael Ahearne 
(1998), "Some Possible Antecedents and Consequences of In- 





Merit Pay Fairness / 65 


Role and Extra-Role Salesperson Performance,” Journal of 
Marketing, 62 (July), 87-98 

Markham, Steven E (1988), “Pay-for-Performance Dilemma 
Revisited Empirical Example of the Importance of Group 
Effects,” Journal of Applied Psychology, 73 (May), 172-80 

Martin, Christopher L and Nathan Bennett (1996), “The Role of 
Justice Judgments in Explaining the Relationship Between Job 
Satisfaction and Organizational Commitment,” Group and 
Organization Management, 21 (March), 84—104 

Martin, David С and Kathryn М Bartol (1998), “Performance 
Appraisal Maintaining System Effectiveness,” Public Person- 
nel Management, 27 (Summer), 223-50 

Masterson, Suzanne S , Kyle Lewis, Barry M Goldman, and M 
Susan Taylor (2000), “Integrating Justice and Social Exchange 
The Differing Effects of Fair Procedures and Treatment on 
Work Relationships,” Academy of Management Journal, 41 (4), 
738-48 

McDonald, Gerald W (1981), “Structural Exchange and Marital 
Interaction,” Journal of Marriage and the Family, 43 (Novem- 
ber), 825-39 

Miceli, Marcia Р (1993), “Justice and Pay System Satisfaction,” in 
Justice їп the Workplace Approaching Fairness in Human 
Resource Management, Russell Cropanzano, ed Hillsdale, NJ 
Lawrence Erlbaum Associates, 257—83 

Money, Bruce R and John L Graham (1999), “Salesperson Per- 
formance, Pay, and Job Satisfaction Tests of a Model Using 
Data Collected m the United States and Japan,” Journal of 
International Business Studies, 30 (Spring), 149-69 

Moorman, Christine, Gerald Zaltman, and Rohit Deshpandé 
(1992), “Factors Affecting Trust in Market Research Relation- 
ships,” Journal of Marketing, 57 (January), 81—101 

Moorman, Robert Н (1991), “The Relationship Between Organi- 
zational Justice and Organizational Citizenship Behaviors Do 
Fairness Perceptions Influence Employee Citizenship?” Jour- 
nal of Applied Psychology, 76 (6), 845-55 

Morgan, Robert М and Shelby D Hunt (1994), “The 
Commutment-Trust Theory of Relationship Marketing,” Jour- 
nal of Marketing, 58 (July), 20—38 

Mowday, Richard T, Richard М Steers, and Lynn W Porter 
(1979), “The Measurement of Organizational Commitment," 
Journal of Vocational Behavior, 14 (April), 224-47 

Mowen, John C, Janet E Keith, Stephen W Brown, and Donald 
W Jackson Jr (1985), “Utilizing Effort and Task Difficulty 
Information in Evaluating Salespeople,” Journal of Marketing 
Research, 22 (May), 185-91 

Muczyk, Jan P and Myron Gable (1987), “Managing Sales Perfor- 
mance Through a Comprehensive Performance Appraisal Sys- 
tem,” Journal of Personal Selling & Sales Management, 7 
(May), 41-52 

Netemeyer, Richard G, James S Boles, Daryl O McKee, and 
Robert МсМигпап (1997), “An Investigation into the Ante- 
cedents of Organizational Citizenship Behaviors 1n a Personal 
Selling Context,” Journal of Marketing, 61 (July), 85—98 

O'Reilly, C A and KH Roberts (1974), “Information Filtration in 
Organizations Three Experiments,” Organizational Behavior 
and Human Performance, 11 (April), 253-65 

Organ, Dennis W (1977), “A Reappraisal and Reinterpretation of 
the Satisfaction Causes Performance Hypothesis,” Academy of 
Management Review, 2 (January), 46—53 

(1988), “A Restatement of the Satisfaction-Performance 
Hypothesis,” Journal of Management, 14 (4), 547-57 

Pettyohn, Charles E, Linda S Решјоћп, and Albert J Taylor 
(2000), “An Exploratory Analysis of Salesperson Perceptions of 





66 / Journal of Marketing, October 2003 


the Criteria Used in Performance Appraisals, Job Satisfaction, 
and Organizational Commitment," Journal of Personal Selling 
& Sales Management, 20 (Spring), 77-80 

Petty, М М, Gail W McGee, and Jerry W Cavender (1984), “А 
Meta-Analysis of the Relationship Between Individual Job Sat- 
isfaction and Individual Performance,” Academy of Manage- 
ment Review, 9 (October), 712-21 

Podsakoff, Philip М and Scott В MacKenzie (1994), “Organiza- 
tional Citizenship Behaviors and Sales Unit Effectiveness,” 
Journal of Marketing Research, 31 (August), 351-63 

Ramaswami, Зпдћаг N (1996), “Marketing Controls and Dys- 
functional Employee Behaviors A Test of Traditional and Con- 
tingency Theory Postulates,” Journal of Marketing, 60 (April), 
105-120 

,SuniS Srinivasan, and Stephen А Gorton (1997), “Infor- 
mation Asymmetry Between Salesperson and Supervisor Pos- 
tulates from Agency and Social Exchange Theories,” Journal of 
Personal Selling & Sales Management, 17 (Summer), 29—50 

Rich, Gregory A (1997), "The Sales Manager as a Role Model 
Effects on Trust, Job Satisfaction, and Performance of Sales- 
people,” Journal of the Academy of Marketing Science, 25 
(October), 319-28 

Roberson, Quinetta M, Neta A Moye, and Edwin A Locke 
(1999), “Identifying a Missing Link Between Participation and 
Satisfaction The Mediating Role of Procedural Justice Percep- 
tions,” Journal of Applied Psychology, 84 (4), 585-93 

Sarm, Shikar and Vyay Mahajan (2001), “Тһе Effect of Reward 
Structures on the Performance of Cross-Functional Product 
Development Teams,” Journal of Marketing, 65 (April), 35-53 

Sashkin, Marshall and Richard L Williams (1990), “Does Fairness 
Make a Difference?" Organizational Dynamics, 19 (2), 56—71 

Singh, Jagdip, Willem Verbeke, and Gary K Rhoads (1996), “Do 
Organizational Practices Matter in Role Stress Processes? A 
Study of Direct and Moderating Effects for Marketing-Onented 
Boundary Spanners,” Journal of Marketing, 60 (July), 69-86 

Summers, Timothy P and William Н Hendrix (1991), "Modeling 
the Role of Pay Equity Perception A Field Study,” Journal of 
Occupational Psychology, 64 (June), 145-57 

Teas, Kenneth R (1981), “Selling Task Characteristics and the Job 
Satisfaction of Industrial Salespersons,” Journal of Personal 
Selling & Sales Management, 1 (Spring-Summer), 18-26 

Thibaut, John W and Laurens Walker (1975), Procedural Justice 
A Psychological Analysts Hillsdale, NJ Lawrence Erlbaum 
Associates 

Turban, Daniel B and Allan P Jones (1988), “Supervisor- 
Subordinate Similanty Types, Effects, and Mechanisms,” Jour- 
nal of Applied Psychology, 73 (2), 228-34 

Tyagi, Pradeep K (1985), “Relative Importance of Key Job 
Dimensions and Leadership Behaviors ın Motivating Salesper- 
son Work Performance,” Journal of Marketing, 49 (Summer), 
76-86 

Tyler, Tom R (1989), “The Psychology of Procedural Justice A 
Test of the Group-Value Model,” Journal of Applied Psychol- 
ogy, 51 (5), 830-38 

Vroom, Victor H (1964), Work and Motivation New York John 
Wiley & Sons 

Williams, Larry J and John T Hazer (1986), “Antecedents and 
Consequences of Satisfaction and Commitment in Trust Mod- 
els A Reanalysis Using Latent Variable Structural Equation 
Methods,” Journal of Applied Psychology, 71 (2), 219-23 





Karen Norman Kennedy, Jerry Н. Goolsby, & Eric J. Arnould 


Implementing a Customer 
Orientation: Extension of Theory and 
Application 


The marketing literature affirms the value of a customer orientation to organizational performance, but it ıs relatively 
silent on the implementation of this orientation. This research reports the results of a paired-comparison ethno- 
graphic study of the dynamics of implementing a customer orientation in a major public school district Changes at 
a progressing site are compared with those at a struggling site The study provides answers to the question of how 
an organization adopts a customer orientation by refining understanding of the roles of leadership, interfunctional 
coordination, and the collection and dissemination of customer-focused data in the transformation process 


are more successful when they embrace a customer 
orientation (see Berry 1997, Day 1999b, Deshpandé, 
Farley, and Webster 1993, Han, Kum, and Srivastava 1998, 
Jaworski and Kohli 1996, Narver and Slater 1990, Narver, 
Slater, and MacLachlan 2000, Slater and Narver 1994, 
2000) Although scholars continue to refine theory and 
method, the importance of customer value creation in дп- 
ving organizational strategy 1s largely undisputed Neverthe- 
less, the literature 1s only modestly descriptive of the 
processes for implementing this desired onentation The 
research described herein juxtaposes the prescriptions of 
current theory with events experienced during the transfor- 
mation of an organization to a customer orientation and 1n so 
doing refines and expands theory 
Our research context 1s a major public school district 
that ıs establishing a customer onentation The district man- 
ages an annual budget 1n excess of $800 million, employs 
approximately 16,000 people, and includes 140 elementary, 
middle, high, and specialty schools that serve more than 
110,000 students We chose this context because educational 
institutions have not historically embraced a customer ori- 
entation, and school administrators ın this district had 
adopted marketing's customer orientation theory 1n hope of 
more accurately specifying external customer requirements, 


C research has shown that organizations 
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aligning internal efforts with those requirements, and 
improving performance School district leaders set detailed 
outcome requirements based on extensive research with 
external customers, including businesses, parents, commu- 
nity leaders, and postsecondary educational institutions The 
district required each school to align its efforts with these 
systemwide outcome requirements 1n a process that cas- 
caded from high school to prekindergarten programs Thus, 
the primary customers of middle schools are the high 
schools to which students are sent, and elementary schools: 
were to satisfy the explicit requirements of their recipient 
middle schools Each school implemented a process in 
which customers were defined as the units that recerved the 
student “output” from other units’ work, for example, 
fourth-grade teachers are key customers of third-grade 
classes Schools developed a communication process to 
determine each unit’s customers and requirements, and they 
mutually agreed on methods for measuring and tracking 
performance 

To study this implementation of a customer orientation, 
we selected two elementary schools as our laboratory one 
that was successfully navigating the transformation to an 
award-winning, customer-centered model and one that was 
struggling to implement a customer ortentation The meta- 
morphoses of the schools, as surfaced through a rigorous 
ethnographic research effort, provide insight for marketing 
theory and practice This article 1s organized as follows 
First, we establish the theoretical context of the study Sec- 
ond, we discuss the research methodology as well as intro- 
duce and describe the focal organization we selected for 
study Third, we present the findings and insights from our 
research Fourth, we merge these insights with current mar- 
keting theory Finally, we provide potential research direc- 
tions that emerge from the study and limitations of our 
research 


Theoretical Context 


Market orientation literature has coalesced into an organized 
knowledge system, replete with theory and a body of empir- 
ically derived generalizations Although scholars have doc- 
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umented the proposed benefits, the intricacies of the adop- 
tion of a market orientation have received limited attention 
(eg, Deshpandé 1999, Jaworski and Kohli 1996, Webster 
1994), and cultural change has emerged as a central focus 
(Homburg and Pflesser 2000, Narver, Slater, and Tietje 
1998) From this perspective, we draw on Deshpandé, Far- 
ley, and Webster's (1993, р 27) definition of customer оп- 
entation as "the set of beliefs that puts the customer's inter- 
est first, while not excluding those of all other stakeholders 

їп order to develop a long-term profitable [viable] enter- 
prise” As such, the cultural transformation process 1s diffi- 
cult to investigate, and researchers agree that the under- 
standing of implementing a customer-focused culture 1s 
inadequate (see Day 1999a, Narver, Slater, and Tietye 1998) 

The gap ın research also arises because the study of cul- 
tural transformation to a customer orientation spans a disci- 
plinary boundary between academic management and mar- 
keting Management literature discusses generic cultural 
transformation processes (eg, Schein 1999, Schneider, 
Brief, and Guzzo 1996) but does not specifically explore the 
transformation to a customer orientation, the subtleties of 
which are important to marketers Nevertheless, 1n review- 
ing the literature from both marketing and management, we 
have identified three critical organizational variables that 
structure our research 

First, regardless of their academic background, scholars 
agree that cultural transformation requires the active role of 
senior leadership The management literature stresses senior 
leadership’s role in setting organizational vision (eg, 
Argyris 1966, Bass 1990, Bate 1994, House and Podsakoff 
1994, Pfeffer 1977, Senge 1990) and the importance of lead- 
ers’ consistency of message and action (е g , Avolio 1999, 
Barabba 1995, Day 1994, Deming 1986, 1994, House and 
Podsakoff 1994, Kotter and Heskett 1992, Senge 1990) 
Marketing researchers agree that without senior leadership 
support, a customer orientation 1s unlikely to take root (see 
Day 1994, 1999a, b, Jaworski and Kohl: 1993, Kohh and 
Jaworski 1990, Levitt 1960, McKitterick 1957, Narver and 
Slater 1990, Slater and Narver 1995) As Webster (1988, p 
37) states "[C]ustomer-oriented values and beliefs are 
uniquely the responsibility of top management Only the 
CEO [chief executive officer] can take responsibility for 
defining customer and market orientation as the driving 
forces” Transformations to a customer orientation are dis- 
tinctive 1n that senior leaders must articulate organizational 
aims 1n terms that are harmonious with customer satisfac- 
tion drivers (Senge 1990), and their behavior must be con- 
sistent with customer-oriented mandates (Day 1994, 1999b, 
House and Podsakoff 1994, Kotter and Heskett 1992) 
Without managerial vision and a purpose organized to sat- 
isfy customers, employees may work conscientiously, but 
individually they cannot transform an organization (Day 
1999b, Kotter 1995, Senge 1990) 

Second, both management and marketing scholars posit 
that interfunctional coordination of work processes 1s essen- 
tial to induce cultural transformation Management 
researchers have historically focused on such coordinating 
mechanisms as cross-functional teams (e g , Hackman 1987, 
Pinto, Pinto, and Prescott 1993, Rathnam, Mahajan, and 
Whinston 1995), formal rules and procedures (е g , Aiken 
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and Hage 1968, Beer, E1senstat, and Spector 1990), conflict 
resolution (e g , Bolman and Deal 1997, Bowen 1995), and 
reward systems (eg, Beer and Nohria 2000) Marketing 
researchers focus on having customer requirements perme- 
ate all organizational activities and thus serve to coordinate 
the alignment required for transformation (е g , Maltz and 
Kohli 1996, Narver and Slater 1990, Ruekert and Walker 
1987, Webster 1988) Accordingly, for cultural transforma- 
tion to succeed, a customer focus must permeate the work 
processes deep into the organization (e g , Bell and Emory 
1971, Kohli and Jaworski 1990, Narver and Slater 1990) As 
Webster (1994, p 263) explains, “Everyone’s job 1s defined 
їп terms of how it helps to create and deliver value for the 
customer, and internal processes are designed and managed 
to ensure responsiveness to customer needs and maximum 
efficiency 1n value delivery” 

Third, occupying a relatively unique position in the lit- 
erature, some marketing researchers contend that the collec- 
tion and use of market intelligence 1s essential for a cus- 
tomer onentation to develop Although the management 
literature considers fact-based management virtuous (eg, 
Senge 1990), marketing researchers emphasize the 1mpor- 
tance of having accurate market intelligence throughout the 
organization to ensure that customer requirements are met 
and competitive forces repelled (Webster 1994) Scholars, 
particularly Kohli and Jaworski (1990), posit that the gener- 
ation and dissemination of market intelligence 1s critical to 
sustaining a focus on customer satisfaction and ensuring that 
activities are evaluated in terms of their contribution to cus- 
tomer value For a customer orientation to advance, market 
intelligence must be disseminated by formal and informal 
means, and information must flow both laterally and verti- 
cally within the organization (Kohli and Jaworski 1990, 
Maltz and Kohli 1996, Zeithaml, Berry, and Parasuraman 
1988) 

Senior leadership, interfunctional coordination, and the 
use of market intelligence are not an exhaustive list of criti- 
cal factors that affect cultural transformation For example, 
variables such as performance goal-setting and organiza- 
tional structure may also be significant Nevertheless, these 
three factors are widely recognized, and we choose to con- 
centrate on them partly because 1n our literature review we 
found only limited insight into implementation processes 
For example, Day (1999b) and Webster (1994) provide 
anecdotal examples of both successful and unsuccessful 
organizational efforts Narver, Slater, and Tietje (1998) offer 
conceptual guidance by proposing “programmatic” and 
“market-back” approaches for creating a market orientation 
However, to our knowledge, nowhere 1n the literature has 
cultural transformation to a customer orientation been sub- 
Jected to rigorous examination. By means of ethnographic 
research, we Juxtapose current beliefs about our three fac- 
tors with a real-time transformation effort, 1n doing so, we 
provide insight to further develop market orientation theory 


Research Program 
Because the success of our research hinged on examining 
cultural phenomena that occurred at multiple levels in an 
organization over time, an ethnographic strategy was appro- 


priate (Burawoy 1991, Deshpandé and Webster 1989, Stew- 
art 1998, Strauss 1990) In the following section, we profile 
our focal organization and then describe our multiple meth- 
ods of data collection 


Focal Organization 


In determining a research context, we desired a partnering 
organization that (1) had a strong commitment to the trans- 
formation to a customer orientation, (2) was at a relatively 
rudimentary level of customer orientation, (3) 1ncorporated 
diverse organizational processes, and (4) gave the 
researchers wide access to organizational activities, data, 
and personnel The "industry" we selected was public edu- 
cation, and the school district we studied 1s among the 25 
largest 1n the United States The school district 1s a large 
multiunit organization 1n an industry that historically has not 
explicitly considered "customers" ın its operations In 
response to a range of increasing concerns about perfor- 
mance, the focal organization devised the unprecedented 
goal of transforming itself by embracing a customer orien- 
tation as the centerpiece of a comprehensive improvement 
initiative, an arduous transformation that required substan- 
tial effort, time, resources, creativity, and patience These 
unique circumstances enabled the researchers to witness 
real-time organizational transformation and provided a con- 
text ın which the extant literature could be examined, 
insights discovered, and potential modifications to theory 
recommended 

The school district’s leadership realized early on in its 
efforts to change that the progress of individual schools dif- 
fered dramatically To extract the lessons implicit in these 
differences, district leaders gave the researchers access for 
ethnographic study 1n two specific schools one that was 
prospering їп its transformation and one in which efforts had 
stalled and had been deemed largely unsuccessful Explo- 
ration of the juxtaposed dynamics in these paired opera- 
tional units provided the researchers an unusual opportunity 
to discover success and failure factors that might have been 
missed 1n a cross-sectional study or ın a study of опу suc- 
cessful change The locations provided an extraordinary 
opportunity to study a transformation 1n a natural setting 

The two schools we studied are comparable, with the 
exception of their progress 1n adopting a customer orienta- 
tion, the schools’ socioeconomic environments, student pop- 
ulations, and staff configurations are comparable Both are 
urban schools that have Jow-socioeconomic-status popula- 
tions (approximately 5596 of students qualify for free or 
reduced-price lunches) Before the study, both sites were 
performing at levels predicted by students' socioeconomic 
status, that 1s, approximately 40% of students were meeting 
grade-level expectations 

The schools participated voluntarily in the study, the 
researchers obtamed cooperation by consulting with the 
respective principals and their staffs Other than confidential 
student and employee records, the researchers were granted 
access to all documents, given permission to observe all 
operations, classroom interactions, and school meetings, 
and encouraged to interview personnel, with the caveat of 
protecting respondents’ identities Consistent with that com- 
mutment, we have changed the names of participants and 


schools, we label the schools as the “struggling site” and the 
“progressing site” 


Research Activities 


We accomplished our work in two stages First, Goolsby 
worked independently for two years with the district's top 
leadership to explore the need for and 1mplications of estab- 
lishing a customer orientation 1n the school district These 
activities included strategic planning meetings, creation of 
an implementation plan, and development of training mate- 
rals Kennedy collected on-site data at the two schools over 
two years During this second stage, the researchers met 
periodically to discuss data, propose patterns, and question 
existing theory Arnould, who has doctoral training 1n ethno- 
graphic research methods, served as an “auditor,” critiquing 
and questioning the other researchers’ interpretations Our 
various perspectives provide for rigorous and robust exami- 
nation of ethnographic data (Guba and Lincoln 1985, 
Thompson, Stern, and Arnould 1998, Wallendorf and Belk 
1989) 


On-Site Data Collection Methods 


Social science research and ethnographic methodologists 
extol the multiple methods of data collection we employed 
(Bernard 1988, Campbell and Fiske 1959) Specifically, we 
collected observational, depth interview, focus group, and 
documentary evidence Consistent with prescriptions in the 
works of Adler and Adler (1994), Arnould and Wallendorf 
(1994), Glaser and Strauss (1967), Pelto and Pelto (1978) 
and Sanday (1979), we used multiple methods to offset lim- 
itations of individual research techniques, to generate vary- 
ig perspectives, and to enhance cross-checking and trust- 
worthiness As 1s typical of extended ethnographic research, 
the iterative and flexible research design encouraged explo- 
ration, enabling the emergence of additional research ques- 
tions, unexpected data, and a theoretical understanding 
Table 1 details the data collection procedures we used and 
the informants we queried, and it summarizes the results 
obtained as keyed to the themes of our research 


Observation Observation provides a perspective in 
action (Arnould and Wallendorf 1994), insights gleaned 
from attending meetings, activities, and interactions served 
as primary data The researchers formally recorded and tran- 
scribed 99 meetings, inclusive of all stakeholders, which 
ranged from meetings with 300 participants to serendipitous 
casual conversations As Creswell (1994) suggests, the 
researchers used a written protocol for observational data 
collection and converted contemporaneous scratch notes 
into expanded field notes shortly after the observed event 1n 
order to incorporate specifics about the setting, context, 
actions, passages of verbatim conversations, and exchanges 
As 15 prescribed in standard references (Bernard 1988, 
Emerson, Fretz, and Shaw 1995), notes contained a high 
level of specificity to facilitate subsequent data analysis 

As Adler and Adler (1994), Arnould and Wallendorf 
(1994), and Stewart (1998) advocate, the researchers 
became active participants only when others initiated their 
involvement Because of possible reactivity or changes ın 
participants’ behavior due to the researchers’ presence, 
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Methods 


Systematically 
recorded 
interactions 


Breadth of 
interactions 


Primary insights 
gained/value of 
method 


TABLE 1 


Summary of Research Methods 
Ааа Еа ааа ае. 


Observations 


99 interactions 
recorded and 
transcribed, 
encounters lasted 
from 5 minutes to 2 
days and ranged 
from various levels of 
participation by the 
researchers to 
nonparticipative 
observation, 71 
interactions from the 
progressing site, 28 
from the struggling 
site 


26 classroom 
interactions, 43 
faculty, staff training, 
and team meetings, 
4 school advisory 
council, 4 
parent-teacher 
association, 6 parent 
and business leaders, 
and 17 faculty 
lounge/hallway 
discussions 


Commitment of local 
leadership, use of 
data throughout the 
school, interlocking 
customer 
requirements, 
involvement of 
stakeholders, and 
students’ 
participation 


In-Depth Interviews 


65 people 
interviewed, some 
multiple times, 
interviews lasted 
20-90 minutes, 36 
people interviewed 
from the progressing 
site, 29 from the 
struggling site 


32 faculty,? 11 
support staff, 4 
principals, 15 
parents, 6 
volunteers, 4 school 
leaders, 4 district 
leaders, and 4 
community business 
leaders 


Value of data to 
stakeholders, view of 
cascading 
leadership, and 
individualized 
perspectives on 
transformation and 
change process 


Focus Groups 


7 focus groups 
conducted, parents 
from both sites 
involved in focus 
groups, 3 student 
groups from the 
progressing site, 2 
from the struggling 
site 


2 parent groups and 
5 student groups 


Passion of parents 
for changes, 
students’ 
involvement 


Documentation 


150 documents 
reviewed 85 from 
the progressing site 
and 65 from the 
struggling site 


Strategic plans, 
school manuals, 
memos, survey data, 
newsletters, district 
publications, training 
documents, budgets, 
and video recordings 


Broad view of 
customers, resource 
commitment, 
confirmation of data 
from other sources, 
and identification of 
areas to pursue 


aNumbers do not total 65 because interviewees were classified in multiple categories (е g , parent and faculty) 


involvement included answering questions or responding to 
advances The researchers’ extended on-site presence helped 
generate acceptance of data collection Furthermore, the 
rapport established between researchers and participants 
over many months improved researchers’ access to candid 
interactions 

Depth interviews Intensive probing provides a perspec- 
tive on action (Arnould and Wallendorf 1994) As Rousseau 
(1990) suggests, the researchers conducted depth interviews 
with 65 people to capture the breadth ın cultural descriptions 
and to assess the similarities and differences in perspectives, 
including supportive and nonsupportive views Interviews 
lasted for 20 to 90 minutes and were transcribed for analy- 
sis The researchers also developed interview guides for 
each of the primary groups interviewed (1 e , faculty, support 
staff, principals, parents, and volunteers) to probe topical 
areas identified 1n the customer orientation literature As 
McCracken (1988) suggests, guides help ensure that all top- 
1cs of interest are discussed, yet enable the researchers to 
focus attention on informant responses Use of the guides 


70 | Journal of Marketing, October 2003 


fostered a conversational style for the interviews and elicited 
open, unstructured responses As Creswell (1994), 
McCracken (1988), and Schwartzman (1993) advise, the 
researchers explored topics and informant concerns as they 
arose A typical, though condensed, interview guide 1s pre- 
sented 1n the Appendix 

Because behavior reported 1n interviews typically 1s sub- 
Ject to various well-known biases, the researchers integrated 
interviews with observation, investigating events by obser- 
vation and then systematically checking details with partic- 
1pating staff members 1mmediately after the event Arnould 
and Wallendorf (1994), Marshall and Rossman (1995), and 
Schwartzman (1993) recommend such triangulation When 
a saturation point was reached (Glaser and Strauss 1967), 
the researchers collected no additional interviews 


Focus groups The researchers conducted five student 
focus groups on a volunteer basis and with written permis- 
sion from their parents and teachers Parents that partici- 
pated 1n two groups were chosen from the membership roles 
in the schools’ parent-teacher associations Following 


Krueger's (1994) guidelines, we used a moderator guide and 
audiotaped the sessions When possible, an assistant moder- 
ator took field notes At the close of a session, researchers 
offered a summary of key research questions and asked par- 
ticipants to verify the summary’s accuracy Immediately 
afterward, researchers noted the most significant ideas 
expressed, noteworthy quotes, and surprising findings 


Review of documents Documents from the district and 
each school supplemented other data collected Other than 
confidential records, district leaders gave researchers unlim- 
ited access to materials, including formal policy statements 
and manuals, training materials, memos, newsletters, bud- 
gets, documentary videotapes, and strategic improvement 
plans 


Data Analysis 


To focus, simplify, and organize data from field notes and 
interview transcripts, we used data reduction techniques of 
coding, summarizing, memoing, and репофіс discussions 
with other informed researchers We took care to retain the 
context of the data while condensing ıt into manageable 
form (Emerson, Fretz, and Shaw 1995, Huberman and Miles 
1994, Marshall and Rossman 1995, Miles and Huberman 
1994) We used QSR NUD*IST (nonnumenical unstruc- 
tured data indexing, searching, and theorizing) software to 
manage, explore, and search transcribed observation and 
interview texts Viewing the data from the perspectives pre- 
viously described, we compared observations with the cur- 
rent status of theory and then revised emerging themes that 
more accurately reflected the garnered insights 

We primarily judged trustworthiness of results (the 
counterpart of internal validity m research employing quan- 
titative data) on the criteria of credibilityAinternal consis- 
tency and application/utilization As Glaser and Strauss 
(1967) advocate, transparency of data collection methods, 
data depth, data similarities and variations, and systematic 
interresearcher questioning of interpretation offer evidence 
of credibility (see also Thompson, Stern, and Arnould 
1998) We also evaluated credibility by asking such ques- 
tions as, Do the conclusions make sense—to informed 
researchers, to the informants, to the audience of tlus 
research? and Are conclusions plausible to informants and 
other stakeholders? (Wallendorf and Belk 1989) 

Trustworthiness can be assessed by research's contribu- 
поп to practice (see Spiggle 1994) In this spint, we 
assessed findings for their usefulness to the focal organiza- 
tion m assisting decision making As data analysis pro- 
gressed, we conducted regular conferences with on-site 
leadership at the participating sites to share preliminary 
findings and to assess the managerial contribution of the 
insights developed Local leaders of both organizational 
units altered their actions in response to the analysis and 
interpretation offered ın this research 


Findings 
The purpose of our analysis 1s to juxtapose our data with 
theory as espoused 1n the marketing literature and then to 
postulate refinements We distilled our observations into the 
most noteworthy insights, and we focus on three pillars of 


customer orientation theory semor leadership, interfunc- 
tional coordination, and market intelligence As we noted 
previously, these three constructs are not exhaustive of the 
factors that condition organizational change Nevertheless, 
both marketing and management researchers consistently 
discuss them, and they are logically central to the imple- 
mentation of customer orientation 


Senior Leadership 


As we expected, we found support for senior leadership’s 
catalytic role ın the transformation to a customer orientation 
(Jaworski and Кой 1993) Senior leaders, ın this case dıs- 
trict officials, consistently communicated their commitment 
to the transformation and ymplemented processes for driving 
the changes throughout the organization Principals (1e, 
local leaders or midlevel managers) were required to partic- 
траје 1n a uniform strategic planning process ın which each 
school explicitly identified 15 customers and the customers’ 
requirements. Senior leaders reviewed the planning docu- 
ments for alignment to district goals and to ensure that cus- 
tomer requirements, as identified by the school and district, 
were addressed If the literature’s exhortation for leadership 
buy-in and involvement were sufficient, both operational 
units would be adapting equally, yet that was not the case If 
senior leadership 15 necessary but not sufficient, what are the 
key factors that differentiate successful from unsuccessful 
implementation? Four potential refinements to theory 
emerged 


Connectivity to ownership for change Our observations 
suggest that there 1s a strong “leadership proximity effect,” 
or connection to the recognized change leaders, in imple- 
menting a customer orientation Although senior leadership 
mandate and buy-in may be necessary to 1mtaate transfor- 
mation, an unbroken “circuit” of buy-in between workers 
(e g , teaching staff, specialists, custodial staff, parent vol- 
unteers) and senior leaders (е g , district officials) 15 neces- 
sary Ifa break in the circuit occurs, the effect of senior lead- 
ership buy-in can even be deleterious Conditioned through 
years of failed change initiatives, workers ignore mandates 
they view as emanating from top management, and they 
simply go through the motions of implementation by trans- 
lating old activities into the new language If workers attrib- 
uted ownership of the change efforts to senior leaders only, 
as they did at the struggling site, transformation stalled 
Conversely, greater ownership by the principal (1e , local 
leader), as happened at the progressing site, produced 
greater commitment to transformation Successful imple- 
mentation exhibited an unbroken circuit of commitment and 
communication from senior leaders to workers 

At the progressing site, staff seldom mentioned senior 
leaders, stakeholders considered the unpetus for change local 
Annette, a veteran specialist, provided a staff perspective 


[The principal] has been the number-one force getting the 
change started and keeping ıt gomg I would say that she 
has been the one to promote and keep и going and keep it 
headed ın the direction of — getting the [school] plan done 
and putting 1t into action 


Parents also recognized on-site leadership as a driving force 
In a focus group interview, Betsy and June immediately 
acknowledge the principal's role m the changes witnessed 
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Betsy [motioning toward the principal] The [person] right 
there 


June [The principal] 1s a no-nonsense lady, she has a 
vision and a direction and she shares ıt She can articu- 
late what she 1s going to accomplish I believe she chal- 
lenges her staff, and those that cannot step up to the plate 
are someplace else So she 15 cultivating a team of people 
who are driving and striving for excellence with the kids 


To these parents, the principal 1s committed to creating a 
customer-focused organization, and the link to the mandate 
of top leadership 1s recognized but transparent 

In contrast, at the struggling site, staff often cited senior 
leaders’ mandate as the driving force for change When 
asked, “What do you see facilitating the change here?" Leah 
stated 


I would imagine that—I’m not sure how to answer that 
What's facilitating the changes? I guess the county 
[senior administration] mandates regarding how these 
things have to be done 


Leah focuses on the district mandates and attributes no own- 
ership to local leadership, namely the principals Staff mem- 
bers also used such phrases as "program of the month" and 
"this too will pass" Helen portrays the changes as one more 
ill-fated program from top management 


We've had [similar] things years ago with other super- 
tendents — [W]ith the ones that have come along most 
recently, it’s my understanding that they've pulled that 
way of work from the business community in that the busi- 
ness community has been successful using different tech- 
niques [M]y thought was that they were wanting to do 
more of that — Ihaven't really felt a huge прасі, myself 


At this site, local leaders did not provide legitimacy for the 
changes as did leaders at the progressing site Without an 
on-site "face" and a message for the change, Helen, Leah, 
and others used disembodied, third-person pronouns to 
describe the transformation's leadership Ironically, workers 
used this "commitment disconnect" as an excuse for reject- 
ing the initiative, insisting that the effort would fail as previ- 
ous efforts had 

Even parents attributed the struggling school’s chal- 
lenges to external factors beyond the control of the princi- 
pal Wayne, a father of two students, described the mission 
of the school as “just to get through the year” 


It 1s real[ly] hard to stay focused with all the bureaucracy, 
all the expectations of the district The goals are from the 
legislature [The principal's] Job 1s tied to [state-mandated 
guidelines] He 1s doing a good job, he listens But the 
county needs to explain why things cannot happen 


This pervasive, omnipresent, external locus-of-control per- 
spective enabled parents, teachers, and students to accept 
excuses for not making the desired changes 


Commitment intensity and emotion Although the com- 
mutment of senior leaders ıs a sine qua non for initiating 
transformation, commutment at the local level must also be 
communicated with passion and be perceived as authentic 
Most workers can intellectualize the need for a customer оп- 
entation, but the unrelenting passion of local leaders’ com- 
mitment provides energy necessary for transformation Staff 
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displayed a keen "authenticity detector" for differentiating 
sincere efforts from external mandates The differences 1n 
authenticity and passion 1n the two locations are startling, 
for example, employees at the progressing site routinely 
described local leaders’ enthusiastic actions and commit- 
ment Paula, a specialist at the progressing site, disclosed the 
following 


[The principal] 1s a wonderful role model for us She 
believes in this with all her heart She will demonstrate the 
skills She will go into a classroom and show you how to 
do it 1f that will help 


Parents also noted the commitment A focus group partici- 
pant relayed that the principal’s commitment affected her 
relocation plans “I interviewed her, checked into things, 
called her supervisor to find out more about the school and 
if what I was seeing was for real, then I made the offer on 
my house” School documents are peppered with passionate 
commitment, such as a note about the principal substitute 
teaching so that a teacher could attend a training session 

In contrast, the staff at the struggling site doubts the 
principal's commitment Although the same training docu- 
ments were often used and some of the same words were 
spoken in meetings, staff members at the struggling site 
evaluated the commitment of their local leader warily as 
they waited to see 1f the changes were "for real" Janice, a 
faculty member, describes a particular *mandate" from the 
principal that masqueraded as a customer-driven, faculty-led 
decision 


He came 1n spouting these things about [customer-driven 
quality], and the few people who did know a few things 
aboutit меге a little bit hopeful And then he began to 
do things like make decisions without asking anybody 
[describes an example involving participation 1n a science 
far] 15 this just rhetoric? That 1s just what teachers are 
waiting for empty rhetoric so that they can say, “See, we 
told you” 


Staff members at the site observed carefully to determine 
whether change efforts were more than rhetoric Janice 
believed that her colleagues “[were] not going to invest the 
time and energy 1n learning a new system that by the time 
[it's] figured out will be голе” 


Driving the commitment with resources Workers did not 
believe the sincerity of the transformation effort until lead- 
ers allocated resources consistently with the values they 
espoused Because of ongoing budget cuts, backing initia- 
tives with budgetary support was foregrounded and distin- 
guished the on-site leaders’ approach, especially 1n terms of 
creativity for marshaling resources 

Using a consensus process, the principal, staff, and par- 
ents at the progressing site agreed to reallocate resources, 
which sometimes meant accepting additional burdens For 
example, they modified class schedules and shifted 
resources so that faculty members could meet weekly for 
two hours of uninterrupted training This required institution 
of an after-school program on those days and paying for 
additional transportation charges Raising the funds and 
applying the necessary resources certainly signaled a com- 
mitment to stakeholders Personnel recognized the value of 
the principal’s focused networking for resources by bringing 


experts 1nto the school for seminars and providing additional 
traming The assistant principal explained 


[The principal] 1s so focused on high student achievement 
and making good things happen for the kids here that 
she's out there beating the bushes—‘where can I get the 
money to send my teachers for training " 


At the struggling site, there was little effort expended to 
find additional resources, and workers often used the lack of 
resources as an excuse for not engaging 1n customer-focused 
activities For example, the parents at both sites requested 
parenting classes The reflexive response from the strug- 
gling site was, “We can't do that, do you know what that 
would cost?" At the progressing site, the principal 
rearranged responsibilities to enable a guidance counselor to 
offer parenting classes after school Although each had the 
same opportunities, local leaders reacted bimodally to finan- 
cial challenges 


The cascading leadership role Successful implementa- 
tion of a customer orientation required pushing leadership 
and decision making to operational levels When senior 
leaders had formally bought into a customer orientation and 
persuaded local leaders of 1ts importance, decision making 
could shift to local leaders When local leadership had 
become committed and had persuaded staff members of the 
relevance of a customer orientation to their Jobs, decision 
making could shift even deeper into the organization This 
“shared leadership" activates line personnel to become 
1nvolved, ensuring strategic alignment throughout Paula, a 
specialist at the progressing site, acknowledged this 1mpor- 
tance to the transformation 


Ido not believe we would do as well and be as far and have 
all the involvement and support from the community and 
district-level people if 1t wasn’t for what [the principal] has 
done But, I also realize that she and we would not have 
gotten as far and done as well if all of us down here 
weren't doing our thing either, because she couldn't have 
done it all by herself So, I realize that she needs us and 
we need her 


The assistant principal at the site also recognized the critical 
role of shared leadership 


Probably 15 people on this staff that you might say are 
realleaders have gone over and beyond as far as train- 
ing and desire to acquire more knowledge [They are] 
key people ш working within the individual groups, sup- 
porting each other, encouraging others to grow So, [the 
principal] 1s the acknowledged leader and none of this 
would have happened without her because she's had the 
good sense to share that role with other people 


Through this shared leadership process, ownership for learn- 
ing was eventually passed to the students, and at the pro- 
gressing site, teachers were viewed as “learning facilitators” 
rather than teachers This 1s illustrated vividly 1n the follow- 
ing interaction between a first-grade student and her teacher 
in which the student has just read an essay to the class from 
an exam that ends the sentence, “Now I am smart because of 
[my teacher]" 


Teacher I thought that was a really, really good story, but 
I just need to ask you one thing about your end- 
ing Are you smart because of me? 


Student Oops 

Teacher Are you smart because of me? 
Student No 

Teacher Why are you smart? 

Student Because of me 


Teacher Because of you Who's in charge of your learn- 
Ing, me or you? 


Student Me 


This shared leadership model enabled the principal to send 
the problems to the grade-level teachers and students, who 
determined the solutions Ashley, a fifth-grade student, 
explained 


Jn the old kind of school, the teacher made all the rules, the 
teacher made the decisions, the teacher made the discipline 
systems, but 1n the new 1dea, like at [the progressing site], 
the kids have more of a say in how things are going to be 
done The adults say what needs to be learned, but the stu- 
dents say how 1t 1s going to be learned 


At the struggling site, a different leadership model was 
apparent, one that was largely autocratic, rigid, and 
unshared As ın the earlier statement from Janice, the prin- 
cipal went through the motions prescribed in training to 
“share” authority and use customer input However, faculty 
members remained wary Leah described the perspective she 
perceived among her coworkers 


I think that a lot of people on our faculty feel manipulated 

because they’re not sure whether they are being 
included or whether they're not — There's a progression 
that you have to see to know whether or not that this 1s 
really meaningful [ог] to know whether it’s the hon- 
eymoon period or for real 


Faculty members wanted to know from the principal 
whether they were once again being manipulated or whether 
their participation 1n decision making was valued 


Interfunctional Coordination 


The customer orientation literature contends that the focus 
of effort 1n the organization must be toward satisfying cus- 
tomers while meeting organizational objectives Work 
processes throughout the organization must be designed to 
add value to the ultimate customer As do our findings on 
leadership, our data support the importance of such inter- 
functional coordination, however, a richer understanding 
emerges when we compare successful implementation 
efforts with those at the struggling site We discuss two 
refinements to theory 1n the following sections 


Complex interlocking customer orientations The cus- 
tomer orientation literature suggests that consumers’ needs 
should arbitrate organizational decision making so that 
efforts are aligned and coordinated However, the determi- 
nation of these needs can be complex A district document 
explains the following 


The aim of the system ıs to meet the customer's require- 
ments Determining who the customer 15 and what product 
or service of value to the customer the organization can 
deliver 1s the first step 1n creating a system of continual 
improvement 
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As we described previously, we defined the entities that 
received the output of the school's effort as the central, but 
not the only, customers so that each school could tailor 165 
customer definition to meet particular requirements of the 
customer schools Sensitive to its student population, com- 
munity, and program focus, each school was encouraged to 
embrace an appropriate complement of customer require- 
ments, as long as meeting those requirements aligned with 
global district performance measures and requirements 
Within each school, programs could have different foci 
because of varying customer requirements, for example, 
vocational education had different customer requirements 
than college preparation programs 

As this process for setting requirements cascaded 
through the system of schools, leaders admonished each ele- 
mentary school to set requirements based on its primary 
receiving middle school and other entities, such as future 
employers, parents, and students, depending on the nature of 
the school and its community When customer requirements 
had been defined, the challenge was to align the efforts of 
diverse work units in the school system, including admunis- 
trators, teachers, and support staff, to achieve shared goals 
The principal of the progressing site explained the challenge 
as follows 


When we аге going into the criterion reference testing, the 
kids are ready to do 1t and can’t wait to get the results back, 
because it 1s based on their level, what they've accom- 
plished, and they can see where they are relative to their 
goals The learner runs his or her system like that, that 15, 
aligned to the classroom, which is aligned to the school, 
which 1s aligned to the district, which 1s aligned to the state 
[department of education] 


The ways the two schools 1n our study addressed this 
“anterfunctional coordination" offer insights and extensions 
to theory Consistent with the district’s 1nitiative, each prin- 
cipal discussed the importance of the middle school ın defin- 
ing success and in setting performance requirements Each 
principal conducted a meeting with its respective middle 
School principal to begin the process of communicating 
requirements and assessing performance While observing 
these meetings, we noted the tension among participants, 
which primarily arose from long histories of conflict Both 
middle school principals seemed to view the exercise as 
unnecessary work, and they participated only as required 

The principal of the progressing school did not let the 
middle school’s lack of enthusiasm and initial overt гејес- 
tion of the initiative deter her District leaders intervened to 
set up meetings between all fifth-grade teachers at the ele- 
mentary school and all sixth-grade teachers at its customer 
middle school Observational notes document the results of 
this meeting 


The highly strained meeting began with [the elementary 
school principal] unequivocally stating that the goal of the 
school was to satisfy the needs of the middle school teach- 
ers, and any deficiency in any student would be addressed 
with their cooperation An open and honest dialogue was 
needed to ensure success ın meeting that goal — Within 
minutes the atmosphere warmed and a dialogue began that 
resulted in a list of 1mprovements needed Faculty estab- 
lished performance goals for the next year and created a 
communication system that bypassed administrators, 
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allowing sixth-grade teachers to talk directly to fifth-grade 
teachers Participants listed data, grades, discipline 
reports, and test scores and created a method for dissemi- 
nating those data 


Analysis revealed that many deficiencies articulated by the 
middle school’s sixth-grade teachers resulted from perfor- 
mance shortfalls that occurred before the fifth grade They 
then created a system inside the progressing site by which 
they identified fifth-grade teachers as the customers of 
fourth-grade teachers, fourth-grade teachers of third-grade 
teachers, and so forth, until the entire school was a tightly 
connected, interfunctional system of customers meeting 
other customers’ requirements The principal articulated the 
traditional problem and the new philosophy uniting func- 
tional specialties as follows 


It 1s teamwork across the board that has to occur What I 
[mean] 1s that 1t just can't be second-grade teachers that 
work together efficiently and effectively It has to be 
second-grade working with fifth [grade] and second grade 
working with kindergarten and second grade working with 
cafeteria and the office staff It has got to be all those inter- 
relationships Schools traditionally have been in little silos 
by grade level The cafeteria 1s over here and [physical 
education] 1s out here, and the art department 1s over here 
No one 1s here for the same purpose 


Moreover, individual teacher performance was partly 
assessed on the basis of student data collected 1n the follow- 
ing years ın subsequent grades, which had a side benefit of 
reducing any “gaming” of test scores Because communica- 
tion and data flowed regularly, performance deficiencies 
could be identified and corrections made as the faculty 
united to meet the requirements of the middle school 

At the struggling school, the principals also emphasized 
the importance of meeting middle school requirements and 
coordinating activities, however, there was much less enthu- 
siasm, and an inward focus prevailed An assistant principal 
explained the following 


The thinking tends to be more in line with aligning every- 
thing we do with curriculum, the training so that 1t all leads 
or focuses on the child and what's best for the child І 
think in the past, though we’ve done a lot of good things, 

individual teachers have done what they thought But, I 
think that now, with the [state documents], — we're all 
working toward the same mission And that's going to 
affect student achievement 1n a positive way 


This admunistrator recognizes the benefits of alignment 
Nevertheless, no articulation meetings occurred with middle 
School teachers, and virtually no data were transferred 
between grade levels Although teachers were organized into 
grade-level teams, minimal communication occurred across 
the teams, rivalry and blame tossing occurred regularly Jan- 
1ce, a fifth-grade teacher, articulated the difficulties she 
faced in attempting to share 1nformation 


That could be why we are so compartmentalized, because 
there 15 no organized or systematic way to talk to other 
teachers And if we do talk to other people — like if I were 
to go to the third grade and say "are you teaching the para- 
graph?" they would be defensive about that, they would 
think that I was suggesting that they are not teaching the 
paragraph, when I might just be asking for information 
But I would hesitate to do that on my own If there were 


some way of asking those kinds of questions 1n a non- 
threatening way, I think teachers would like to do that 


Internalized, shared mission and vision. Following pre- 
scriptions 1n the literature, both sites created highly visible 
mission and vision statements designed to create a sense of 
common purpose and facilitate interfunctional coordination 
Although they were distinctive, both schools' statements 
aligned with the district’s well-publicized vision of high stu- 
dent achievement Because the process follows the prescrip- 
tions of management theory, what caused the differences 1n 
each site's adoption of a customer orientation? Our data sug- 
gest that a philosophical questioning of the true aim of the 
school and a personalizing of the resultant insights lead to 
an internalized customer orientation This synthesis 
enhanced interfunctional coordination by aligning efforts 

At the progressing site, the participants’ questioning of 
the vision statement produced a dramatic shift in the philos- 
ophy of the school and its members The principal articu- 
lated this philosophical shift as follows 


We’ve changed our teaching model to a learning model 
You see, for years ın education we've had a teaching 
model, in which the only objective of the system has been 
to teach the curriculum, to teach the textbook What 
we've tried to do at [the progressing site] 1s to look at what 
the kids already know What do we need to take them 
higher to other levels? We have made the system adapt to 
meet their needs as the worker[s] in the system 


The result of the revised process was an altered understand- 
ing of the school and its purpose that staff members, stu- 
dents, and parents could articulate as a philosophy For 
example, Beth, a teacher's aide and parent at the progressing 
site, explains what she considers the vision of her school 


To have children coming out of each grade level being able 
to function at that the grade level or higher—to have a love 
of learning, to be excited about coming to school For 
[children] to value education and to value what 1t will do 
for them, 1nstead of 1t Just being a place that they have to 
be and have to do their ште A place for them to enjoy 
to come to see—to feel safe and feel free to express 
themselves 


Beth has translated the school's mission 1nto a meaningful 
statement of personal beliefs This internalization of dedica- 
tion to student learning 1ndicates personal understanding of 
and commitment to what the school 1s creating This per- 
sonal commitment extended schoolwide to such mundane 
changes as custodians modifying the lawn-mowing schedule 
to avoid disrupting students' exams 

In sharp contrast, at the struggling site, the revised 
process resulted ın a mere restatement of what already 
existed without substantive questioning or refocusing efforts 
from participants Staff response to an interview question 
about the mission of the school generally yielded vague ref- 
erences to the district's "high student achievement" goal. 
Articulation of the mission beyond this well-used phrase 
was scant and without meaning Anna, a teacher of nearly 20 
years, described the vision of the school as follows 


I think the mission statement says 1t pretty well I don't 
remember it all, ıt was developed a few years ago It talks 


about responsibilities We’ve got to educate our people to 
go mto the world of work and famuly, to be better people 


Because there was no questioning or resultant internaliza- 
tion, the process was a mere exercise Going through the 
motions of creating statements served little value and was 
deleterious, because 1t was mocked and ndiculed Julia, a 
new teacher, elaborated on the vision from her perspective 


We wrote up this wonderful vision statement [lightly sar- 
castic tone] Did I understand what our true vision was 
from the vision statement? I don't think so I don't know 
whether my personal vision 15 what [the school’s] vision 15 


Our data show that when staff members do not share a per- 
sonalized, internalized vision, their efforts are not coordi- 
nated with or guided by acommon purpose Without a com- 
mon purpose, staff members become advocates for their 
own situation and become relatively insensitive to others’ 
needs This pernicious outcome 1s evident 1n observational 
notes from meetings at the struggling site about the use of 
discretionary funds 


As one person from each group presented their 1deas, oth- 
ers questioned and some made comments under their 
breath, such as "that's stupid,” “it’s not just for us,” and a 
number exhibited very closed body language As the dis- 
cussions became heated, one staff member said, "It's not a 
war between this grade level and this grade level,” to 
which a teacher responded, “Yes, it 15! We need the unit, 
we want the unit!" 


Throughout this lengthy and rancorous decision process, 
staff members stated that they “wanted what was best for the 
children " However, without a shared vision, achieving this 
nebulous goal across functional units proved onerous, and 
decision making became a battle of functional agendas 


Market Intelligence 


Current theory and practice reflect the importance of using 
market data to facilitate decision making, which ultimately 
ensures that organizational performance meets marketplace 
demands As we discussed previously, marketing theorists 
emphasize the value of disseminating market intelligence 
widely in the organization so that improvements can be 
made that will affect the organization’s position in the mar- 
ketplace Our observations reinforce previous researchers’ 
emphasis on the importance of external customer and indus- 
try data (market intelligence per se) on the implementation 
of a market orientation However, we extend this research by 
showing that the integration and unification of external data 
with internal customer data prove critical to success, thereby 
expanding the traditional meaning and use of “market intel- 
ligence” 1n the literature For example, the market intelli- 
gence for third-grade teachers and students became, 1п part, 
fourth-grade class requirements, as established by external 
state mandates and internal fourth-grade teachers’ demands 
Success arose from articulating both external and internal 
requirements and unifying them mto a comprehensive 
approach to service delivery 

Our observations reveal the value of robust tracking of 
multiple customer satisfaction indicators, including those of 
internal customers, and tying operational performance to 
measures across multiple stakeholders Because the district 
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defined the primary receiving middle school as the key 
external customer, an innovative system reported perfor- 
mance data (e g , standardized test scores, grade reports, dis- 
cipline data) as students moved through middle school The 
data were presented in comparison with data from other 
feeder elementary schools to provide a competitive assess- 
ment Both schools used the objective data to drive discus- 
sions about 1mprovement, as we discussed previously and as 
marketing theory suggests Nevertheless, radically different 
processes emerged for combining and using robust internal 
and external data Articulation of these differences offers 
some potential insight into theory extension 


Extracting causality from robust stakeholder data At 
the progressing site, a desire to make decisions with robust 
stakeholder data rather than intuition emerged The end 
result was the flushing out of causality, that 1s, rather than 
merely track the output of the system (1 e , academic perfor- 
mance on test scores at the middle school), stakeholders col- 
lected information from many vantage points to understand 
which operational activities affected performance The pro- 
gressing site’s principal described some aspects of this intel- 
ligence system as follows 


At the end of six weeks after we open the school, I do a 
survey with parents—how did we do at opening? And 
we improve the process Ме do a climate survey in the 
spring about just general questions to get at how parents 
are feeling about what we are doing It was a survey devel- 
oped by our staff that we do here and collect comparison 
data We do a survey with the Kids АП that ıs put 
together at the end—what do you like that we are doing 
and what do you not like? We do climate surveys for 
staff to see how they are doing in terms of how they are 
feeling and we use the same survey with them that we 
use with the parents so that we can have comparative 
data І do needs-assessment surveys with staff on what 
they need in terms of training I do that at the end of the 
year so І сап plan for the following year Ме survey after 
every night event, how we did, whether ıt met [attendees’] 
needs We want to know if we should continue that event 
the next year or how could we improve it 


For each source of information, the principal recognizes the 
value of incorporating information into decision making, 
she understands the need for information, and she 1s willing 
to collect what is needed By systematically generating data 
from stakeholders and acting on the data, the local leader- 
ship demonstrates the importance of these activities to 
school performance The principal’s desire to make 
informed decisions based on feedback was transferred to 
schoolwide stakeholders To illustrate, a teacher, Lori, dis- 
cussed her customer groups as follows 


[They include] our parent population, our student popula- 
tion, our community population, the business leaders in 
this area that are working with us on [commuttees] and in 
volunteering situations I have volunteers that come over 
every week from [businesses] across the street and we 
are listening to what our parents want, and we are listen- 
ing to what the kids are saying 


Expressed needs collected from a wide range of stakehold- 
ers for use in decision making became integral to the opera- 
tions of the progressing site Arlene, a kindergarten teacher, 
explained, “at the beginning [of the year], of course, all the 
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classes met with the parents to find out what they expect 
And it wasn’t all the academics” Particularly salient 1s her 
casual use of the phrase “of course"—"of course” teachers 
ask for input from parents at this school Making decisions 
based on stakeholder input and customer data became a 
behavioral norm Evidence was throughout the school Data 
covered hallways, classrooms, and even the cafeteria 
School bulletins bristled with charts and graphs Faculty dis- 
cussions revolved around data, especially meetings between 
“supplier” and customer grade-level teachers Even students 
used data to drive classroom activities, including surveys 
developed by students for students In planning changes to 
cafeteria seating, students assessed the current level of stu- 
dent satisfaction with the cafeteria using a survey they initi- 
ated More than just external market intelligence, the school 
became a web of both external and internal markets with 
mutually aligned needs that were satisfied simultaneously 

At the struggling site, far less importance was placed on 
using information to make decisions Intuition and ехреп- 
ence dominated decision making The decision to “team 
teach,” or pair teachers and classrooms so that each teacher 
specializes in a subject area, illustrates this lack Anna, а 
teacher for more than 15 years, explained her motives as 
follows 


Teaming has advantages and disadvantages for the teacher 
You have fewer subjects to teach and therefore fewer les- 
son plans, but then you have 50 students to deal with and 
more conferences and more sets of parents I don't think 
1t really makes a difference to the students 


In a subsequent interview discussion, a parent in Anna’s 
classroom mentioned the issue of team teaching and the 
effect 1t had on her child “One thing I do have a problem 1s 
with the way that they have two teachers sometimes It’s 
confusing to the kids їо have two teachers, and teachers 
don’t get to know their children as well” Had teachers 
solicited feedback from parents and students, a different 
approach might have been used, one that might have 
improved student achievement Because of the absence of 
feedback and data, discussions at the struggling site were 
based on opinion, fads, and narrow personal perspectives 
Meetings between grade-level teams were contentious and 
volatile, as illustrated іп the observational notes we previ- 
ously reported The school’s nonreliance on data led to 
many suboptimal decisions and reinforced ineffective deci- 
sion processes 


Tying operational performance to customer require- 
ments At the progressing site, an elaborate system emerged 
for disaggregating customer data to highlight the effects of 
specific operations on performance Thus, the effect of each 
teacher and classroom on student performance could be 
ascertained The principal at the progressing site explained 
performance 1n a specific grade as follows 


We have [proved] with hard data of student achievement 
what can be done There 1s no denying it For those people 
that have been the naysayers their [class’s] reading 
assessments are not as high, their math assessments are not 
as high, because they are just now starting _It 1s pretty 
obvious that the two high performing teachers that have 
put these scores at a 93% level are Ње two teachers who 


have a vision statement They are the two that have been 
running their classroom based on that vision statement 
The kids are responsible for their behavior, they are inde- 
pendent workers 


The link between classroom activities and meeting stake- 
holders’ performance requirements was made explicit to 
teachers and students Deborah, a teacher, explained to her 
first-grade students how their performance improved to 
meet standardized state norms, a customer expectation 


We started below grade level Did that frighten us? No, it 
didn’t frighten us, because we talked about action plans 
and our personal goals Мож, boys and girls, when you 
started 1n September, 100% of you were at Stages 1 and 2, 
below customer expectations In January, we shared the 
data and 100% of you m January were on or above [W]e 
didn't take naps ın here, we didn't stop working ın here 
We kept on going Now, we have had our March assess- 
ment, and wait until you see what happened [She explains 
that 100% of the students are now fully above grade-level 
expectations ] 


Similarly, Nina, a fourth-grade student, explains a bench- 
marking system for students 


We keep track of our own grades and averages It helps us, 
because before we started keeping track of our grades and 
averages, we didn’t know where we were and what we 
needed to improve on So, we always kind of guessed and 
Just kind of went with the flow But now, anytime you want 
to see your average or know what you need to work on, we 
always just go to our desk and open up our data folder and 
go straight to the back and find it, because we always 
know where we are, using this chart It really helps We 
have one of these [data folders] for each subyect—reading, 
writing, math, social studies, and science 


These are but two examples Throughout the progressing 
site, data drove decision making from school to grade and 
from classroom to students’ desks Staff members disaggre- 
gated data to create a robust picture of performance, and 
data were explicitly linked to the performance requirements 
of stakeholders, primarily but not exclusively customers at 
the receiving middle school 

In contrast, at the struggling site, there was no analogous 
system despite measuring and tracking of academic perfor- 
mance as senior leaders required Staff members gathered 
informal, ad hoc, disjointed information А specialist 
explained her approach as follows 


I like to talk to people and get a reaction from them “How 
do you think this is working?” I’m a nut about surveys 1 
think surveys are important I think [there are] many peo- 
ple that we can’t access to talk to verbally and sometimes 
they're willing to do some little survey to say “This 15 
how I feel about things,” where they would hesitate other- 
wise And I like to observe and see how things are 
happening 


In probing for more information about the surveys this fac- 
ulty member had used, she mentioned only one from the 
previous year Tellingly, in 1t she had discovered at the end 
of the school year that parent meetings had been scheduled 
all year on Wednesdays, the day parents considered most 
inconvenient Again, going through the motions yielded no 
actionable result, yet the specialist was proud of her efforts 


Discussion 


Two limitations of the research reported herein provide 
opportunities for further investigation First, because of 
space limitations, we do not offer theoretical contributions 
or practical recommendations about such issues as conflict 
resolution, reward systems, and the adoption of formal rules 
ш facilitating the transformation to a customer orientation, 
all of which are important concerns ın the market orientation 
and organizational change literature Our data are supportive 
of their 1mportance, but we leave these issues to a future dis- 
cussion Second, although our results contribute to the the- 
ory of customer orientation, we cannot assess the generaliz- 
ability of our contributions without cross-sectional research 
that assesses the relationships between the practices and out- 
comes we identify We expect our results to prove robust in 
service industries that have decentralized functional units 
that respond to complex stakeholder requirements, but their 
predictive value in other contexts 1s less certain and begs 
further research 

With these limitations in mind, our purpose was to pro- 
vide an understanding of how organizations might create 
and implement a customer-focused culture or orientation A 
school district provided a rich empirical context because 1t 
had never espoused a formal customer orientation, yet it 
began a cultural transformation explicitly guided by the 
market orientation literature Data collection from a 
matched sample of organizational units (schools) as this 
transformation occurred ın real time provided empirical 
insights that are not easily gleaned in case studies of suc- 
cessful transformations alone, cross-sectional surveys, or 
post-hoc executive interviews 

What do the results contribute to theory and practice? 
Foremost, although generally supportive of current theory, 
our research suggests that ıt is incomplete This 1s evident ın 
the dichotomous results we reported for each site's 1mple- 
mentation of a cultural transformation guided by market оп- 
entation theory At the end of the research period, virtually 
all students at the progressing site were at or above grade 
level, performing at levels comparable to students with the 
highest socioeconomic status 1n the district and state The 
school was even recognized with the state's quality award 
for its accomplishments as a business, not necessarily as а 
school In contrast, students at the struggling site continued 
to perform at the level predicted by their socioeconomic sta- 
tus In defining the mechanisms that differentiated the dia- 
metric outcomes, several potential theoretical refinements 
and practical 1mplications surfaced 

First, as marketing theorists desire to assist executives in 
fostering a customer orientation, our findings support the 
importance of focusing research attention on the role of 
leadership throughout the organization Unlike current the- 
ory, which focuses almost exclusively on senior leaders, our 
data suggest that for staff members to internalize a customer 
orientation, they must experience an unbroken circuit of 
passionate, sincere, unified, and committed leadership from 
top levels to local managers Any break in connectivity 
dilutes and can even negate top leaders' positive influence, 
especially 1f the break occurs 1n close proximity to workers 
The history of failed initiatives for change that are evidenced 
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in the school district 1s not dissimular to that of private 1ndus- 
try, and any reason for believing that senior leaders’ admo- 
nitions for transformation to a customer orientation are not 
sincere may be met with cynicism and retrenchment 
Although our research points out the importance of resource 
allocation as evidence of sincerity, the transformation was 
most effective when workers witnessed unified and con- 
certed leadership “walking the walk" of customer orienta- 
tion, thereby presenting evidence of its acceptance by the 
organization as a valid philosophy for improvement In other 
words, our work 1s consistent with Kohli and Jaworski's 
(1990, р 9) hypothesis that reducing organizational ambi- 
guity about leadership commitment encourages adoption of 
a customer orientation To managers, our research suggests 
that empowering local-level leadership 1s key to the practi- 
cal success of implementing a customer onentation Further 
research focused on local leadership or middle-management 
dynamics could provide additional guidance to organiza- 
tions that want to transform to a customer orientation 

Second, our findings support the centrality of customer 
requirements and performance feedback from customers 1n 
achieving the interfunctional coordination and alignment 
required in a customer orientation (Webster 1994) In our 
research, emphasis on the nonnegotiable necessity of satis- 
fying 1mmediate external customers (middle schools), sup- 
ported by data, became the glue that held the transformation 
together and helped umify diverse staff efforts In other 
words, both formal (e g , meetings between grade levels) 
and decentralized intelligence dissemination led, ın Kohli 
and Jaworskr's (1990, р 9) terms, to enhanced "interdepart- 
mental connectedness” The culture that emerged empow- 
ered stakeholders across functional specializations not only 
to disseminate intelligence as some authors’ data suggest 
(Kohli and Jaworski 1993) but also to deliver value to cus- 
tomers both internal (teachers at the next grade level, stu- 
dents within grade level) and external (parents, supportive 
business groups, middle school teachers) 

When this culture finally reached the students and stu- 
dents internalized performance goals and recognized the 
school’s unified commitment to meet them, their scholastic 
performance improved In other terms, as Kohli and 
Jaworski hypothesize (1990, p 13, Jaworski and Kohli 
1993), organizational consistency led to improved esprit de 
corps associated with improved performance outcomes To 
managers, our data illustrate the advantages in terms of 
stakeholder commitment that accrues when the organization 
addresses complex customer requirements head-on With 
well-articulated and shared customer requirements, out- 
comes were easier to evaluate, and improvements based on 
facts rather than on intuitions and opinions could be made 

For marketing researchers to disentangle the dynamics 
of interfunctional coordination or interdepartmental coordi- 
nation as shown 1n the variable results obtained by Jaworski 
and Kohli (1993), we emphasize learning more about the 
role of internal and external customer requirements when 
establishing an organizational culture that 1s conducive to a 
customer orientation We witnessed a culture emerge that 
was dedicated to satisfying a wide range of customers, both 
internal and external, some of whom had competing рпоп- 
ties When addressed directly, interdepartmental conflicts 
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diminished, in turn reducing tensions and blame 1n the orga- 
nization Thus transformation galvanized the functional spe- 
cializations 1n the organization toward meeting a cohesive 
set of organization-wide performance requirements With 
these interlocking customer needs, staff members connected 
more tightly with other functional groups and with various 
key customers, resulting in greater communication of shared 
expectations and intrastaff support 

In summary, our data support a theoretical argument їп 
favor of interfunctional coordination, or “connectedness,” 
driven by prioritization, personalization, and empowerment 
1n meeting interrelated customer needs Furthermore, to 
managers, we argue that this connectedness 1s a central fac- 
tor rather than a singular one in implementing a customer 
orientation. Further research should investigate the cultural 
transformations of other organizations to determine the 
extent to which the interfunctional dynamics we witnessed 
can be generalized, so that more can be understood about 
interfunctional coordination and how it affects organiza- 
tional performance 

Third, as Kohli and Jaworski (1990) argue, our research 
certainly reinforces the desirability of collecting, dissemi- 
nating, and using market intelligence Our research suggests 
that market intelligence, as defined solely by external fac- 
tors, presents an incomplete portrayal of the intelligence 
needed for transformation Although our research does not 
discount the importance of external customer data, the link 
of internal customer data with external requirements sur- 
faced as a critical component 1n implementing the transfor- 
mation More needs to be understood about the role of 
customer-focused data in the transformation to a customer 
orientation 

Many organizations collect customer-focused data, but 
our research suggests that when the data are widely circu- 
lated and become a shared organization-wide platform from 
which decisions are made, a customer orientation prospers 
and becomes self-reinforcing When fully instituted, the use 
of both internal and external data becomes a behavioral 
norm, so that data, rather than intuition or opinion, drive dis- 
cussion, helping to both reduce discord and improve esprit 
de corps The sense of control that emerged empowered 
stakeholders to be proactive in responding to an increasingly 
demanding environment During the transformation, the 
locus of control shifted from external to internal, especially 
among students, who uniformly believed they were in 
charge of their learning Moreover, for managers, our results 
suggest that when customer-focused data are habitually used 
to flush out causation in performance outcomes, it 1s an 
indicator of the transformation’s maturity 

Our research highlights the desirability of additional 
research on the effects of a customer orientation transforma- 
tion on staff empowerment and sense of agency Although 
we observed these changes as they occurred incrementally 
over several years, new arrivals are always amazed at the 
tremendous sense of control exuded by staff and students at 
the progressing school This control partly emerges through 
the use of customer-focused data, clear expectations, and an 
interconnected environment that 1s conducive to meeting the 
demands that internal and external customers place on the 
organization The observed differences made ın individual 


stakeholders at the progressing school, 1n contrast with the 
struggling school, are profound 

We end this article on a personal note Our faith in the 
robustness of the marketing concept, as a pragmatic guiding 
philosophy for organizations regardless of context, was rein- 
forced and renewed during this research Witnessing the 
transformation at the progressing site showed the positive 
differences that could be made 1n people's lives when the 
marketing concept was adapted appropriately to an unusual 
context We urge fellow researchers to consider educational 
and other nonprofit organizations as a venue for applied 
marketing research and service The needs are tremendous, 
and this research illustrates the potential practical and theo- 
retical rewards 


Appendix 
Interview Guide: Faculty Members 


Introduction 


Bref explanation of the research purpose understanding 
organizations that are in transition from the point of view of 
the people inside the organization Tape recording for my 
purposes No one else will ever have access or knowledge of 
these discussions except anonymously Your name will not 
be related to anyone 


Would you tell me a bit about yourself? How long have you 
been teaching? 


Broad Questions 


How would you describe what is happening here at [the 
school]? 


What are the reasons for the changes? 
Who benefits from them? 


What effects do the changes have on people here at the school? 
Teachers? Staff? Students? Parents? 


Are there people who are troubled by these changes? Please 
describe 


What facilitates these changes? 
Are there obstacles to the change process? 


Reminder Do they mention customer? Have they indicated 
whom they view as the customer of [the school]? 
Leadership 

If they have mentioned leadership 1n the previous section 


You mentioned ш the facilitators of the changes 
here at [the school] I would like to talk a bit more about this 


If they have not mentioned leadership 


I would lıke to talk a bit about the effect of a few things on [the 
school] 


Questions for both responses 
You mentioned the importance of 
doing that ıs making this sort of impact? 


Can you give me some examples of what he/she 1s doing? 


Are there any other people that have helped you to understand 
these changes? 


How would you describe the vision/mission of the school? 
How did this vision/mission come about? 


Do you see changes at [the school] supporting the mission you 
described? 


, what 1s he/she 


Interfunctional Coordination 


Are any people working together 1n groups to make changes at 
[the school]? 


Are you working with anyone to make changes here? 


Please describe what you are domg Who is working together? 
What 1s being done? 


What are some of the activities that your group 15 working on? 


Market Intelligence 


If they have mentioned anything that leads into this topic, 
such as training, grade-level teams, communication 


Га like to discuss the you mentioned 


If they have not 


I would like to talk now about customer/students’ needs 
Questions for both responses 


What do you think your students’ needs are? 


Over the past three years, has your understanding of students' 
needs changed? How so? 


Have you seen the expectations of students and their parents 
change? In what ways? 


Where do you gather this sort of 1nformation? 

Can you give me some examples of the sources of 1nformation 
you use? 

Has this information affected the way you do your Job? Please 
explain 

Has this sort of information affected the way [the school] oper- 
ates? How so? 

Can you give me some examples of programs that have been 
instituted at [the school] this year? 


а 
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Alina B. Sorescu, Rajesh К. Chandy, & Jaideep C. Prabhu 


Sources and Financial 
Consequences of Radical 
Innovation: 

Insights from Pharmaceuticals 


Radical innovations are engines of economic growth and the focus of much academic and practitioner interest, yet 
some fundamental questions remain unanswered The authors use theoretical arguments on the risk associated 
with radical innovations, and the resources needed for them, to answer the following questions on the sources and 
financial consequences of radical innovation (1) Who introduces a greater number of radical innovations domi- 
nant or nondominant firms? (2) How great are the financial rewards to radical innovations, and how do these 
rewards vary across dominant and nondominant firms? (3) Is it only a firm's resources in the aggregate or also its 
focus and leverage of resources that make its innovations more financially valuable? and (4) Which are more valu- 
able innovations that incorporate a breakthrough technology or innovations that provide a substantial increase In 
customer benefits? The authors pool information from a disparate set of sources in the pharmaceutical industry to 
study these questions Results indicate that a large majority of radical innovations come from a minority of firms 
The financial rewards of innovation vary dramatically across firms and are tied closely to firms’ resource base 
Firms that provide higher per-product levels of marketing and technology support obtain much greater financial 
rewards from their radical innovations than do other firms Firms that have greater depth and breadth in their prod- 
uct portfolio also gain more from their radical innovations 


nomic growth Firms ramp up their research budgets 
1n the hope of discovering the next blockbuster prod- 
uct before their competitors do Financial analysts keep a 
close eye on firms’ product pipelines 1n the hope of finding 
the next soaring company stock Who succeeds at the radi- 
cal innovations game? Which firms introduce these radical 
innovations and which firms gain most from them? 
Questions such as these have inspired generations of 
writers attempting to document the sources and conse- 
quences of radical innovation (Smith and Alexander 1988, 
Teitelman 1994) Since Schumpeter (1934, 1942) pondered 
whether small or large firms are the main sources of radical 


T= innovative products are important engines of eco- 
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innovations, the debate on the relationship between firm size 
and innovativeness has become the second largest body of 
literature in industrial organization economics (Cohen 
1995) Radical innovation has also been the focus of study 
1n marketing and management research (е g , Chandy and 
Tellis 2000, Gatignon and Xuereb 1997, Henderson 1993, 
Olson, Walker, and Ruekert 1995, Stringer 2000) 

Although knowledge of radical innovation has improved 
considerably during the past several years, some persistent 
limitations 1л the research remain These limitations are both 
conceptual and methodological ın nature Conceptual limi- 
tations involve the range of questions addressed in the 
research thus far Methodological limitations involve poten- 
tial problems ın the data and methods used ın the research 
Our study 1s motivated by calls to address the methodologi- 
cal issues (Fisher and Temun 1973, Scott 1984) and to 
explore a hitherto unexplored set of questions regarding the 
valuation of radical innovations (Wind and Mahajan 1997) 

Conceptually, although research has explored the 
antecedents of radical innovations, virtually nothing 1s 
known about their performance and financial value Firms 
spend billions of research and development (R&D) dollars 
m trying to create radical innovations For example, the cost 
of developing a blockbuster drug that involves a completely 
new technology has been estimated between $250 million 
and $350 million (Van Arnum 1998) However, there remain 
nagging suspicions that the returns to innovation may be 
scarce (Fortune 2000, Golder and Tellis 1993) 

All that ıs known thus far 1s that radical innovations аге 
more valuable than incremental ones (Chaney, Devinney, 
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and Winer 1991), but do firms gain more from products that 
mvolve a substantially new technology or from products that 
respond to an unfulfilled consumer need? Furthermore, do 
some firms gam more from their products than other firms 
do? Just as there are reasons some firms are better at gener- 
ating radical innovations, there may be reasons some firms 
gam more from them Such reasons, which might include 
the resources firms own and the abihty to protect and lever- 
age new products, have been unexplored thus far 

Methodologically, one of the thormest problems ш the 
study of radical innovation 15 also one of the most funda- 
mental how to determine whether an innovation 1s truly rad- 
1cal Research has used one of two methods, surveys and ret- 
rospective coding, to assess radical innovation Researchers 
who use the survey method typically provide respondents 
with a definition of radical innovation and ask them for an 
evaluation of the extent to which their firm 1s radically 1nno- 
vative (e g , Chandy and Tellis 1998, Еше and Rubinstein 
1987, Gatignon and Xuereb 1997) Thus, survey-based stud- 
1es essentially end with managers! word on whether the firm 
has introduced or will introduce radical innovations There- 
fore, this type of data potentially suffers from self-report 
bias ın measuring innovation (Price and Mueller 1986) 
Innovation 1s a desirable outcome, and managers may, con- 
sciously or unconsciously, believe there 1s a need to appear 
more innovative than they really are This need not be a 
problem if all managers are equally prone to this bias and 
the research questions simply involve comparisons across 
firms However, there may be reason to believe that 
responses from some firms (e g , those for which innovation 
1s an explicit corporate goal) are more prone to this bias than 
others are 

A different kind of bias 1s possible when retrospective 
coding 1s used to assess the radicalness of the innovation 
memory and retrospection bias (Golden 1992, Golder and 
Tells 1993) Researchers who use retrospective coding typ- 
ically provide a panel of experts a definition of radical 1nno- 
vation and a sample of products introduced at varying points 
1n time and then ask the panel for an evaluation of the extent 
to which each product 1s radically innovative (e g , Blundell, 
Griffith, and Van Reenen 1999, Pavitt, Robson, and 
Townsend 1987) However, products that failed may have 
faded from memory, or their failure may bias the way the 
coders evaluate their 1nnovativeness (е g, Louie, Curren, 
and Напсћ 2000) Alternatively, radical innovations that 
have been widely adopted and are an integral part of the cur- 
rent commercial landscape may be taken for granted and 
may not be perceived as radical as they truly were on intro- 
duction For example, the sewing machine now seems a pro- 
saic piece of household machinery, however, in 1841, when 
Barthélémy Thimonnuer first introduced the machine, 1t was 
a revolutionary product (Cook 1922, Cooper 1976) Upon 
hearing of the machine, Parisian tailors were so threatened 
by it that they burned the army tailoring shop where 80 of 
the machines had been first installed Thimmonier himself 
barely escaped with his life (Cooper 1976) 

This research attempts to address the preceding outlined 
conceptual and methodological limitations We study a 
broad array of research questions using a unique data set 
from the pharmaceutical industry that spans ten years 


(1991—2000) Pharmaceuticals 1s a knowledge-intensive 
industry, moreover, innovation 1s 1ts lifeblood (Gambardella 
1995, Scherer 2000) In these respects, pharmaceuticals 1s 
similar to other industries (е g , consumer electronics, fiber 
optics, semiconductor manufacturing) that are commonly 
studied in the context of innovation (e g , Chandy and Tellis 
2000, Dekimpe and Hanssens 1999, Dutta, Narasimhan, and 
Кају 1999) Findings from pharmaceuticals research may 
have implications for other knowledge-intensive and 
innovation-based industries (see Blundell, Griffith, and Van 
Reenen 1999) Moreover, pharmaceuticals provide rich 
sources of data that do not suffer from self-report and retro- 
spective coding concerns and that enable the study of hith- 
erto understudied research questions 

This article addresses the following questions about the 
sources and financial consequences of radical innovation 
(1) Who introduces a greater number of radical 1nnovations 
dominant or nondomunant firms? (2) How great are the 
financial rewards to radical 1nnovations, and how do these 
rewards vary across dominant and nondominant firms? (3) Is 
it only a firm's resources ın the aggregate or also its focus 
and leverage of resources that make its innovations more 
financially valuable? and (4) Which are more valuable 
innovations that incorporate a breakthrough technology ог 
innovations that provide a substantial 1ncrease 1n customer 
benefits? To address these questions and to link the two 
issues of the sources and financial consequences of radical 
innovation, we develop a single theoretical framework cen- 
tered on the concepts of risk and resources We distinguish 
three types of innovations market breakthroughs, techno- 
logical breakthroughs, and radical innovations We measure 
financial consequences by examining how stock market 
returns vary across firms and across innovations 

By using stock market measures, we attempt to con- 
tribute to the recent stream of research on the marketing— 
finance interface Srivastava, Shervani, and Fahey (1998, p 
2) note that "marketers [can no longer] afford to rely on the 
traditional assumption that positive. product-market results 
will translate automatically into the best financial results ” 
By adopting a forward-looking, stock market measure of the 
financial impact of radical innovations, we respond to recent 
calls to adopt performance metrics that can be related 
directly to shareholder value (е g , Day and Fahey 1988, Sn- 
vastava, Shervani, and Fahey 1999) Our stock market mea- 
sure, as we discuss 1n the “Method” section, also has con- 
siderable managerial significance, thus increasing the 
relevance of our findings 


Theory and Hypotheses 


Definitions 

Radical innovations Chandy and Tellis (1998) review 
the literature on radical innovation and note that two com- 
mon dimensions underlie most definitions of the con- 
struct—that 1s, (1) the extent to which the product incorpo- 
rates a new technology and (2) the extent to which it fulfills 
key customer needs better than existing products do They 
propose a taxonomy that differentiates innovations along 
these two dimensions (Table 1) According to this taxonomy, 
a radical innovation 1s a product that 1s high on both the 
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ТАВГЕ 1 
Types of Product Innovations 





Customer-Need Fulfillment 
Low High 








Newness of Technology 
High 


Incremental innovation 


Technological breakthrough 


Market breakthrough 


Radical innovation 





Source Chandy and Tellis (1998) 


technology and the market dimension, it involves a substan- 
tially different technology while offenng a substantial 
1ncrease in customer benefits A market breakthrough pro- 
vides substantially greater benefits than existing products, 
but its core technology 15 not significantly new А techno- 
logical breakthrough uses a substantially different techno- 
logy than existing products without considerably increasing 
the benefits to consumers We adopt Chandy and Tellis’s 
taxonomy of innovations along the technology and market 
dimensions, this taxonomy 1s consistent with many other 
definitions of the “newness” of an innovation (see Garcia 
and Calantone 2002) We conduct our study 1n a context that 
enables us to differentiate empirically among all three types 
of breakthroughs 


Dominance We define dominance as the level of market 
power a firm wields (e g , Scherer 1980) Authors have his- 
torically equated dominance with market share (see Szy- 
manski, Bharadwaj, and Varadarajan 1993) However, more 
recently, some authors have noted that there 1s more to dom- 
inance than a firm’s share of sales 1п a particular market 
(eg, Borenstein 1990, 1991, Pleatsikas and Теесе 2001) 
This broadened view of dominance incorporates three 
dimensions (1) market share, which reflects revenue from 
the firm’s current position in the market, (2) assets, which 
reflect the tangible and intangible factors that the firm can 
bring to bear on the market (Borenstein 1990), and (3) prof- 
its, which reflect the financial resources the firm can bring 
to bear on the market (Borenstein 1991) Our definition and 
measures incorporate this more recent, multidimensional 
view of dominance, because each of the three dimensions 
could independently influence the resources that a firm 
brings to its novation activity Thus, market share could 
provide firms with brand equity that they can leverage to 
stimulate adoption of their innovations, and profits could 
ensure that firms have adequate financial resources to 
develop and support innovations Because firms may vary 1n 
the extent to which they dominate 1n each of these dimen- 
sions and because these dimensions may bring different ben- 
efits, 1t 1s necessary to account for firms’ dominance on all 
three dimensions together (e g , Pleatsikas and Teece 2001) 


Financial value We assess the financial value of radical 
innovations using the net present value (NPV) of the future 
cash flows expected from the innovation (Ross, Westerfield, 
and Jaffe 1999) The NPV 1s a fundamental criterion for 
appraising investment projects and has been widely used by 
academics and practitioners (Fisher 1965, Ross, Westerfield, 
and Jaffe 1999) By definition, ın our context NPV captures 
the expected value of all future discounted cash flows gen- 
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erated by an 1nnovation Therefore, ıt 15 a forward-looking 
measure of the overall value of an innovation as reflected ın 
the stock market's expectation of the success of the product 
and the level of profits 1t will generate 


Product support and product scope 1n addition to dom- 
1nance, we examine whether firms’ focus and leverage of 
resources make their 1nnovations more financially valuable 
We use two concepts to capture firms' focus and leverage of 
resources product support and product scope We define 
product support as a firm's per-product marketing and tech- 
nology expenses Marketing and technology resources have 
been frequently linked, often 1n conjunction, to the success 
of new products (eg, Cooper and Kleinschmidt 1987, 
Moorman and Slotegraaf 1999, Song and Parry 1997) Prod- 
uct support reflects a firm's ability to protect and support an 
innovation on the market We define product scope as the 
extent of a firm's product portfolio within an 1ndustry Prod- 
uct scope encapsulates both breadth and depth of the prod- 
uct portfolio, as such, 1 reflects the leveraging opportunities 
of the radical innovation within the firm 


Theoretical Framework 


We organize our theoretical arguments around the two fun- 
damental concepts of risk and resources Risk refers to the 
uncertainty associated with a course of action (е g , Singh 
1986) A product is deemed risky 1f there 1s high uncertainty 
associated with 1ts outcomes There may be a higher risk 
associated with a radical 1nnovation than with an 1ncremen- 
tal product (see Golder and Tellis 1993, Robinson and Min 
2002, for a different view, see Kleinschmidt and Cooper 
1991), and this risk 1s apparent at two stages 

First, at the development stage, there 1s uncertainty asso- 
ciated with when and whether a process directed at creating 
breakthroughs will materialize into actual, ready-for-market 
innovations Firms can encourage cutting-edge research by 
dedicating sizable resources to R&D, but they cannot com- 
mand or even predict the moment when a scientist’s mind 
will conceive of a product beyond the frontier of existing 
knowledge Second, at the introduction stage, there 1s uncer- 
tainty associated with the extent and time frame of con- 
sumers’ adoption of the product (Griffin 1997) In particular, 
firms mvolved ın radical innovation face both an unknown 
probability of their products' success (1e , the likelihood of 
extracting cash flows from the products) and an unknown 
extent of their products’ success (1e, the expected magni- 
tude of the cash flows to be extracted from the products) 

Which firms can better handle these risks? Firms that 
can spread risks over a larger asset or product base face 


lower costs 1n raising money to develop or introduce a radi- 
cal 1nnovation In addition, firms with more resources are 1n 
a better position to bear the costs and support radical 1nno- 
vation (Cohen and Klepper 1996) Resource-rich firms may 
have a greater ability to absorb, interpret, and commercial- 
1ze critical 1nformation on a timely basis, which 1n turn can 
lower the risks that the firm faces (Lane and Lubatkin 1998) 
Moreover, at the introduction stage, marketing and organı- 
zational resources can help the firm stabilize and 1ncrease 
the cash flows resulting from radical 1nnovations 

The previous arguments point to a relative advantage of 
dominant firms, both in terms of who introduces and who 
gams more from radical innovations. But dominance and 
aggregate resources may tell only part of the story Indeed, 
the literature in strategy and organizational theory empha- 
sizes that the deployment of resources 1s as valuable as their 
magnitude (see Barney 1991, Makadok 2001) In addition to 
dominance, we highlight two aspects of resource deploy- 
ment (1) product support, or the extent to which 1ndividual 
products are supported with marketing and technology 
resources on introduction (t e , firms’ per-product levels of 
marketing and technology investments), and (2) product 
scope, or the extent of the product portfolio over which the 
radical innovation can subsequently be leveraged 


Who Introduces More Radical Innovations? 


The literature presents conflicting conclusions about 
whether dominant or nondominant firms are better at radical 
innovation (see Cohen 1995, Stringer 2000) Some 
researchers argue that dominant firms tend to be more 
bureaucratic (Tornatzky and Fleischer 1990) and find it dif- 
ficult to adapt and reinvent themselves when the technolog- 
ical environment changes Alternatively, they may fail to 
evaluate the long-term market potential of new technology 
because the very basis of competition changes with it 
(Christensen 1997, Stringer 2000) Some organizational the- 
orists also suggest that the research efforts of dominant 
firms are less productive than those of new entrants because 
dominant firms fail to update their set of “1nformation- 
processing assets” or to develop new ones (Arrow 1962, 
Nelson and Winter 1982) Furthermore, dominant firms may 
be less likely to introduce innovations because such innova- 
tions have the potential to decrease the rents such firms 
extract from their current products (Chandy and Tellis 
1998) 

If bureaucracy, myopia, and reluctance to change the sta- 
tus quo prevent dominant firms from introducing innova- 
tions 1n general, these should be even stronger deterrents of 
radical innovations. However, recent empirical research sug- 
gests the opposite Using a retrospective coding of 64 radi- 
cal innovations 1n two industries, Chandy and Tellis (2000) 
conclude that though small firms and new entrants intro- 
duced more radical 1nnovations before World War II, this 
trend has reversed more recently What explains this 
change? In the following paragraphs, we propose some rea- 
sons that dominant firms may introduce more radical 1nno- 
vations than do other firms 

Radical innovations and the technology necessary to 
generate them have become increasingly complex, and their 
undertaking requires sizable resources (e g , Mowery and 


Rosenberg 1998, Teitelman 1994) Dominant firms have 
greater technological, financial, and  market-related 
resources, which put such firms in a better position than 
nondomunant firms to handle the nsks associated with radi- 
cal innovation Specifically, dominant firms enjoy 
economies of scale and scope both in R&D (Scherer 1980, 
Teece 1980) and 1n marketing (Comanor 1965) Economies 
of scale in R&D entail а more efficient use of research 
resources, which 1n turn enables firms to dedicate a larger 
fraction of resources to uncertam projects Economies of 
scope and the synergies they 1mply may lead to a greater 
base of ideas that can be combined and matenalized into 
new products A greater knowledge base 1s also likely to be 
associated with higher absorptive capacity, that 1s, the abil- 
ну to recognize the value of new information, assimulate it, 
and apply it to commercial ends (Cohen and Levinthal 
1990) This suggests that radical innovations are more likely 
to arise from well-funded, sophisticated research labs where 
many top scientists spend their days putting together the 
technologies of the future Such labs are more likely to be 
found in dominant firms, which have the critical mass for 
research and often have entire divisions dedicated to pio- 
neering research 

Dominant firms also have better financial resources than 
do nondominant firms They have greater access to funds to 
finance the risky pursuit of radical innovation, and they can 
spread these risks over a large volume of sales (Arrow 1962, 
Comanor 1965) In contrast, nondominant firms may not get 
second chances, their first failure may be their last, as has 
often been shown to be the case with small firms (Dunne, 
Roberts, and Samuelson 1989) 

Finally, economies of scale and scope in R&D suggest that 
dominant firms are able to diversify their research portfolios 
and introduce more of all types of breakthroughs technologi- 
cal, market, and radical mnovations Although their technical 
capabilities help dominant firms create technological break- 
throughs, the better understanding of the market and customers 
they obtain while building their market power offers them a 
competitive advantage in creating market breakthroughs 

For all these reasons, the necessity of handling the riski- 
ness of radical innovations and their increased complexity, we 
expect the advantages of resources available to dominant firms 
to outweigh the pitfalls of their bureaucracy and inertia Thus 


Н; Dominant firms introduce significantly more (a) radical 
innovations, (b) technological breakthroughs, and (c) mar- 
ket breakthroughs than do nondominant firms 


Who Gains More from Radical Innovations? 


Innovate or Die? Sorry, that misses the point There's actu- 
ally an innovation glut The real shortage 1s profits 
—Fortune 2000 


Recent research indicates that new product introductions 
сап have a positive impact on the market value and prof- 
itability of firms (е g , Blundell, Griffith, and Van Reenen 
1999, Geroski, Machin, and Van Reenen 1993) and that the 
more innovative these products are, the greater their finan- 
cial value is For example, Chaney, Devinney, and Winer 
(1991) find that orginal new products have a greater finan- 
cial value than updates of existing products, and Klein- 
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schmidt and Cooper (1991) find that highly innovative prod- 
ucts surpass moderately innovative products in terms of 
their success rate and return on investment 

However, firms may not раш equally from innovation 
Our thesis 1s that 1t 1s not only what 1s introduced that mat- 
ters, but also who introduces it Investors value a new prod- 
uct on the basis of how successful they expect the firm to be 
in commercializing it, specifically, investors evaluate the 
likelihood of success and the level of success they expect the 
radical innovation to attain 

The product’s level of success 1s based on the magnitude of 
the net cash flows that 1t can generate relative to the investment 
made in the product These cash flows depend, 1n turn, on the 
tangible and intangible resources the firm can deploy to sustain 
and protect the innovation In particular, dominant firms have 
greater marketing resources, such as advertising and promo- 
tional budgets, which can sustain the 1nnovation and increase 
the adoption rate of the new product (Chandy and Tellis 2000) 
Because of dominant firms’ involvement with previous gener- 
ations of products, they are likely to have built a better knowl- 
edge base and a stronger set of market-based assets (Srivastava, 
Shervani, and Fahey 1998) Market-based assets such as brand 
equity can reduce the perceived risk that consumers associate 
with radical innovations (see Dowling and Staelin 1994) 
Domunant firms can also stimulate the adoption rate through 
superior access to distribution channels (Mitchell 1989) 

Financial markets evaluate the product’s likelihood of 
success on the basis of how well the firm that introduces it 
can handle the uncertainty of the cash flows the product 1s 
expected to generate Resources can both increase the magni- 
tude and reduce the uncertainty of the cash flows that an inno- 
vation 1s expected to generate Alternatively, this uncertainty 1s 
related to the perceived riskiness of the firm The literature in 
finance and industrial organization suggests that dominant 
firms face less risk and that the market uses a smaller discount 
rate when evaluating such firms' future prospects (e g , Aldrich 
and Auster 1986) Although lower perceived risk 1s mainly an 
indication of the stability of the firm, 1t 1s also an indication of 
its access to future resources Even 1f current resources are not 
sufficient to sustain a radical 1nnovation, dominant firms are 
better positioned than nondominant firms to augment these 
resources through credit markets Specifically, nondominant 
firms face a greater disadvantage than do dominant firms in the 
cost of external sources of funds Evidence from federal credit 
surveys suggests that, on average, small firms are more likely 
to face credit rationing (1e , higher interest rates and smaller 
loans), which can impair growth or even lead to failure after 
the introduction of a new product (Scanlon 1984) 

In summary, better current financial and organizational 
resources and easier access to future resources put dominant 
firms 1n a better position than nondominant firms to under- 
take the risks of radical 1nnovations, market breakthroughs, 
and technological breakthroughs Thus 


Н, Radical mnovations, technological breakthroughs, and mar- 
ket breakthroughs introduced by dominant firms are valued 
more highly than are those introduced by nondominant firms 


In the following paragraphs, we explore other factors that, in 
addition to dominance (and aggregate resources), have an 
impact on the value of radical innovations 
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Aggregate Resources Alone Do Not Tell the Full 
Story 


Previously, we argued that the financial value of a radical 
innovation depends not only on the intrinsic advantages of 
the product over competing alternatives but also on how 
well positioned the firm 15 to exploit these advantages 
(Kelm, Narayanan, and Pinches 1995) Therefore, the great- 
est economic returns go to firms that can extract the most 
rents from their products We now highlight the concepts of 
product support and product scope to argue that 1t 1s not only 
resources in the aggregate that provide a competitive advan- 
tage to the firm but also the firm’s ability to focus and lever- 
аре its resources 


Product Support 


We previously argued that greater marketing and technology 
resources are a reason the radical innovations introduced by 
dominant firms are valued more highly than are those intro- 
duced by nondominant firms However, some dominant 
firms spread these resources over a greater number of prod- 
ucts This suggests that ın addition to aggregate resources, 1t 
is also necessary to examine the per-product level of 
resources deployed by the firm, or product support Product 
support addresses the firm's commitment to individual prod- 
ucts rather than its commutment to its entire product 
portfolio 

The role of marketing and technology 1nvestments 1n the 
success of new products 1s well documented (e g , Cooper and 
Kleinschmidt 1987, Yeoh and Roth 1999) These investments 
can build brand equity and create barriers to entry for competi- 
tors Specifically, marketing builds awareness, which 1s essen- 
tial for the success of a product that 1s completely new to con- 
sumers Similarly, investors can view technology 1nvestments 
that are associated with the product (as reflected 1n patents and 
R&D spending) as evidence of higher quality, which in turn 1s 
associated with higher market value (Aaker and Jacobson 
1994) Furthermore, a strong set of patents indicates that the 
firm’s products are well protected from the early entry of com- 
petitors, which means the firm will generate cash flows for a 
longer period of time (Bunch and Smiley 1992) However, 
1nvestors evaluate innovations one at a time, therefore, 1n addi- 
tion to evaluating a firm's overall set of patents, they also value 
how well each innovation 1s protected by patents This again 
highlights the 1mportance of viewing resources оп a per- 
product basis 1n addition to doing so at an aggregate level 

In addition to their individual effects on financial value, 
marketing and technology investments may also play a joint 
role Moorman and Slotegraaf (1999) predict that both mar- 
keting and technology capabilities must be present for effec- 
tive product development Similarly, Dutta, Narasimhan, 
and Калу (1999, р 547) find that “the most 1mportant deter- 
minant of a firm's performance is the interaction of market- 
ing and R&D capabilities " Indeed, the value of marketing in 
supporting a new product will be diminished if the product 
has a shorter lifetime because it 1s not protected by a strong 
set of patents Simularly, a strong set of patents alone cannot 
increase the sales of a radically new product 1f the market- 
ing resources necessary to create awareness and increase the 
speed of adoption are lacking 


Overall, the preceding reasoning suggests that 1пуезїог$ 
recognize product support as a source of competitive advan- 
tage for firms that introduce radical innovations Thus 


Н» Radical mnovations, technological breakthroughs, and 
market breakthroughs introduced by firms with high prod- 
uct support are valued more highly than are those intro- 
duced by firms with low product support 


Product Scope 


Theory about product sequencing (Helfat and Raubitschek 
2000) suggests that the creation of new products depends on 
both existing products and the underlying path-dependent 
knowledge and capabilities of a firm A radical innovation 1s 
a real option (eg, Brown and Eisenhardt 1997) and ап 
avenue of “preferential access to future opportunities” (Bow- 
man and Hurry 1993, p 762) A firm with a broad product 
portfolio offers more opportunities for the radical innovation 
to be extended or leveraged, perhaps by developing other 
products based on the technology or simply by cross-selling 
the innovation with other products, and as such can increase 
the future cash flows that are expected from the innovation 

A greater product scope involves both depth and breadth 
of expertise A broad product scope is an indication of 
greater expertise in dealing with new products in various set- 
tings and of better ability to adapt the strategy for commer- 
cialization of each radical innovation Firms that extend their 
product portfolio in related areas by building on their current 
knowledge base have been shown to obtain economies of 
scale as well as synergies based on exchanges and transfers 
of skills and resources from one category to another (Aaker 
1984) A firm with high product scope not only has more 
opportunities to leverage the new product 1n one of its areas 
of expertise (because of breadth) but also 1s more likely to 
have the ability to leverage the product (because of depth) 
This ability to exploit synergies can extend the commercial 
life of the radical innovation and lead to more successful 
extensions, thus making the innovation more valuable 

A narrow product scope may also signal to investors that 
the firm has a deeply embedded knowledge set and that its 
core competence, though well defined, 1s limited and asso- 
ciated with a certain rigidity in dealing with projects outside 
the scope of the core competence (Leonard-Barton 1992) 
Such a firm may lack either the ability to identify all areas 
in which the radical mnovation can be leveraged or the 
expertise to leverage it Furthermore, if the firm's product 
scope 1s narrow and the new product 1s introduced within the 
firm's current scope, the risk of cannibalization 1ncreases If 
the new product 1s introduced outside of the firm's narrow 
Scope, investors may fear that the firm has limited experi- 
ence Іп the new domain This assessment would be reflected 
in the stock market's evaluation of the product Thus 


Н; Radical innovations, technological breakthroughs, and 
market breakthroughs introduced by firms with high prod- 
uct scope are valued more highly than are those introduced 
by firms with low product scope 


Are All Breakthroughs the Same? 


At first, 1t may appear that market breakthroughs are more 
highly valued by investors than are technological break- 


throughs, because their benefits are likely to be more appar- 
ent to consumers But market breakthroughs are often not 
technologically advanced, or they involve technology that is 
no longer new, and as such they are easier to imitate than are 
technological breakthroughs Thus, the economic rents that 
the firm can extract from market breakthroughs may be 
short lived 

Although there 1s more uncertainty associated with tech- 
nological breakthroughs, they are much more likely to be 
further leveraged than are market breakthroughs Firms that 
initiate technological changes have been shown to grow 
more rapidly than other firms (Geroski, Machin, and Van 
Reenen 1993) Technological breakthroughs carry the 
promuse of this growth, and investors will view them both as 
platforms for future product introductions and as signals that 
the firm 1s committed to and successful in the innovation 
process They are “options” (Bowman and Hurry 1993, 
Sharp 1991) in the sense that they can offer new strategic 
choices for the firms should the opportunity to leverage the 
technology 1n these products arise 

Introducing market breakthroughs that are not techno- 
logical breakthroughs may, in turn, signal a commitment for 
incremental 1nnovation and may position the firm as an 
entity that exploits existing knowledge rather than one that 
strives to extend the frontier of knowledge (see Cohen and 
Levinthal 1990) Thus 


Hs Technological breakthroughs are valued more highly than 
are market breakthroughs Radical innovations are valued 
the highest 


Overall, our hypotheses 1ndicate our search for insights 
into the sources of radical innovations and the financial gains 
they generate Drawing on marketing, strategy, and industrial 
organization, the hypotheses highlight the role of risk and 
resources 1n determining the sources and consequences of 
radical innovation Any tests of the preceding hypotheses 
should take 1nto account some of the limitations of existing 
research on radical innovation small, convenience samples, 
potential self-report bias, and bias introduced by retrospective 
coding The following section describes the data and methods 
we used, including several novel features that can help allevi- 
ate some of the methodological problems of prior research 


Method 


This section presents an overview of the data and empirical 
context of the article and describes how we translated each 
of our conceptual variables into empirical measures and how 
we specified the models 1n the empirical analysis 


Data and Empirical Context 


To test our hypotheses, we need (1) a comprehensive sample 
of radical innovations, (2) objective measures of the radical- 
ness of innovations, (3) a measure of the financial value of 
1nnovations at the time the innovation 1s introduced, and (4) 
a context with adequate variation 1n resources across firms 
but that nevertheless allows for comparability in radical 
1nnovations across firms 

The pharmaceutical industry 1s a context that meets 
these requirements well Because the Food and Drug 
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Admunistration (FDA) has closely documented the pharma- 
ceutical industry since 1939, researchers have access to a 
uniquely rich trove of carefully compiled historical data 
The industry 1s driven by innovations, yet there 1s enough 
variation in firms’ resources to enable us to study their 
effects on the sources and consequences of radical шпоуа- 
tions Moreover, pharmaceuticals form a pillar of the 
national economy, and innovations in this industry can Шег- 
ally make the difference between life and death for individ- 
ual consumers (Scherer 2000) 

Restriction of the empirical context to a specific industry 
allows for a degree of comparability between radical шпоуа- 
tions that would be impossible to obtain ш a cross-industry 
study A comparison of Viagra to microwave ovens, for exam- 
ple, 1s not an easy (or advisable) task In the interest of internal 
validity and given the lack of objective classifications 1n other 
1ndustries, we concentrate on pharmaceuticals as our empirical 
context In doing so, we follow in a long tradition of marketing 
researchers who have chosen this industry as their empirical 
context (e g , Dekimpe and Hanssens 1999, Gatignon, Weitz, 
and Bansal 1990, Rangaswamy and Krishnamurthi 1991) 

For the purposes of this research, perhaps the most 
attractive feature of the pharmaceutical industry 1s that it 
enables us to distinguish between incremental innovations, 
market breakthroughs, technological breakthroughs, and 
radical innovations using an external, objective classification 
system The FDA classifies new drugs along two dimensions 
at the time of approval therapeutical potential and chemical 
composition On the basis of their therapeutical potential, 
drugs are classified into two classes priority review drugs, 
which represent a therapeutical advance over available ther- 
apy, and standard review drugs, which have therapeutical 
qualities similar to those of an already marketed drug On 
the basis of their chemical composition, drugs are classified 
as either new molecular entities (NMEs) or drugs that are 
either new formulations or have new indications of use The 
NMEs are the most technologically advanced products, 
because they are based on an active ingredient that has never 


been marketed before Table 2 presents the FDA definitions 
of these categories and the operationalizations of the two 
types of breakthroughs and radical innovations 

The two dimensions of the FDA classification coincide 
precisely with the two dimensions 1n our classification of 
product innovation Specifically, the FDA’s therapeutical 
potential dimension corresponds to our customer benefits 
dimension, and the chemical composition dimension corre- 
sponds to our product technology dimension Recall that a 
radical innovation 1s a product that involves a substantially 
new technology and provides substantially greater customer 
benefits than do existing products A market breakthrough 
provides substantially greater customer benefits, but 1ts core 
technology 1s not substantially new A technology break- 
through uses a substantially different technology than exist- 
ing products but does not provide substantially greater cus- 
tomer benefits On the basis of these definitions, we classify 
product innovations as follows 


eradical innovations. priority review and NME, 
emarket breakthroughs priority review and non-NME, and 
etechnology breakthroughs standard review and NME 


Our sample 1s based on a census of innovations from 
1991 to 2000 that we obtained from the NDA Pipeline ! The 
total number of products introduced 1n that period that were 
market breakthroughs, technological breakthroughs, or radi- 
cal innovations was 380 We were able to retrieve accounting 
and financial information for 255 innovations (226 of these 
had complete data on all measures of dominance, and 212 
had complete measures on both dominance and stock market 
data) We eliminated 17 observations from the analysis 
because of confounding effects of firm announcements unre- 
lated to the approval of the drug Specifically, we checked for 





IThe NDA Pipeline ıs a database of drugs tracked from discov- 
ery through prechnical and clinical trial phases, to ultimate 
approval or rejection by the FDA It 1s administered by F-D-C 
Reports 


TABLE 2 
FDA Definitions and Operationalization of Innovations 


ФФ —————— — ——————7 


FDA Definitions 


NME An active ingredient that has never been marketed in the United 
Chemical Composition States 
Update A drug that is a new formulation, a new dosage of existing 


components, or a commercialized drug that has a new usage 


Priority review drug 
Therapeutical Potential 


Standard review drug 


A drug that appears to represent an advance over available therapy 


A drug that appears to have therapeutical qualities similar to those of 


an already marketed drug 


Operationalization of Innovations 


Therapeutical Potential 





Standard Review 


Priority Review 





Update 
Chemical Composition 


NME Technological breakthrough 


Incremental innovation 


Market breakthrough 


Radical innovation 
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equity offerings, earnings, dividends, and mergers апа acqui- 
sitions announcements made in the time window used in the 
NPV measure that could have distorted the abnormal returns 

The 255 breakthroughs in our sample were introduced 
by 66 publicly traded firms The total number of new prod- 
ucts introduced by these firms from 1991 to 2000 was 3891 
This number underlines the fact that breakthroughs are rare, 
they represent less than 7% of the total number of new intro- 
ductions The breakthroughs and radical innovations that we 
excluded from our sample are from divisions of large con- 
glomerates, private firms, firms that were no longer 1n busi- 
ness 1n 2000 (and for which financial data are unavailable), 
or joint ventures (Table 3) The figures presented in Table 3 
indicate that our focus on public companies does not cause 
us to disproportionately include innovations by dominant 
firms in our sample The innovations that we dropped from 
our sample that nondominant firms introduced are roughly 
equal in number to the dropped innovations that dominant 
firms 1ntroduced 

The 66 firms 1n our sample have headquarters 1n seven 
countries the United States, the United Kingdom, France, 
Belgium, Switzerland, Germany, and Japan Four of the 
firms 1n the data set were acquired before 2000 For those 
firms, we 1ncluded accounting data until the year of their 


acquisition, we treated data in the remaining years as miss- 
ing Testing the hypotheses required compiling data from 14 
different databases Table 4 lists the variables and the 
sources of data used ın the study 


Measures and Models 


The sample 1s a cross-sectional time-series data set that 1s 
composed of 255 breakthroughs 1ntroduced by 66 firms over 
a ten-year period. We therefore must analyze an unbalanced 
panel of data We also must choose appropriate econometric 
models to accommodate the two dependent variables of 
interest (the number and the financial value of radical 1nno- 
vations) and to account for any unobserved heterogeneity 
due to firm-specific effects 

As we noted previously, the literature suggests that dom- 
1nance 1s a multidimensional construct that involves three 
variables market share, assets, and profits (e g , Borenstein 
1990, 1991, Pleatsikas and Teece 2001) Principal factor 
analysis generates a common factor that captures informa- 
tion from all three components of dominance We therefore 
operationalize dominance as the factor score associated with 
this factor This operationalization incorporates not only the 
multrfaceted nature of dominance but also its relationship to 
firm resources, one of our key theoretical constructs There- 


Description of the Census of Radical Innovations in the Pharmaceutical Industry from 1991 to 2000 


Nature of Breakthroughs 

Used in the sample (introduced by public firms) 

Introduced by public firms in the sample, but 
data on one of the three components of dominance 
or the stock market were missing in the year the 
product was introduced 


Introduced by divisions of dominant firms 


Introduced by firms that were acquired before 2000 
and for which financial data were unavailable 


Introduced by private firms 


Introduced by public firms for which financial data were 
unavailable 


Introduced by joint ventures of public firms 


TABLE 3 
Detailed 
Details Count Count 

226 226 

29 29 

Division of 3M 1 22 
Division of BASF 3 
Division of Ciba Geigy (Ciba Vision) 3 
Division of DuPont 3 
Division of Kodak (Sterling) 1 
Division of Merck KGaA 1 
Division of Nestlé 7 
Division of Procter & Gamble 1 
Division of Sigma-Tau Pharma (Italy) 1 
Division of Snow Brand Milk Products (Japan) 1 

Upjohn, acquired in 1995 18 31 
American Cyanamid, acquired in 1994 1 
Ciba, acquired in 1996 3 
Syntex, acquired in 1994 1 
Wellcome, acquired in 1995 8 

32 32 

37 37 

Joint venture of Astra and Merck 1 3 
Joint venture of Abbott and Takeda 1 
Joint venture of L’Oréal and Nestlé 1 

380 380 


Total 
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TABLE 4 


Variables and Data Sources Used in the Study 


ee —_—————— 


Conceptual Variable 


Dominance 


Type of breakthroughs 


Value of radical innovations 


Marketing support (product support) 


Technology support (product support) 


Product scope 


Measured Variable 


f (sales, assets, profits) 


Market breakthrough FDA priority 
review 

Technological breakthrough FDA NME 
classification 

Radical innovations NMEs that are 
also priority review drugs 


NPV 


Sales force/number of new products, 
number of sales calls/number of 
new products, detailing dollars/ 
number of new products, advertising 
expenditures 


Citation-weighted patents/number of 
new products, R&D expenditures/ 
number of new products 


Entropy x number of new products 


Data Source 


*Compustat, Thomson Datastream, 
Standard & Poor's 


NDA Pipeline 
*"The Pink Sheet" 


eCenter for Research in Security 
Prices 
Datastream 


eVerispan (Scott Levin Inc ) 
*NDA Pipeline 
Schonfeld & Associates 


eU S Patent and Trademark Office 
database 
eCompustat 


*NDC directory 


Onginal source of innovation 


Riskiness of projects undertaken by 
the firm 


Cost of capital 


Dummy for inventor 


eFreedom of Information database of 
drugs 


ePharmaprojects 
«Тһе Pink Sheet" 
eLexisNexis 


eLehman Brothers Fixed Income 
Research Program 
Datastream, etc 


—— ——————————M—————oA 


fore, a dominant firm ıs more than a large firm, 1 ıs a prof- 
1table firm with resources 

Because all our data are from one industry, we use firm 
sales as a proxy for market share Profits are estimated as the 
product of assets and return on assets To check for robust- 
ness, we also conduct additional analyses using employees 
as a measure of dominance (e g , Yeoh and Roth 1999) 


Measures and Model for the Test of Who 
Introduces More Radical Innovations (Н) 


To assess who introduces more radical innovations, the 
dependent variable 1s the count of radical innovations intro- 
duced ın each year by various firms (eg, Baltagi 2001, 
Blundell, Griffith, and Van Reenen 1999, Hausman, Hall, 
and Griliches 1984) This variable has two unique proper- 
ties It 1s nonnegative (1e, a firm cannot have —5 innova- 
tions), and it involves integers (1e , a firm cannot have 2 35 
innovations) Ordinary least squares 1s inappropriate for 
count data Moreover, the data extend over multiple years 
for the same firms, that 1s, they form a time-series cross- 
sectional panel In the tradition of Blundell, Griffith, and 
Van Reenen (1999) and Hausman, Hall, and Griliches 
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(1984), among others, we account for these properties using 
a Poisson model to test H, The basic Poisson probability 
specification 15 


exp CASA 


n! 


а) P(n) 


where n, 1s the innovation count for firm 1 1n year t 

We model the parameter А, as a function of dominance 
and a set of control variables In addition to controlling for 
time and the country 1n which the firm 1s based, we include 
two measures of overall firm innovativeness as control varı- 
ables number of incremental innovations introduced and 
number of patents applied for 1n each year Although we do 
not formally hypothesize a relationship between radical 
innovativeness and the firm's incremental innovation output, 
this model enables us to explore whether radical innovations 
are “accidents” or part of a more substantial innovation out- 
put at the firm level We include a dummy for country (U S / 
non-U S ) 1n the model to account for any effects 1n valua- 
tion that may exist between U S and non-U S firms 

The panel nature of the data also enables us to control 
for firm-specific unobserved heterogeneity We use a ran- 


dom effects model and specify the Poisson parameter Xs as 
follows 


(2) An = Аб, = ехрсКив + Џо + И) 


= exp(B; Dommance, + B No Prod, 
+ B3No Patents, + B4Country, 
+ VYear + Шу + ш), 


where 


à, = a random firm-specific effect, 

No Prod, = control variable, the number of incre- 
mental products 1ntroduced 1n the same 
year with the radical 1nnovation, 

No Patents, = control variable, the number of patents 
applied for 1n the year the radical 1nno- 
vation was 1ntroduced, 

Country, = control variable, a dummy that has a 
value of 1 if the drug 1s introduced by a 
firm with US headquarters and a value 
of 0 otherwise, 

Year=a matrix of dummies for year of 
introduction, 
Ш = the unobserved firm-specific effect, and 
Ho = the overall intercept 


The Poisson probability specification becomes 


А ех Мех п, 
Р(п„ /Ху, Ш) = р вах ue рр)" E 
it 


(3) 


and the Joint density 15 


n Ant n, 
(4) Põnn» „па, /X, 1) = | ЕУ с У 
и 


ї=1 t=1 


We test for the equality of the mean and variance in the 
Poisson distribution and the appropriateness of a negative 
binomial specification as part of a robustness check for the 
counts model We also check the results from a fixed-effects 
(rather than a random-effects) specification of unobserved 
heterogeneity We report the results of these checks 1n a sub- 
sequent section 


Measures and Model for the Test of Who Gains 
More from Radical Innovations (Hz-H;) 


Measuring innovation valuation Srivastava, Shervani, 
and Fahey (1998) argue that the key to bridging research in 
marketing and finance lies in examining the impact of varı- 
ous marketing actions and market-based assets on a firm’s 
cash flows, which ultimately define shareholder value In 
line with this argument, we assess the financial value of rad- 
ical innovations using NPV, which captures the expected 
value of all future discounted cash flows generated by the 
innovation (Fisher 1965, Ross, Westerfield, and Jaffe 1999) 


We discuss how NPV is measured and its theoretical and 
managerial implications 1n Appendix A 


Measuring product support Product support has two 
components marketing support and technology support 
We assessed marketing support on the basis of investments 
in the firm’s sales force (In a subsequent section, we report 
results from a measure of product support that also 
includes direct-to-consumer advertising ) Because sales 
force expenditures are considered the most important pro- 
motional expenditures ın the pharmaceutical industry (e в, 
Yeoh and Roth 1999), we obtained three measures of firm 
investments in the sales force (1) the size of the sales 
force, (2) the number of sales calls placed by the salespeo- 
ple, and (3) the amount of dollars that the firm has spent on 
its sales force We purchased the data from Verispan, a 
marketing research firm that tracks the performance and 
investments made by pharmaceutical firms We computed 
the relative size of these marketing investments to the num- 
ber of new products introduced per year Specifically, we 
operationalized marketing support by using the factor 
scores from a principal component analysis on the relative 
measures of sales force Similarly, we assessed technology 
support on the basis of the firm’s R&D expenditures and 
the patent support that the firm’s products enjoy We used 
citation-weighted patents in light of recent research that 
shows that citation-weighted patents are a better measure 
than unweighted patents of a firm’s ability to appropriate 
returns from its innovations (Hall, Jaffee, and Trajtenberg 
2000) We computed the relative size of the R&D invest- 
ments and citation-weighted patent stocks to the number of 
new products introduced per year We then operationalized 
technology support using the factor scores from a principal 
component analysis on the relative R&D and patents 
measures We measured product support as the sum of 
the (standardized) marketing and technology support 
variables 


Measuring product scope By definition, product scope 
1s more than a mere measure of the diversification of a 
firm's product portfolio, it is a measure of the breadth of its 
expertise and the depth of the multifaceted knowledge that 
arises from introducing many innovations across multiple 
product categories We therefore needed to modify existing 
measures of diversification to account for not only the 
breadth of the product portfolio but also its overall depth 
One of the most commonly used measures of diversification 
1s entropy (Varadarajan 1986) 


(5) E- Ур, ҹа) 
j=l Р, 


where 


р, = Р/Р, the fraction of the firm's products in the jth 
product category relative to its overall product 
portfolio, 

P, = the number of products in a specific therapeutic 
category (as defined by the FDA classification of 
these categories) that the firm has at time t, and 

P = the firm's overall number of products at time t 
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The entropy measure does not differentiate among firms 
that have the same breadth of product portfolio but different 
depths A firm with 5 products, 1 ın each of five different 
product categories, has the same entropy as a firm with 500 
products, 100 1n each of five different product categories 
Our conceptual definition of scope, as we noted previously, 
also takes 1nto account the depth of the product portfolio, 
because 1t rests on theoretical arguments related to the firm's 
knowledge base We therefore multiply the entropy measure 
by the overall number of products 1n the product portfolio to 
obtain a measure of product scope 


P [Р a P 
(6) Product scope = Е x P = DELE P= ук 19 
1 121 J 


j=l 


Quantification of product scope requires the collection 
of data on all the innovations that are currently 1n the port- 
folio of the 66 firms in our sample The data are from the 
National Drug Code (NDC) directory database The NDC 
directory ıs ап FDA-maintained database that the FDA 
describes as “a universal product identifier for human 
drugs” The NDC database not only contains all the FDA- 
approved drugs available 1n the United States but also clas- 
sifies the drugs into 21 major therapeutic categories, which 
ш turn are divided into subcategories We use these mayor 
therapeutic categories to define each firm’s product cate- 
gories and to construct product scope as 1n Equation 6 Our 
data cover drugs introduced since 1970 We use a rolling 
window of 17 years (to correspond to the duration of the 
patent life) to count a product ın a firm's product portfolio 
We also conduct additional analyses on rolling windows of 
14 and 21 years to test the robustness of the results 


Model for H2-Hs 


To test H5-Hs, we estimated the following model (e g , Bal- 
tagı 2001, Dutta, Narasimhan, and Кају 1999, Geroski, 
Machin, and Van Reenen 1993) 


(у NPV и = Bo + BiDominance, + B?ProductSupport, 
+ B3ProductScope,, + МЕДА + B5MBy, 
+ BeLicensed,, + B7WACC,, +BgCountry, 
+ BoNRI,, + YYear + ACategory + б, + "c 
where 


RI,, and МВ}, = dummy variables with a value of 1 if the 
product 1s a radical innovation (respec- 
tively a market breakthrough) and a 
value of 0 otherwise, the effects of RI, 
and MB,, are therefore interpreted rela- 
tive to the third type of innovation, TB,,, 
Licensed, = a dummy variable with a value of 1 if 
the product was invented by the firm 
that introduced it and a value of 0 
otherwise, 
WACC = cost of capital for firm 1 ın year t (for a 
description of this variable, see 
Appendix B), 
NRI, =the number of breakthrough innova- 
tions introduced by firm 1 1n year t, 
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Year = matrix of dummies for the year in 
which the innovation was introduced, 
Category = matrix of dummies for the therapeutic 
class to which the drug belongs, and 
б, = the unobserved firm-specific effect 


Results 


Who Introduces More Radical Innovations? 
A major concern 1n assessing the sources of radical innova- 
tion 1s distinguishing between who invented the innovation 
and who introduced it It 1s conceivable that entrepreneurs 
develop a radically new product but do not have the means 
to commercialize 1t and thus sell 1t to a larger organization 
Because dominance ıs a central variable 1n our study, ıt 1s 
especially important to account for this possibility The FDA 
data indicate only to whom the approval to market the drug 
was granted, and thus we also needed to determine the orig- 
inal source of the innovation, or 15 inventor А comprehen- 
sive search that included “The Pink Sheet" (a detailed 
newsletter about pharmaceutical and biotechnology prod- 
ucts, published by F-D-C Reports), the Pharmaprojects data- 
base of pharmaceutical projects, and trade press articles 
published while the drugs were 1n development enabled us 
to determine that the original inventors introduced 193, or 
approximately 75%, of the 255 breakthroughs studied, 62 
breakthroughs were licensed or bought from other firms 
Only 25% of the radical innovations introduced by dominant 
firms were licensed or acquired before FDA approval, and 
the rest were invented in-house by the firms In addition, 
because the Bayh-Dole Act (35 USC $$ 200-212) sets up 
considerable incentives 1n the pharmaceutical industry for 
commercializing university research, we also used the 
Pharmaprojects database to determine how many of the 
drugs in our database were invented at universities We 
found that only 4 of the 255 drugs in our data set were 
invented at universities We further address the issue of 
invention versus product acquisition 1n analyses later 1n this 
section 

H, suggests that dominant firms introduce more radical 
innovations and more breakthroughs than nondominant 
firms do Dominance 1s significant as a continuous variable 
in the Poisson model that predicts the count of innovations 
(eB = 158, p < 001, for results, see Table 5) For ease of 
exposition, the coefficients for the time dummies are not 
included in Table 5 A significant covariate of the count of 
radical innovations 1s the number of incremental new prod- 
ucts introduced 1п the same year as the radical innovation 
(eB =1 02, p < 001) The number of patent applications sub- 
mutted by the firm, a common measure of 1nnovativeness 
previously used in the literature, was not significant (p = 
44) Even after we accounted for whether the 1nnovation 
was invented in-house or acquired, dominant firms still 
introduce more radical innovations There 1s no significant 
difference in the proportion of licensed innovations intro- 
duced by dominant versus nondominant firms (likelihood 
ratio %2 = 51, p= 48) We obtained similar results with the 
same level of significance 1Ё we used (1) firm size (opera- 
tionalized ın terms of number of employees) rather than the 
measure of dominance reported herein, (2) marketing and 


TABLE 5 
Innovation Counts: Results from the Random- 
Effects Poisson Model 





Incidence 
Rate 
Ratio (eb) 
Dominance 158* 
Number of new products introduced 
in the same year 102* 
Number of patents applied for in the 
same year 100 
Country 95 
Log-likelinood —383 12 
Wald x? 116 72* 
*p « 01 


Notes Dependent variable is number of breakthrough innovations 


technology support measures computed using the standard- 
1zed sum of their components, rather than factor scores (for 
details, see Sorescu, Chandy, and Prabhu 2003), and (3) a 
fixed-effects specification of firm-specific unobserved het- 
erogeneity rather than the random-effects specification 
reported herein We also used a negative binomial model of 
counts rather than a Poisson model The overdispersion 
parameter 1s not significantly different from zero, thus, the 
negative binomual distribution 1s equivalent to the Poisson 
distribution 

To better understand the difference between dominant 
and nondominant firms, we also present a bivariate categor- 
ical analysis of the innovation counts For exposition pur- 
poses, we use a median split on dominance among our sam- 
ple of 66 radical innovators? Figure 1 suggests that 
dominant firms introduce more than twice as many radical 
innovations and breakthroughs than do nondominant firms 
Although we draw our data from a single industry, this result 
1s 1n line with the findings of Chandy and Tellis (2000), who 
use data on radical innovations in different industries The 
convergence in findings offers some confirmation of the 
external validity of our results 

Our data also indicate that dominant firms have the 
advantage for all three types of products studied They intro- 
duce more radical innovations, market breakthroughs, and 
technological breakthroughs (Figure 2) The greatest differ- 
ence arises for technological breakthroughs, which suggests 
the possibility of economies of scale in R&D for dominant 
firms 

Table 6 presents a ranking of the top 15 firms with the 
greatest number of breakthrough innovations It 1s notable 
that the top 15 most innovative firms introduced 161 break- 
through mnovations, more than half of all breakthrough 
innovations introduced in the entire 1991—2000 period 


2This median split 1s conservative For example, the median 
number of employees per firm in our sample of radical innovators 
18 1013 forU 5 firms The 1997 U S Economic Census (U 5 Cen- 
sus Bureau 1997b) reports that less than 3% of the pharmaceutical 
companies in the United States have more than 1000 employees 


FIGURE 1 
Number of Breakthroughs Introduced by 
Dominant and Nondominant Firms 





Nondominant Dominant 
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O Acquired 


FIGURE 2 
Types of Breakthroughs Introduced by Dominant 
and Nondominant Firms 





Radical 
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Results 1n Table 6 further indicate that firms that introduce 
more radical innovations also tend to introduce more incre- 
mental innovations Thus, contrary to popular belief (e g, 
Utterback 1996), radical innovation 1s not necessarily a sub- 
stitute for incremental innovation The two appear to go 
hand in hand among the most innovative firms 
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ТАВГЕ 6 
Firm-Level Innovation Ranking and Innovation Counts, 1991—2000 





All Radical Total 

Company Breakthroughs Innovations Innovations 
GlaxoSmithKline 19 8 382 
Roche 15 7 147 
Bristol-Myers Squibb 15 4 320 
SmithKline (before Glaxo merger) 12 4 177 
Abbott Laboratories 11 2 284 
Merck 11 7 489 
Johnson & Johnson 10 2 136 
Aventis 9 4 83 
Hoechst 9 3 79 
Novartis 9 0 163 
Wyeth-Ayerst 9 2 144 
Pfizer 9 1 118 
Parke-Davis 9 4 93 
AstraZeneca 8 0 117 

, Eh Lilly 6 2 231 


What Is the Impact of Product Support and 
Product Scope on Radical Innovations? 


Н» argues that dominant firms gain more from radical 1nno- 
уапоп Н» 1s supported, results suggest that though a new 
product introduced by a dominant firm 1s valued at about 
$456 million, ıt ıs only valued at about $37 тоор if it 1s 
from a nondominant firm (Figures 3 and 4) This difference 
1s significantly different from zero (p « 01) Again, if firm 
size (number of employees) 1s used rather than the compos- 
це measure of dominance, the differences between domi- 
nant and nondomunant firms are even more pronounced 
Domunance 1s also significant as a continuous variable ш all 
three random-effects models that we tested A ranking of the 
highest NPV drugs 1s presented 1n Table 7 

To estimate the effect of product support, we first ran 
separate principal component analyses on the three sales 
force measures to extract a measure of marketing support 
and on R&D expenditures and citation-weighted patents to 
extract a measure of technology support We then computed 
product support as the sum of marketing and technology 


FIGURE 3 
Average NPV of Breakthroughs for Dominant and 
Nondominant Firms 
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support The standardized coefficients for product support 
(B = 38, p < 001) and product scope (B = 26, p < 05) are 
significant, addition of these variables to the model more 
than doubles the R2 Therefore, Нз and Н, are supported 
Greater support and scope significantly increases the finan- 
cial value of a radical innovation (Table 8 presents the 
results for the model with and without product support and 
product scope ) 

Furthermore, product support and product scope can 
explain differences 1n the NPV of radical innovations even 
among dominant firms (firms with higher than the median 
value on the dominance factor score) Figures 5 and 6 show 
the average NPV for dominant firms with high versus low 
product support and product scope, respectively These dif- 
ferences are statistically significant for both support (p « 
05) and scope (p « 01) We report the results for product 
scope using a 17-year rolling window, but significance 1s 


FIGURE 4 
Average NPV for Market Breakthroughs, 
Technological Breakthroughs, and Radical 
Innovations 


Average 
NPV 
($M) 





Market Radical 


Technological 
breakthroughs breakthroughs innovations 


———————————————————————————————D 





v 1822 S9A иоцелоии једрен 6661 ‘LL 15пбпу uBnojd-Buueuos јаоиво шеја чеоџео Jepouio] 
ezuenjjul [EJIAI]ue 'seseesip 
Lally SOA uoneAouul јемрен 6661 ‘Zz Ainr әшцуцишсохе|с) teua pue seseesip зпоцоаји) ezuejeH 
v LORY ON uomneAouul едірең 8661 ‘p, AEN olan те|пә$ело!рге2) jejseJ6by 
sijedeu [еллцив 'seseesip 
0 OL6r зод убполујууеоја joey 8661 ‘g eunr uBnojQd-Buueuos үелл pue seseesip snorjoeju| иодәдән 
ѕиоцеоцашоо oneqeip 
8 вара зод чбпојцрјееја гео'бојоиц2ај 0002 ‘LE Апр qqinbs sueAy-jolsug 'sejeqeip '5ларловр оцодејоу еоивлоопј5) 
6 2599 ON uoneAouul [E9IpeH 0002 ‘| Aew ]s19Ág-u19AM eiueyne| 'еоиво poojq еоиво блајојлуј 
әѕеәѕір 
0 9Р9 ON иоцелоии [E9IDEH 6661 ‘SL едшејдес ]s1eÁy-u94M әипшшюпе/Абојоипшші eunwedey 
eouejoduui 
6 6819 ON иоцелоии [E9IpeH 8661 ‘ZZ цолеүү јегца ÁyeuunojiueB 'јео:бојооецлку Bibel, 
oiuyyAyuelue 
GELeg ON чбпо:цуеә;а jeoiBojouysay 6661 ‘01 Avenuer Jezijd лашуиуце чејпоѕелорео ЏАЗОМН 
оцешціѕецие/ешціѕе 
2 1869 ON u6noJupeauq јеодбојоицоә 8661 ‘og KreniqeJj YSN Áreuouupnd ‘Auoyesidsay мејпбше 
(IN$ ш) posuer] edÁ, џопелоиц ejeq jeaoiddy Auedwo sse]9 ба owen 
AdN Bnug 





0002-1661 *sBnig лам 15ацбин jo Burjuey 
L318VL 


Is / 95 


Ica 


Insights from Pharmaceut 


Radical Innovation 


TABLE 8 
Results: Financial Value of Innovations 








Model 1 Model 2 Model 3 
(М = 195)а (М = 117)а (М = 117)а 

Dominance 16** 51** 50** 
Radical innovation 17** 31*** 30*** 
Market breakthrough 06 11 11 
Product support — 38*** — 
Marketing support — — 34*** 
Technology support — — 49** 
Product scope — 26“ 23" 
Number of breakthroughs 04 15 15 
Cost of capital 10 35*** 33** 
Diuretics 17** 54 50 
Country — 09 06 04 
Licensed — 06 — 13 —14 
Wald x? 23 55 48 37 48 55 

(p-value) ( 0027) (« 0001) (« 0001) 
F? within 09 29 28 
R? between 14 24 24 
F? overall 11 31 31 
*p« 10 
“p< 05 
***р < 01 
aStandardized coefficients 

FIGURE 5 FIGURE 6 


Average NPV of Breakthroughs for Dominant 
Firms: High Versus Low Product Support 





Average NPV per Breakthrough ($M) 





also maintained 1f we use a 14- or 21-year window We con- 
trolled for the therapeutic class to which the drug belongs, 
only the coefficient for the therapeutic class “diuretics” is 
significant None of the year dummies 15 significant To con- 
serve degrees of freedom, we did not include the nonsignif- 
icant therapeutic class and year dummies 1n the final model 
We also checked whether the market reaction to the drugs 
introduced by biotechnology firms was different from the 
reaction to drugs introduced by all other firms We found no 
significant differences between the two types of firms To 
further explore the relationship among dominance, support, 
and scope, we present results from four additional analyses 
First, we examined the effects of product support with its 
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components, marketing and technology support, included 
separately 1n the model The results 1n Table 8 (Model 3) 
1ndicate that both components of product support, marketing 
support (В = 34, p « 001) and technology support (B = 49, 
p « 05), have a significant, positive effect on NPV Further- 
more, including the two components maintains the signifi- 
cance of the other relevant independent variables ? 





3We also tested a model with main and interaction effects of the 
marketing and technology support variables The interaction 
between marketing and technology support 1s not significant and 1s 
not included here 


Second, we expanded the operationalization of product 
support by including advertising as an additional component 
of marketing support In recent years, pharmaceutical firms 
have viewed direct-to-consumer advertising as an increas- 
ingly important marketing expenditure. However, we were 
able to collect advertising data for only 16 firms 1n our sam- 
ple, corresponding to 85 innovations We found that adver- 
tising expenditures are highly correlated with the other mar- 
keting variables The correlation between advertising and 
dollars spent on sales calls ıs 80 (p < 001) and that between 
advertising and number of calls is 83 (р < 001) The sign of 
the coefficients and their significance levels are maintained 
when we added advertising to the marketing support vari- 
able 1n our random-effects model (see Table 9) We report 
the results of this analysis separately, because advertising 
data are available only for a limited subsample of firms and 
because its inclusion. does not substantively modify the 
results 

Third, we also checked for any significant interactions 
between dominance and product support, using dummies 
based on median splits The results show that the highest value 
1s created for firms with high dominance and high product 
support The NPV for high dominance, high support 1s signif- 
icantly greater (р < 05) than the NPV for high dominance, 
low product support In addition, the NPV for low dominance, 
high support 1s not significantly different from high domi- 
nance, low support (р = 84) Thus, investment in product sup- 
port may provide nondomunant firms with a means to equal- 
ize their NPV position relative to low-support dominant firms 

Fourth, we checked whether nondominant firms provide 
more monetary incentives to their salespeople In theory, 
such firms could compensate for small sales forces by 


TABLE 9 
Financial Value of Innovations: Results 
Incorporating Advertising 


Model 1 Model 2 

(N = 85)? (М = 85)а 
Dominance 63** 60* 
Radical innovation 38*** 38** 
Market breakthrough 00 —02 
Product support 48*** — 
Marketing support — 49*** 
Technology support — 47* 
Product scope 37** 39** 
Number of breakthroughs 12 14 
Cost of capital 51" 56*** 
Diuretics 25 15 
Country 45** 44* 
Licensed — 10 — 09 
Wald x2 5117 49 20 

(p-value) (< 0001) (< 0001) 

R2 within 38 38 
R? between 44 43 
R? overall 40 40 
*p« 10 
**p « 05 
***p « 01 


aStandardized coefficients 


spending more per sales person and per sales call Empin- 
cally, we found that the average detailing expenses per sales- 
person from 1991 to 2000 were $116,000 and $79,000 for 
dominant and nondominant firms, respectively The domi- 
nant firms 1n our sample spent an average of $132 per sales 
call, whereas nondominant firms spent an average of $129 
Overall, these richer measures provide additional evidence 
of dominant firms' resource advantages 


Are Different Breakthroughs Valued Differently? 


Hs maintains that technological breakthroughs are valued 
more highly than market breakthroughs, and radical innova- 
tions will be valued most Hs 1s partially supported Radical 
innovations are valued significantly more than either tech- 
nological or market breakthroughs (see Table 8) However, 
we did not find any significant differences between the 
financial valuation of technological and market break- 
throughs Although technological breakthroughs have a 
higher mean value, their variance 1s also higher, highlighting 
their riskiness Figure 4 presents the NPV of the three types 
of innovations 


Short-Term Versus Long-Term Horizon 


Using recent methodology from the finance literature (Bar- 
ber and Lyon 1997, Mitchell and Stafford 2000), we also 
computed one- and two-year buy-and-hold long-term abnor- 
mal returns for the firms 1n our sample Given the newness 
of radical innovations, we were concerned about the possi- 
bility that their effect on the market value of a firm may not 
be entirely captured by the short-term abnormal returns 
around the announcement The long-term results reveal no 
overall abnormal returns beyond the short-term ones (p- 
values for the tests of zero one-year and two-year buy-and- 
hold abnormal returns were greater than 10) Moreover, the 
results show no significant differences between dominant 
and nondomunant firms 1n the long run The stock market 
appears to incorporate most information about the expected 
financial value that a radical 1nnovation can add to the firm 
within two days from the announcement date (additional 
details of this analysis are available on request from the 
authors) 


Generalizations and Limitations 


The pharmaceutical industry provides a clean, data-rich, and 
economically and socially important context for this study, 
but it 1s always perilous to speculate about the applicability 
of results from one industry to another The remarkable 
advantage that we find dominant firms enjoy 1n the radical 
innovation process may raise questions about the generaliz- 
ability of our results For example, 1t could be that the phar- 
maceutical industry is highly concentrated, and small play- 
ers cannot break the barriers to entry that their larger 
counterparts impose If this is true, then making generaliza- 
tions 1s especially imprudent Some commonly studied 
industries Іп the innovation context are household appli- 
ances, electronic computer manufacturing, fiber-optic cable 
manufacturing, and semiconductor manufacturing As data 
from the US Economic Census (US Census Bureau 
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1997а) show, the pharmaceutical 1ndustry 1s less concen- 
trated than most of these industries (see Table 10) 

Another cause for concern 1s that nondominant firms аге 
disadvantaged because of the long process involved in 
obtaining FDA approval for innovations, nondominant firms 
may therefore lack the incentive to 1nnovate However, 1nno- 
vations 1n this 1ndustry are also well protected by patents, 
thus sheltering 1nnovations by small firms and encouraging 
such firms to dedicate resources to innovation The 
Waxman-Hatch Act of 1984 (21 USC § 301 et seq) 
includes provisions that can extend the patent life for a drug 
that was delayed 1n the approval process by up to five years, 
increasing the chances that firms will collect economic rents 
from their drugs beyond their initial R&D imvestments 
(Scherer 2000) Indeed, several authors have noted that 
firms 1n the pharmaceutical industry enjoy a relatively high 
level of appropriability of the returns from innovations 
(Gambardella 1995) Firms also have greater access to ven- 
ture capital than do those in many other industries (Fugazy 
2002) All these factors could help protect the investments of 
nondomunant firms and help explain why firms with fewer 
than 100 employees account for 73 83% of all pharmaceuti- 
cal firms (US Census Bureau 1997b) The long approval 
process does not appear to hinder the participation of non- 
dominant firms, at least not much more than in other 
technology-intensive industries 


Implications 


Theoretical and empirical arguments have long indicated 
that dominant firms are proficient 1n making incremental 
changes to existing products but inept 1n commercializing 
breakthrough ideas Stringer (2000, p 71) notes that “[they] 
seem to be ‘genetically’ incapable of commercializing radi- 
cal innovation and they cannot bring themselves to learn by 
doing” Henderson (1993, p 268) suggests that such firms 
are “significantly less productive than entrants in their 
attempt to introduce innovations that were radical” Our 
findings point to the contrary Dominant firms introduce sig- 
nificantly more radical 1jnnovations than do nondominant 


firms Moreover, nondominant firms suffer from double 
Jeopardy 1n the radical innovations game, not only do they 
1ntroduce fewer radical 1nnovations than the dominant firms, 
but their innovations are also valued less by the stock 
market 

Perhaps the main theoretical implication of this study 1s 
that the value of radical innovations, namely products that 
provide substantially greater benefits for consumers and 
include substantially new technology, cannot transcend the 
characteristics and capabilities of the firms that introduce 
them A radical innovation 1s only as good as the firm that 
commercializes 1t 

Contradicting the often-held belief that new, discontin- 
uous technologies signal the swan song of dominant firms 
because they do not recognize the markets for such tech- 
nologies, our results suggest that radically new technology 
can actually reinforce the market position of dominant 
firms by generating larger cash flows than the technology 
can for their nondominant counterparts Our results also 
offer a rationale for the consolidation trend in the pharma- 
ceutical industry, which has increased at a brisk pace 1n the 
last decade Firms may be seeking economies of scope to 
increase their productivity,  innovativeness, and 
profitability 

Do our results mean that small, nondominant firms are 
doomed ın their quest for radical innovations? Not necessar- 
uly In addition to firm-level resources, the stock market also 
recognizes the extent to which the firms deploy these 
resources at the product level Our results indicate that high 
product support 1ncreases the value of breakthrough 1nnova- 
tions, thus offering a means for nondominant firms to gain 
from 1nnovations by focusing their resources on key prod- 
ucts À medium-sized firm that deploys high levels of tech- 
nology and marketing support toward its key products could 
gam as much (or more) from its radical innovations as a 
dominant firm that fails to support 1ts products adequately 

Our findings also offer managers of nondominant firms 
an indication of how much their breakthrough innovations 
are worth, both to them and to a domunant firm (or a firm 
with greater marketing expertise) that would be interested 1n 


TABLE 10 
Industry Concentrations 





Industry Prior Research 


Pharmaceuticals Dekimpe and Hanssens (1999), 


Gatignon, Wertz, and Bansal (1990), 
Rangaswamy and Krishnamurthi (1991) 


Household Sultan, Farley, and Lehmann (1990), 
appliances Chandy and Tellis (2000) 

Electronic Chandy and Tellis (1998), 
computer Eisenhardt and Tabriz (1995) 
manufacturing 


Semiconductors 
aAvailable from the U 5 Census Bureau (1997a) 
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Dutta, Narasimhan, and Наум (1999) 


Value of Shipments 
Accounted by the 
Largest 20 Companies4 


Herfindahl-Herschmann 
Index for the 50 


(96) Largest Companies? 
69 7 441 5 
827 839 8 
900 6582 
62 1 688 7 


marketing their products The substantial differences 1n val- 
uation uncovered in this analysis leave considerable room 
for licensing activities that would benefit both the small 
inventors and the large firms that are better positioned to 
commercialize the inventions 

In a marketplace with intense competitive forces, radical 
innovations arguably are the last type of product for which 
the old belief “make a good product and customers will beat 
a path to 1t" 1s still applicable This article suggests that 
dominant firms are able to build “highways” to their radical 
innovations and gain more from their products An unequal 
path leads even to the best products, a path that depends on 
the resources of the firm that introduces the innovation 


Appendix A 
The NPV of Innovations 
Theoretically, the NPV for a particular product 15 given by 





CF 
(Al) NPV = Ха " = = To; 
t 


where 


CF, = the cash flow that the product ıs expected to gen- 
erate at tıme t, 
k = the required rate of return for that specific pro- 
Ject, and 
Ip = initial investment 1n the product 


The theoretical appeal of this measure resides 1n its ability 
to explicitly reflect variations 1n financial value predicted by 
the theoretical constructs on which we have built our argu- 
ments risk and resources Any firm characteristics or 
actions that reduce risk are reflected 1п a lower discount rate, 
k, which results in higher NPV In turn, higher levels of 
resources, such as marketing or technology resources, can 
increase the size of the cash flows and decrease the uncer- 
tainty of these cash flows, resulting in a lower discount rate 
and consequently a higher NPV 

An estimate of the cash flows expected from the innova- 
tion can be obtained from the stock market’s assessment of 
the value that the innovation will add to the value of the firm 
that introduces ıt The theory of efficient markets (Fama 
1970) postulates that investors are forward-looking and 
incorporate all publicly available information ш a firm’s 
stock price as this information becomes available Specifi- 
cally, when a new product approval 1s announced, investors 
will adjust the stock price to account for the expected cash 
flows that the innovation will generate For pharmaceuticals, 
the announcement occurs when the FDA gives its final 
approval for immediate commercialization of the drug 


Measuring NPV 


Empirically, we measure NPV by the increase ın the market 
value of the firm over a three-day window after the 
announcement associated with the introduction of the new 
product (we find no indication of information leakage over 
the two-day penod before approval) We use a market- 
adjusted model to calculate returns We also use a market 
model (not reported here) for robustness checks (Brown and 
Warner 1985) The NPV equation 1s 


t=2 
(A2) NPV = YR, — Rm, JP, Nshares,.j, 
1=0 


where 


К, = гаје of return on the firm's 
stock, calculated as К, = [(P, + 
d)/P, 1] - 1, 
P, — stock price at time t, 
d, = the dividend per share paid by 
the firm on day t (d, = 0 1f no 
dividend was paid on day t), 
Ели =the equally weighted rate of 
return of all publicly traded 
equities on the market, 
Nshares,_; =the number of outstanding 
shares that the firm had the day 
before the announcement, and 
Р, _ ,Nshares, _ у = market value of the firm on the 
day before the announcement 


We collected stock market data for firms traded on 05, 
European, and Japanese exchanges For non-U S firms, we 
based currency conversions on daily exchange rates col- 
lected from Datastream We used the stock market on which 
each firm traded as the benchmark to calculate abnormal 
returns and conducted robustness checks using the appropri- 
ate pharmaceutical indexes 

The abnormal change 1n market value 1s frequently used 
to assess the value of firm investments or actions and has the 
advantages of comparability and managerial appeal (see 
Dowdell, Govindaraj, and Jain 1992, Hendricks and Singhal 
1996, Klassen and McLaughlin 1996) This measure assigns 
a unique dollar value to each radical 1nnovation instead of 
examining the innovations’ effect on a percentage increase 
in the value of the firm It therefore enables us to compare 
the value of new products across firms The dollar value, as 
an absolute measure, has the additional benefit of ensuring 
symmetry and consistency between the measures we use for 
the “who introduces more” and “who gains more” questions 

The NPV measure also has considerable managerial 
appeal First, the NPV measure 1s forward-looking and pro- 
vides a metric for managers to assess the value of products 
before a time series of revenue data becomes available This 
sets the NPV measure apart from measures such as sales or 
return on investment, which are not forward-looking and 
capture the performance of a product over a specific, limited 
period of time, and then only after the fact Second, the NPV 
measure 1s based on excess returns that result from the inno- 
vation, net of the expected loss 1n cash flows from existing 
products Because the measure takes into account the extent 
to which the radical mnovation can draw sales from the 
firm's existing products, 1t provides a comprehensive metric 
of the impact of an innovation 


Impact of Information Leakage 


А concern common to all event studies that deal with new 
product announcements 1s whether any information about 
the product was 1ncorporated 1n the stock price before the 
announcement In our case, the large amount of uncertainty 
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attached to the FDA-approval process prevents investors 
from incorporating a substantial amount of information 
while the drugs await approval (DiMasi et al 1991) First, 
there 1s uncertainty about the outcome of the approval 
process per se, because more drugs are rejected than 
approved Second, there 1s uncertainty attached to the 
announcement date, also compounded by the fact that ıt 
takes an average of eight years for a drug to proceed from 
clinical trials to FDA approval (DıMası et al 1991) Third, 
because of FDA regulations, firms cannot release specific 
claims for the product before 1t 1s approved Finally, domi- 
nant firms are under closer scrutiny by investors and the 
trade press Therefore, 1Ё any information 1s leaked before 
the drug’s approval, 1t 1s more likely to be about dominant 
firms Thus, even 1f information ıs incorporated ın the stock 
price before the announcement, the effect will decrease the 
difference 1n returns at introduction between dominant and 
nondominant firms Our metric ıs therefore conservative 
because it makes support for our hypotheses more difficult 
to demonstrate 


Appendix B 
Cost of Capital 


Cost of capital 1s a control variable that accounts for the 
riskiness of the investments undertaken by the firm (Ross, 


Westerfield, and Jaffe 1999) High cost of capital 1s an 1ndi- 
cation that the firm works on projects perceived by the mar- 
ket as nsky It 1s not necessarily a proxy for the firm’s 
propensity to produce radical innovations, because riskiness 
may also be associated with projects such as orphan drugs or 
drugs that are researched simultaneously by other firms 

However, it 1s a measure of investors’ expectations for that 
firm's products We therefore include 1t as a control variable 
ш our model The cost of capital 15 given by 


D E 
A3 МАСС = Ky—(1-T)+K. =, 
(A3) ад DEKT 


where 


Ка = cost of debt = risk-free rate + credit risk premium, 
Ke = cost of equity = Re + В (Rn — Rẹ, where Reis the risk- 
free rate and R, 1s the rate of return on the market, 
D = market value of the firm's debt (approximated by 
book value), 
E = market value of the firm's equity (calculated as num- 
ber of shares outstanding x market price per share), 
А = market value of the firm's assets, approximated as 
D + E, and 
T = corporate tax rate 
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How Critical Are Critical Reviews? 
The Box Office Effects of Film 
Critics, Star Power, and Budgets 


The authors investigate how critics affect the box office performance of films and how the effects may be moder- 
ated by stars and budgets The authors examine the process through which critics affect box office revenue, that 
is, whether they influence the decision of the film going public (their role as influencers), merely predict the deci- 
sion (their role as predictors), or do both They find that both positive and negative reviews are correlated with 
weekly box office revenue over an eight-week period, suggesting that critics play a dual role They can influence 
and predict box office revenue However, the authors find the impact of negative reviews (but not positive reviews) 
to diminish over time, a pattern that is more consistent with critics’ role as influencers The authors then compare 
the positive impact of good reviews with the negative impact of bad reviews to find that film reviews evidence a 
negativity bias, that is, negative reviews hurt performance more than positive reviews help performance, but only 
during the first week of a film's гип Finally, the authors examine two key moderators of critical reviews, stars and 
budgets, and find that popular stars and big budgets enhance box office revenue for films that receive more neg- 
ative critical reviews than positive critical reviews but do little for films that receive more positive reviews than neg- 
ative reviews Taken together, the findings not only replicate and extend prior research on critical reviews and box 
office performance but also offer insight into how film studios can strategically manage the review process to 


enhance box office revenue 


in many industries (Austin. 1983, Cameron 1995, 
Caves 2000, Einhorn and Koelb 1982, Ehashberg 
and Shugan 1997, Goh and Ederington 1993, Greco 1997, 
Holbrook 1999, Vogel 2001, Walker 1995) For example, 
investors closely follow the opinion of financial analysts 
before deciding which stocks to buy or sell, as the markets 
evidenced when an adverse Lehman Brothers report sunk 
Amazon com's stock price by 19% 1n one day (Business- 
Week 2000) Readers often defer to literary reviews before 
deciding on a book to buy (Caves 2000, Greco 1997), for 
example, rave reviews of Interpreter of Maladies, a short- 
story collection by the then relatively unknown Jhumpa 
Lahin, made the book a New York Times best-seller (New 
York Times 1999) Diners routinely refer to reviews 1n news- 
papers and dining guides such as ZagatSurvey to help select 
restaurants (Shaw 2000) 
However, the role of critics may be most prominent 1n 
the film 1ndustry (Eliashberg and Shugan 1997, Holbrook 
1999, West and Broniarczyk 1998) More than one-third of 


С" play a significant role 1n consumers' decisions 
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Americans actively seek the advice of film critics (The Wall 
Street Journal 2001), and approximately one of every three 
filmgoers say they choose films because of favorable 
reviews Realizing the 1mportance of reviews to films' box 
Office success, studios often strategically manage the review 
process by excerpting positive reviews 1n their advertising 
and delaying or forgoing advance screenings if they antici- 
pate bad reviews (The Wall Street Journal 2001) The desire 
for good reviews can go even further, thus prompting studios 
to engage 1n deceptive practices, as when Sony Pictures 
Entertainment invented the critic David Manning to pump 
several films, such as A Knight’s Tale and The Animal, in 
print advertisements (Boston Globe 2001) 

In this article, we investigate three issues related to the 
effects of film critics on box office success The first issue 1s 
cnitics’ role 1n affecting box office performance Critics have 
two potential roles influencers, if they actively influence the 
decisions of consumers in the early weeks of a run, and pre- 
dictors, 1f they merely predict consumers’ decisions Eliash- 
berg and Shugan (1997), who were the first to define and 
test these concepts, find that critics correctly predict box 
office performance but do not influence ıt Our results are 
mixed On the one hand, we find that both positive and neg- 
ative reviews are correlated with weekly box office revenue 
over an eight-week period, thus showing that critics can both 
influence and predict outcomes On the other hand, we find 
that the impact of negative reviews (but not positive reviews) 
on box office revenue declines over time, a finding that 1s 
more consistent with critics’ role as influencers 

The second issue we address is whether positive and 
negative reviews have comparable effects on box office per- 
formance Our interest in such valence effects stems from 
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two reasons, the first 18 based on studio strategy and the sec- 
ond 1s rooted in theory First, although we might expect the 
1mpact of critical reviews to be strongest 1n the early weeks 
of a run and to fall over time as studio buzz from new 
releases takes over, studios that understand the importance 
of positive reviews are likely to adopt tactics to leverage 
Bood reviews and counter bad reviews (eg, selectively 
quote good reviews ш advertisements) Intuitively, there- 
fore, we expect the effects of positive reviews to 1ncrease 
over time and the effects of negative reviews to decrease 
over time Second, we expect negative reviews to hurt box 
office performance more than positive reviews help box 
office performance This expectation 1s based on research on 
negativity bias 1n 1mpression formation (Skowronski and 
Carlston 1989) and on loss aversion 1n scanner-panel data 
(Hardie, Johnson, and Fader 1993) We find that the negative 
impact of bad reviews 1s significantly greater than the posi- 
tive impact of good reviews on box office revenue, but only 
1n the first week of a film's run (when studios, presumably, 
have not had time to leverage good reviews and/or counter 
bad reviews) 

The third part of our 1nvestigation 1nvolves examining 
how star power and budgets might moderate the 1mpact of 
critical reviews on box office performance We chose these 
two moderators because we believe that examining their 
effects on box office revenue 1n conjunction with critical 
reviews might provide a partial economic rationale for two 
puzzling decisions in the film industry that have been 
pointed out in previous works The first puzzle 1s why stu- 
dios are persistent in pursuing famous stars when stars’ 
effects on box office revenue are difficult to demonstrate 
(De Vany and Walls 1999, Litman and Ahn 1998, Ravid 
1999) The second puzzle is why, at a time when big budgets 
seem to contribute little to returns (John, Ravid, and Sunder 
2002, Ravid 1999), the average budget for a Hollywood 
movie has steadily increased over the years Our results 
show that though star power and big budgets seem to do lit- 
tle for films that receive predominantly positive reviews, 
they are positively correlated with box office performance 
for films that receive predominantly negative reviews In 
other words, star power and big budgets appear to blunt the 
impact of negative reviews and thus may be sensible invest- 
ments for the film studios In the next section, we explore 
the current literature and formulate our key hypotheses We 
then describe the data and empirical results Finally, we dis- 
cuss the managerial implications for marketing theory and 
practice 


Theory and Hypotheses 


Critics: Their Functions and Impact 


In recent years, scholars have expressed much interest in 
understanding critics’ role 1n markets for creative goods, 
such as films, theater productions, books, and music 
(Cameron 1995, Caves 2000) Critics can serve many func- 
tions According to Cameron (1995), critics provide adver- 
tising and 1nformation (e g , reviews of new films, books, 
and music provide valuable information), create reputations 
(e g , critics often spot rising stars), construct a consumption 
experience (e g , reviews are fun to read by themselves), and 
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1nfluence preference (e g , reviews may validate consumers? 
self-image or promote consumption based on snob appeal) 
In the domain of films, Austin (1983) suggests that critics 
help the public make a film choice, understand the film con- 
tent, reinforce previously held opinions of the film, and 
communicate 1n social settings (e g , when consumers have 
read a review, they can intelligently discuss a film with 
fnends) However, despite a general agreement that critics 
play a role, ıt 1s not clear whether the views of critics neces- 
sarily go hand ın hand with audience behavior For example, 
Austin (1983) argues that film attendance 1s greater if the 
public agrees with the critics’ evaluations of films than if the 
two opinions differ Holbrook (1999) shows that in the case 
of films, ordinary consumers and professional critics 
emphasize different criteria when forming their tastes 

Many empirical studies have examined the relationship 
between critical reviews and box office performance (De 
Silva 1998, Jedidi, Krider, and Weinberg 1998, Litman 
1983, Litman and Ahn 1998, Litman and Kohl 1989, Prag 
and Casavant 1994, Ravid 1999, Sochay 1994, Wallace, 
Seigerman, and Holbrook 1993) Litman (1983) finds that 
each additional star rating (five stars represent a “master- 
piece” and one star represents a “poor” film) has a signifi- 
cant, positive impact on the film’s theater rentals Litman 
and Kohl’s (1989) subsequent study and other studies by 
Litman and Ahn (1998), Wallace, Seigerman, and Holbrook 
(1993), Sochay (1994), and Prag and Casavant (1994) all 
find the same impact However, Ravid (1999) tested the 
impact of positive reviews on domestic revenue, video rev- 
enue, international revenue, and total revenue but did not 
find any significant effect 


Critics as Influencers or Predictors 


Although the previously mentioned studies investigate the 
impact of critical reviews on a film’s performance, they do 
not describe the process through which critics might affect 
box office revenue Eliashberg and Shugan (1997) are the 
first to propose and test two different roles of critics influ- 
encer and predictor An influencer, or opinion leader, 15 a 
person who 1s regarded by a group or by other people as 
having expertise or knowledge on a particular subject 
(Assael 1984, Weiman 1991) Operationally, 1f an influencer 
voices an opinion, people should follow that opinion There- 
fore, we expect an influencer to have the most effect ın the 
early stages of a film’s run, before word of mouth has a 
chance to spread In contrast, a predictor can use either for- 
mal techniques (e g , statistical inference) or informal meth- 
ods to predict the success or failure of a product correctly In 
the case of a film, a predictor 1s expected to call the entire 
run (1e, predict whether the film will do well) or, in the 
extreme case, correctly predict every week of the film’s run 

Ex ante, there are reasons to believe that critics may 
influence the public's decision of whether to see a film Cnit- 
128 often are invited to an early screening of the film and 
then write reviews before the film opens to the public 
Therefore, not only do they have more information than the 
public does in the early stages of a film’s run, but they also 
are the only source of information at that tıme For example, 
Litman (1983) seems to refer to the influencer role in his 
argument that critical reviews should be important to the 


popularity of films (1) in the early weeks before word of 
mouth can take over and (2) if the reviews are favorable 
However, Litman was unable to test this hypothesis directly 
because his dependent variable 1s cumulative box office rev- 
enue To better assess causation, Wyatt and Badger (1984) 
designed experiments using positive, mixed, and negative 
reviews and found audience interest to be compatible with 
the direction of the review However, because their study 1s 
based on experiments, they do not use box office returns as 
the dependent variable 


Inferring critics’ roles from weekly correlation data In 
our research, we follow Eliashberg and Shugan’s (1997) 
procedure We study the correlation of both positive and 
negative reviews with weekly box office revenue However, 
even with weekly box office data, we argue that it 1s not easy 
to distinguish between critics as influencers and as predic- 
tors We illustrate this point by considering three different 
examples of correlation between weekly box office revenue 
and critical reviews 

For the first example, suppose that critical reviews are 
correlated with the box office revenue of the first few weeks 
but not with the film's entire run A case 1n point 1s the film 
Almost Famous, which received excellent reviews (of 47 
total reviews reported by Variety, 35 were positive and only 
2 were negative) and had a good opening week ($2 4 million 
on 131 screens, or $18,320 revenue per screen) but ulti- 
mately did not do considerably well (grossing only $32 mil- 
lion in about six months) This outcome 1s consistent with 
the interpretation that critics influenced the early run but did 
not correctly predict the entire run Another interpretation 1s 
that critics correctly predicted the early run without neces- 
sarily influencing the public’s decision but did not predict 
the film’s entire run 

For the second example, suppose that critical reviews are 
correlated not with a film's box office revenue 1n the first 
few weeks but with the box office revenue of the total run 
The films Thelma and Louise and Blown Away appear to fit 
this pattern Thelma and Louise received excellent reviews 
and had only moderate first-weekend revenue ($4 million), 
but it eventually became a hit ($43 million, Ehashberg and 
Shugan 1997, p 72) In contrast, Blown Away opened suc- 
cessfully ($10 3 million) despite bad reviews but ultimately 
did not do well In the first case, critics correctly forecasted 
the film's successful run (despite a bad opening), 1n the sec- 
ond case, critics correctly forecasted the film's unsuccessful 
run (despite a good opening) In both examples, the perfor- 
mance ш the early weeks countered cntical reviews Our 
interpretation 1s that critics did not influence the early run 
but were able to predict the ultimate box office run correctly 
Ehashberg and Shugan (1997) find precisely such a pattern 
(1e , critical reviews are not correlated with the box office 
revenue of early weeks but are significantly correlated with 
the box office revenue of later weeks and with cumulative 
returns during the run), they conclude that critics are pre- 
dictors, not 1nfluencers 

For the third example, suppose that critical reviews are 
correlated with weekly box office revenue for the first sev- 
eral weeks (1 e , not just the first week or two) and with the 
entire run Consider the films 3000 Miles to Graceland (a 
box office failure) and The Lord of the Rings The Fellow- 


ship of the Ring (a box office success) Critics trashed 3000 
Mules to Graceland (of 34 reviews, 30 were negative), 1t had 
a dismal opening weekend ($7 16 million on 2545 screens, 
or $3,000 per screen), and it bombed at the box office 
($15 74 million earned 1n slightly more than eight weeks) 
The Lord of the Rings The Fellowship of the Ring opened to 
great reviews (of 20 reviews, 16 were positive and 0 were 
negative), had a successful opening week ($66 1 million on 
3359 screens, or approximately $19,000 per screen), and 
grossed $313 million In both cases, critics either influenced 
the film's opening and correctly predicted its eventual fate or 
correctly predicted the weekly performance over a longer 
period and its ultimate fate 

These three examples demonstrate that 1t 1s not easy to 
distinguish critics’ different roles (1e , influencer, predictor, 
or influencer and predictor) on the basis of weekly box 
office revenue Broadly speaking, if critics influence only a 
film’s box office run, we expect them to have the greatest 
impact on early box office revenue (perhaps ın the first week 
or two) In contrast, 1f critics predict only a film's ultimate 
fate, we expect their views to be correlated with the later 
weeks and the entire run, not necessanly with the early 
weeks Finally, if critics influence and predict a film's fate 
or correctly predict every week of a film's run, we expect 
reviews to be correlated with the success or failure of the 
film in the early and later weeks and with the entire run The 
following hypotheses summarize the possible links among 
critics’ roles and box office revenue 


Н; If critics are influencers, critical reviews are correlated 
with box office revenue in the first few weeks only, not 
with box office revenue in the later weeks or with the 
entire run 

Н» If critics are predictors, critical reviews are correlated with 
box office revenue in the later weeks and the entire run, not 
necessarily with box office revenue 1n previous weeks 

H; If critics are both influencers and predictors or play an 
expanded predictor role, critical reviews are correlated 
with box office revenue 1n the early and later weeks and 
with the entire run 


Inferring critics! roles from the time pattern of weekly 
correlation Several scholars have argued that 1f critics are 
1nfluencers, they should exert the greatest 1mpact 1n the first 
week or two of a film's run because little or no word-of- 
mouth information 1s yet available Thereafter, the impact of 
reviews should diminish with each passing week as infor- 
mation from other sources becomes available (e g , people 
who have already seen the film convey their opinions, more 
people see the film) and as word of mouth begins to domi- 
nate (Ehashberg and Shugan 1997, Litman 1983) However, 
the 1ssue 1s not clear-cut If word of mouth agrees with critics 
often enough, a decline may be undetectable, but if critics are 
perfect predictors, such a decline cannot be expected In other 
words, if there 1s a decline ın the impact of спаса! reviews over 
time, 1t 1s consistent with the influencer perspective Thus 


Н, If critics are influencers, the correlation of critical reviews 
with box office revenue declines with time 


Valence of Reviews: Negativity Bias 


Researchers consistently have found differential impacts of 
positive and negative information (controlled for magnitude) 
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on consumer behavior For example, 1n the domain of risky 
choice, Kahneman and Tversky (1979) find that utility or 
value functions are asymmetric with respect to gains and 
losses A loss of $1 provides more dissatisfaction (negative 
utility) than the gain of $1 provides satisfaction (positive 
utility), a phenomenon that the authors call “loss aversion ” 
The authors also extend this finding to multiattribute set- 
tings (Tversky and Kabneman 1991) A similar finding 1n 
the domain of impression formation 1s the negativity bias, or 
the tendency of negative information to have a greater 
1mpact than positive 1nformation (for a review, see Skowron- 
sk1 and Carlston 1989) 

On the basis of these 1deas, we surmise that negative 
reviews hurt (1e , negatively effect) box office performance 
more than positive reviews help (1e , positively affect) box 
office performance Two studies lend further support to this 
idea First, Yamaguchi (1978) proposes that consumers tend 
to accept negative opinions (e g , a critic's negative review) 
more easily than they accept positive opinions (eg, a 
critic’s positive review) Second, recent research suggests 
that the negativity bias operates in affective processing as 
early as the initial categorization of information into valence 
classes (e g , the film 1s “good” or “bad”, Ito et al 1998) 
Thus, we propose the following 


Н; Negative reviews hurt box office revenue more than posi- 
tive reviews help box office revenue 


Moderators of Critical Reviews: Stars and Budgets 


Are there any factors that moderate the impact of critical 
reviews on box office performance? We argue that two key 
candidates are star power and budget We believe that exam- 
ining the effects of these two moderators on box office rev- 
enue 1n conjunction with critical reviews may provide a par- 
tial economic rationale for the two previously mentioned 
puzzling film industry decisions about pursuing stars and 
making big-budget films In the following paragraphs, we 
elaborate on this issue by examining the literature on star 
power and film budgets 

Star power has received considerable attention 1n the lt- 
erature (De Silva 1998, De Vany and Walls 1999, Holbrook 
1999, Levin, Levin, and Heath 1997, Litman 1983, Litman 
and Ahn 1998, Litman and Kohl 1989, Neelamegham and 
Chintagunta 1999, Prag and Casavant 1994, Ravid 1999, 
Smith and Smith. 1986, Sochay 1994, Wallace, Seigerman, 
and Holbrook 1993) Hollywood seems to favor films with 
stars (eg , award-winning actors and directors), and it 1s 
almost axiomatic that stars are key to a film's success How- 
ever, empirical results of star power on box office perfor- 
mance have produced conflicting evidence Litman and 
Kohl (1989) and Sochay (1994) find that stars’ presence 1n a 
film’s cast has a significant effect on that film’s revenue 
Sumilarly, Wallace, Seigerman, and Holbrook (1993, р 23) 
conclude that “certain movie stars do make [a] demonstrable 
difference to the market success of the films in which they 
appear” In contrast, Litman (1983) finds no significant rela- 
tionship between a star’s presence in a film and box office 
rentals Smith and Smith (1986) find that winning an award 
had a negative effect on a film’s fate in the 1960s but a pos- 
itive effect in the 1970s Similarly, Prag and Casavant 
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(1994) find that star power positively affects a film’s finan- 
cial success 1n some samples but not in others De Silva 
(1998) finds that stars are an important factor ш the public's 
attendance decisions but are not significant predictors of 
financial success, a finding that 1s documented in subse- 
quent studies as well (De Vany and Walls 1999, Litman and 
Ahn 1998, Ravid 1999) 

Film production budgets also have received significant 
attention in the literature on motion picture economics (Lit- 
man 1983, Litman and Ahn 1998, Litman and Kohl 1989, 
Prag and Casavant 1994, Ravid 1999) ! In 2000, the average 
cost of making a feature film was $54 8 million (see Motion 
Picture Association of America [MPAA] 2002) Big budgets 
translate into lavish sets and costumes, expensive digital 
manipulations, and special effects such as those seen 1n the 
films Jurassic Park ($63 million budget, released 1n 1993) 
and Titanic ($200 million budget, released 1n 1997) Ravid 
(1999) and John, Ravid, and Sunder (2002) show that 
though big budgets are correlated with higher revenue, they 
are not correlated with returns If anything, low-budget films 
appear to have higher returns What, then, do big budgets do 
for a film? Litman (1983) argues that big budgets reflect 
higher quality and greater box office popularity Similarly, 
Litman and Ahn (1998, р 182) suggest that “studios feel 
safer with big budget films” In this sense, big budgets can 
serve as an insurance policy (Ravid and Basuroy 2003) 

Although the effects of star power and budgets on box 
office returns may be ambiguous at best, the question 
remains as to whether these two variables act jointly with 
critical reviews, as we believe they do, to affect box office 
performance For example, suppose that a film receives 
more positive than negative reviews If the film starts 1ts run 
ш a positive light, other positive dimensions, such as stars 
and big budgets, may not enhance its box office success 
However, consider a film that receives more negative than 
positive reviews In this case, stars and big budgets may help 
the film by blunting some effects of negative reviews Levin, 
Levin, and Heath (1997) suggest that popular stars provide 
the public with a decision heuristic (e g , attend the film with 
the stars) that may be strong enough to blunt any negative 
critic effect Conversely, as Levin, Levin, and Heath explain 
(p 177), when a film receives more positive than negative 
reviews, it 1s “less 1n need of the additional boost provided 
by a trusted star” Similarly, Litman and Ahn (1998) suggest 
that budgets should increase a film’s entertainment value 
and thus its probability of box office success, which conse- 
quently compensates for other negative traits, such as bad 
reviews On the basis of these arguments, we propose the 
following 


Hg For films that receive more negative than positive reviews, 
star power and big budgets positively affect box office per- 
formance, however, for films that receive more positive 
than negative reviews, star power and big budgets do not 
affect box office performance 





Па investigating the role of budgets ın а film's performance, we 
need to disentangle the effects of star power from budgets, because 
it could be argued that expensive stars make the budget a proxy for 
star power However, 1n our data there 1s extremely low correlation 
between the measures of star power and budget, suggesting that the 
two measures are unrelated 


Methodology 


Data and Variables 


Our data mclude a random sample of 200 films released 
between late 1991 and early 1993, most of our data are 1den- 
tified 1n Ravid's (1999) study We first pared down the sam- 
ple because of various missing data for 175 films We gath- 
ered our data from two sources Baseline in California 
(http //www baseline hollywood com) and Variety maga- 
zine Although some studies have focused on more success- 
ful films, such as the top 50 or the top 100 in Variety lists 
(De Vany and Walls 1997, Litman and Ahn 1998, Smith and 
Smith 1986), our study contains a random sample of the 
films (both successes and failures) Our sample contains 156 
MPAA-affiliated films and 19 foreign productions, and it 
covers approximately one-third of all MPAA-affiliated films 
released between 1991 and 1993 (475 MPAA-affiliated 
films were released between 1991 and 1993, see Vogel 
2001, Table 3 2) In our sample, 3 2% of the films are rated 
G, 147%, PG, 26 3%, PG-13, and 55 796, R This distribu- 
tion closely matches the distribution of all films released 
between 1991 and 1993 (1 5%, G, 15 8%, PG, 22 1%, PG- 
13, and 60 7%, К, see Creative Multimedia 1997) 


Weekly domestic revenue Every week, Variety reports the 
weekly domestic revenue for each film These figures served 
as our dependent variables Most studies cited thus far do 
not use weekly data (see, e g , De Vany and Walls 1999, Lit- 
man and Ahn 1998, Ravid 1999) Given our focus and our 
procedure, the use of weekly data 1s critical 


Valence of reviews Variety lists reviews for the first 
weekend ın which a film opens in major cities (16, New 
York, Los Angeles, Washington, D C , and Chicago) To be 
consistent with Ehashberg and Shugan's (1997) study, we 
collected the number of reviews from all these cities Variety 
classifies reviews as “pro” (positive), “con” (negative), and 
"mixed" For the review classification, each reviewer is 
called and asked how he or she rated a particular film posi- 
tive, negative, or mixed We used these classifications to 
establish measures of critical review assessment similar to 
those Eliashberg and Shugan use Unlike Ravid's (1999) 
study and consistent with that of Ehashberg and Shugan, our 
study includes the total number of reviews (TOTNUM) from 
all four cities For each film, POSNUM (NEGNUM ) 15 the 
number of positive (negative) reviews a film received, and 
POSRATIO (NEGRATIO) 1s the number of positive (nega- 
tive) reviews divided by the number of total reviews 


Star power For star power, we used the proxies that 
Ravid (1999) and Litman and Ahn (1998) suggest For each 
film, Baseline provided a list of the director and up to eight 
cast members For our first definition of star, we 1dentified 
all cast members who had won a Best Actor or Best Actress 
Academy Award (Oscar) in prior years (1e, before the 
release of the film being studied) We created the dummy 
variable WONAWARD, which denotes films 1n which at 
least one actor or the director won an Academy Award 1n 
previous years Based on this measure, 26 of the 175 films 
їп our sample have star power (1 e , WONAWARD = 1) For 
our second measure, we created the dummy variable 
TOP10, which has a value of 1 1f any member of the cast or 


the director participated 1n a top-ten grossing film 1n previ- 
ous years (Litman and Ahn 1998) Based on this measure, 
17 of the 175 films 1n our sample possess star power (1e, 
ТОР10 = 1) For our third and fourth measures, we collected 
award nominations for Best Actor, Best Actress, and Best 
Directing for each film in the sample and defined two уап- 
ables, NOMAWARD and RECOGNITION The first vari- 
able, NOMAWARD, receives a value of 1 if one of the 
actors or the director was previously nominated for an 
award The NOMAWARD measure increases the number of 
films with star power to 76 of 175 The second variable, 
RECOGNITION, measures recognition value For each of 
the 76 films 1n the NOMAWARD category, we summed the 
total number of awards and the total number of nominations, 
which effectively creates a weight of 1 for each nomination 
and doubles the weight of an actual award to 2 (e g , if an 
actor was nominated twice for an award, RECOGNITION 1s 
2, 1f the actor also won an award ın one of these cases, the 
value increases to 3) We thus assigned each of the 76 films 
a numerical value, which ranged from a maximum of 15 (for 
Cape Fear, directed by Martin Scorsese and starring Robert 
De Niro, Nick Nolte, Jessica Lange, and Juliette Lewis) to 0 
for films with no nominations (e g , Curly Sue) 


Budgets Baseline provided the budget (BUDGET) of 
each film, the trade term for budget 1s “negative cost,” or 
production costs (Litman and Ahn 1998, Prag and Casavant 
1994, Ravid 1999) The budget does not 1nclude gross par- 
ticipation, which 1s ex post share of participants 1n gross rev- 
enue, advertising and distribution costs, or guaranteed com- 
pensation, which 1s a guaranteed amount paid out of revenue 
1f revenue exceeds the amount 


Other control variables We used several control уап- 
ables Each week, Variety reports the number of screens on 
which a film was shown that week Eliashberg and Shugan 
(1997) and Elberse and Ehashberg (2002) find that the num- 
ber of screens 1s a significant predictor of box office rev- 
enue Thus, we used SCREEN as a control variable Another 
worthwhile variable reflects whether a film 1s a sequel (Lit- 
man and Kohl 1989, Prag and Casavant 1994, Ravid 1999) 
The SEQUEL variable receives a value of 1 1f the movie 15 
a sequel and a value of 0 otherwise There are 11 sequels in 
our sample The industry considers MPAA ratings an impor- 
tant 1ssue (Litman 1983, Litman and Ahn 1989, Ravid 1999, 
Sochay 1994) In our analysis, we coded ratings using 
dummy variables, for example, a dummy variable G has a 
value of 1 if the film 1s rated G and a value of 0 otherwise 
Some films are not rated for various reasons, those films 
have a value of O Finally, our last control variable 1s release 
date (RELEASE) In some studies (Litman 1983, Litman 
and Ahn 1998, Litman and Kohl 1989, Sochay 1994), 
release dates are used as dummy variables, following the 
logic that a high-attendance-period release (e g , Christmas) 
attracts greater audiences and a lower-attendance-period 
(e 2 , early December) release 1s bad for revenue However, 
because there are several peaks and troughs in attendance 
throughout the year, we used information from Vogel's 
(2001, Figure 2 4) study to produce a more sophisticated 
measure of seasonality Vogel constructs a graph that depicts 
normalized weekly attendance over the year (based on 
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1969—84 data) and assigns a value between 0 and 1 for each 
date in the year (Chnstmas attendance ıs 1 and early 
December attendance ıs 37, these are high and low points of 
the year, respectively) We matched each release date with 
the graph and assigned the RELEASE variable to account 
for seasonal fluctuations 


Results 


Table 1 reports the correlation matrix for the key variables 
of interest The ratio of positive reviews, POSRATIO, 1s 
negatively correlated with the ratio of negative reviews, 
NEGRATIO, that 15, not many films received several nega- 
tive and positive reviews at the same time The most expen- 
sive film in the sample cost $70 million (Batman Returns) 
and 1s the film that has the highest first-week box office rev- 
enue ($69 31 million), opening to the maximum number of 
screens nationwide (3700) In our sample, the average num- 
ber of first-week screens 1s 749, the average first-week box 
office return 1s $5 43 million, and the average number of 
reviews received 1s 34 (43% positive, 31% negative) Using 
a sample of 56 films, Ehashberg and Shugan (1997, р 47) 
reported 47% positive reviews and 25% negative reviews In 
our sample, Beauty and the Beast had the highest revenue 
per screen ($117,812 per screen, for two screens) and the 
highest total revenue ($426 million) 


The Role of Critics 


H,-H, address critics! role as influencers, predictors, or 
both To test the hypotheses, we ran three sets of tests First, 
we replicated Eliashberg and Shugan’s (1997) model by 
running separate regressions for each of the eight weeks, we 
included only three predictors (POSRATIO or NEGRATIO, 
SCREEN, and TOTNUM) In the second test, we expanded 
Eliashberg and Shugan's framework by including our con- 
trol variables in the weekly regressions In the third test, we 
ran time-series cross-section regression that combined both 
cross-sectional and longitudinal data in one regression, 
specifically to control for unobserved heterogeneity 

The replications of Eliashberg and Shugan's (1997) 
results are reported 1n Tables 2 and 3 The coefficients of 
both positive and negative reviews are significant at 01 for 
each of the eight weeks, and they seem to support H4 Crit- 
ics both influence and predict box office revenue, or they 
predict consistently across all weeks 

We added the control variables to the regressions Tables 
4 and 5 report the results of this set of regressions 2 The 
results confirm what 1s evident in Tables 2 and 3 The crti- 
cal reviews, both positive and negative, remain significant 
for every week For the first four weeks, SCREEN appears 
to have the most significant impact on revenue, followed by 
BUDGET and POSRATIO (NEGRATIO) After four weeks, 
BUDGET becomes insignificant, and critical reviews 
become the second most 1mportant factor after screens In 
general, the R? and adjusted R2 are greater than those ın 


2Although we report the results using one of the four possible 
definitions of star power, WONAWARD, rerunning the regressions 
using the other three measures of star power does not change the 
results 


Tables 2 and 3, suggesting an enhanced explanatory power 
of the added variables 

For the third test, we ran time-series cross-section 
regressions (see Table 6, Baltagi 1995, Hsiao 1986, р 52) 3 
In this equation, the vanable SCREEN varies across films 
and across time, the other predictors and control variables 
vary across films but not across time We also created a new 
variable, WEEK, which has a value between 1 and 8 and 
thus varies across time but not across films In this regres- 
sion, we added an interaction term (POSRATIO x WEEK or 
NEGRATIO x WEEK) to assess the declining impact of 
critical reviews over time The results support Н» and par- 
tially support Н, The coefficient of positive and negative 
reviews remains highly significant (Врозшуе =3 32,p< 001, 
Bregate = —Э 11, р < 001), pomting to the dual role of crit- 
128 (Нз) However, the interaction term 15 not significant for 
positive reviews, but it 1s significant for negative reviews, 
suggesting a declining impact of negative reviews over time, 
which 1s partially consistent with critics’ role as influencers 

These results are somewhat different from Eliashberg 
and Shugan's (1997) findings (1 е, critics are only predic- 
tors) and Ravid’s (1999) results (1 е, there 1s no effect of 
positive reviews) There are several reasons our results dif- 
fer from those of Eliashberg and Shugan First, although 
they included only those films that had a minimum eight- 
week run, our sample includes films that ran for less than 
eight weeks as well We did so to accommodate films with 
short box office runs Second, the size of our data set 1s three 
times as large as that of Eliashberg and Shugan (175 films 
versus 56) Third, our data set covers a longer period (late 
1991 to early 1993) than their data set, which only covers 
films released between 1991 and early 1992 Fourth, we 
selected the films 1n our data set completely at random, 
whereas Eliashberg and Shugan, as they note, were more 
restrictive. Similarly, our results may differ from those of 
Ravid because we included reviews from all cities reported 
ш Variety, not only New York, and we used weekly revenue 
data rather than the entire revenue stream 


Negative Versus Positive Reviews 


Hs predicts that negative reviews should have a dispropor- 
tionately greater negative impact on box office reviews than 
the positive impact of positive reviews Because the per- 
centages of positive and negative reviews are highly corre- 
lated (see Table 1, г = — 88), they cannot be put into the same 
model Instead, we used the number of positive (POSNUM) 
and negative (NEGNUM) reviews, because they are not cor- 
related with each other (see Table 1, г = 17), and thus both 
variables can be put into the same regression model We 
expected the coefficient of NEGNUM to be negative, and 
thus there may be some evidence for negativity bias if 
|Вмчвсмим! 15 greater than |Врогмом| Table 7 reports the 
results of our time-series cross-section regression 
Although wggwuM 15 negative and significant 
(BNEGNUM = — 056, t = —2 29, p< 02) and Вьоѕмом 15 роѕ- 
itive and significant (Bposnum = 032, t = 234, р < 01), 
their difference (|Вмесҹом| – ІВроѕмом)) 15 not significant 
(Fi, 1108 < 1) In some sense, we expected this pattern 


3We thank an anonymous reviewer for this suggestion 


Box Office Effects of Film Critics / 109 


~“ 
~ 


yəəm цовә 10} suoisse1861 ојеледев s! poya гпџалал Арједм sı ejqeueA зиәриәдәд зејом 

















(1000 >) (1000 >) (2298) (zere ) (21280 9 (6100 ) (12091 ) (8269 ) 
у! 26 2991 29200 96 – 19900 – LLE 91002 1 6104 (zzl = и) 8 
(1000 >) (1000 >) (16792 ) (8589 ) (9990 –) (000) (02802 ) (2995 ) 
69 ZS EL ZL 66200 ly- 96600 — 9S € 16786 2 €9/S (oe =u) Z 
(1000 >) (1000 >) (бе878 ) (2098 ) (20010 –) (2200 ) (09091 ) (LLOZ ) 
ZZ voL GI 91 66200 6! – 27100 – 90€ 87289 | 6/04 (gel =u) 9 
(1000 >) (1000 >) (22278 ) (2267 ) (29920 ) (1200 ) (2687! ) (8922 ) 
SE ZZL 2,91 ©0600 69 99800 YLE 604 | 9267. (2) = и) 9 
(1000 >) (1681) (82828 ) (1681) (19040) (2700 ) (дгру) ) (114) 
1091. ZE | 19200 Ze | S6tL0 162 9269! 2 [ZAVA (бе! =u) p 
(1000 >) (L000 >) (14142) (8120) (gesz ) (0900 ) (22791 ) (6979 ) 
98 68 се El 19700 115 19960 612 8962 € сӯ99 (сүр = Ч) € 
(1000 >) (1000 >) (02818) (9200 ) (вере! ) (0200 ) (25291 ) (#414) 
ZE LEL 2291 26900 0^2 8670 SLE G9v70 t 6224 (#91 =u) 2 
(L000 >) (1000 >) (22098 ) (762). ) (94140) (9200 ) (21071 ) (2124) 
€0 Leh 6r 21 06800 бр | 160 962 ГД: 8922 (291 = и) | 
(опјел-4) (enjeA-d) (108121002 (опјел-а) (џагоујео5 (опјел-а) (џагоујео5 (zy рәіѕпірү) yoann 
oney-4 ONSHe}S-} pezipsepue}s) 9451215-1 pezipsepuejs) onsneis- pezipyepuels) zd 
JUDIDIYJBOD чә2әод ічәэщәод 
рә21рлериеіѕип рәгірлериеіѕип pezipiepuejsum 
N33H2S WNNLOL OllVHSOd 





SMOIAOY әлцѕоа JO oBejue2Jed цим synseg uoissaJDeg (2661) ѕ,иебпцѕ pue Bjequsei3 jo иоцеоуден 
с 318VL 


110 / Journal of Marketing, October 2003 


ујеам цова 10} suoisse.Be1 ejeredes s! poujejy enueAeJ Ápjea^ s! әјдеиел ұиәриәдәд sejoN 


БББ 














(1000 >) (1000 >) (20998 ) (вора ) (29990 -) (2800 ) (28661 –) (8989 ) 

oz 06 6€ 91 19200 8! |- 70400 — 89 Z- 29802 |- SY69 (22! =u) 8 
(1000 >) (1000 >) (9292 ) (2099 ) (20620 –) (9900 ) (2291 –) (0099 ) 

1668 64 LL 96200 09 – 90900 – 94 Z- OLEOL Z- 7099 (02! = и) 2 
(1000 >) (1000 >) (брор8 ) (s99 ) (61920 –) (8200 ) (ибр! ~) (4669 ) 

ZS 201 0191 66200 др – 89200 – 96 z- 9272 |- 8902. (ге! =и)9 
(1000 >) (1000 >) (28828 ) (2929 ) (12920 ) (уу00 ) (81! –) (2222) 

£9 061 09 91 200 6v 81700 68 Z- 19884 |- 8622 (2! = и) g 
(L000 >) (1000 >) (Leg ) (0602 ) (0040) (7810) (r6021 –) (#904) 

S6 LLL 1291 99200 9 | 980 ве z- 27216 |- 84 (681 = и) Ӯ 
(1000 >) (1000 >) (Ecv94 ) (9670 ) (61811) (9010) (819Ӯ1 –) (рүў9 ) 

69 88 916} Zvv00 86 | 1670 69 Z- 6866 £- 8159 (Spl =u) Е 
(L000 >) (1000 >) (76228 ) (9220 ) (856) (6000) (16221 —) (6122) 

9c PEL IS OL 86500 222 РОСРО ES £- 1680} S- £424 (#91 = и) ё 
(1000 >) (1000 >) (#06}8 ) (88/2) (62780 ) (8100) (sest –) (6222 ) 

89 су 08 21. 88800 о: | S820 81 £- 26490 9- 0624 (291! = и) | 
(enjeA-d) (enjeA-d) (уџагоцјеод (әпел-о) (иәощәод (anjea-d) зиәюшщәо2э (zd peisnípy) мом 
оцен-4 onsnejs- peziprepuels) onsne1s4A pezipiepuels) onsnels- pezipiepuels) zd 

JUIIIIJaoD магошео5 зшагошзод 
рә21рлерир}$ип pezipuepuejsug pezipiepuejsufi 
N33HOS WAaNLIOL OLLVYDAN 





SMƏJAƏY әлцебәм јо әбејиәоләа чим synseg џо!ззолбен (7/661) $,иебпцѕ pue Bjequsei3 jo цоцеоцйән 


Є 278 


Box Office Effects of Film Critics / 111 


seseujueied ш рәџродә әле sejeq рәл!ргерир}5 yaam цовә JO} ѕиоіѕѕә;бә; ejejedes si рощәш 'апџелел ÁpjeeM s! ејаеџел juepuedeq SAN 








| > d, 

GO »d,, 

0 >а, 
(126) (Ott) (22: -) (zeo-) (790) (zeo-) (ezo) (810) (620 -) (evo) (811) 

48942 902  €€4 — „200 „498 «810 — 612— 8/9 v00- 180 540 SEL- 666 „И Ze6- (221 = и) 8 
(992 ) (291. ) (ҝәо-) _ (780—) (810) (4000) (490) (суо) (ozo ) (921) (9/0) 

4612! 8/9 #Ә — „200 „262. | 6010 – t18- 982 1000 982 Src vel „„„992 2 Ly 809 I- (06: =u) Z 
(268 ) (sel) (050 (szo-) (060) (ppp (oro) (vzo) (160) (810) (160) 

0262 201 424 „600 91Р 1 800 – 814— ФРА 900 – 161 ге! 202 822 . „798 Ely I- (се! = и) 9 
(998 ) (291) (20) (260) (290) (sco-) (890) (/10—) (980) (190 (pil) 

42628 | ВР, 892 — „200 „2198 | 900 8/9— #801 800- 9/9 L0L— £09 101— „9121 „626 !- (ZEL=U)S 
. (S4) (291 ) (#91) (#80 -) (009  (v20- (#890) (590—) (zzi) (6L0-) (880) 

„аде Вел 894 „00 «vat С «4 6£0 914- — BSE - S00- ВЕР SLS- рог | оде – Les z6- (681 =u) > 
(109) (891) (ore) (210) (0602 (1103 (900—) (eso-) (601) (610- (940) 

##922 902 8704  .S€00 „069 € „SOL 8с vy16— £00-  6S90-  сро1— ser} ole- 996 917 2 (ду! = Ш) Є 
(269 ) (241) (12) (820) (#0) (920) (S10 (ЕРО-) (2200) (варо) | (2790) 

«РУ ОР 86A далд „900 «0/9 У 4460 +688} 678 600 98L— ФЄ9— 72990 ве!- 226 40Sv- (уср=и)д@ 
(866) (981) (8/2 ) (evi) (sreo) (6090) (4900) (8120 (820 –) (60: –) (9010) 

‚666 9// 16/1 „400 „9649 „Є9/} 42229 9202 zeo- 0121— Sbr- 198 – „OLS 992 4689- (291 =u) } 

оцен-4 Н Н NddHOS  OllVH 139 лапо 35727 WNN H е!-9да да 9 QuvAV  1uejs XooM 

peisnipy -SOd -ana -3S -34 -LOL -NOM -u09 





зојаемел |01]U0D лошо pue 5мә!лән олшвоа JO обејиоолод ui зупзон ио!ѕѕәлбән Арлеом :гпиолон VIJO ход uo sMalAeH |20110 JO 1999 
у 318Vl 


112 / Journal of Marketing, October 2003 


ѕәѕәщиәјеа ш раџодеј eje sejeq peziprepuelg хәәлм цове јој зиолззелбол ayesedas si рощәш 'әпиәлә„ Крувем sı ejqeueA зџерџодед зејом 
| > d, 

S0 »d,, 

10 >а, 


= авва“ 


(126 ) (260 -) (29: —  (0v0- (eso) (660  (v009 (110 (88950 (oro ) (221 ) 


42018 904 6021 „8200  .4008— .„810- o8z- 919 t00-  SI0-  €v0- оса – ӨЎЄ ves eet- (221 = и) 8 
(792) (8081 –) (280—)  (960-) (2800) (zoo) (0) (6600 _— (210–) (221 ) (280 ) 

„2191 LZS 209 ‚6200 „99 L— 210 – 886-  €€L 62000 650 810 – 780 - 062 ELS 990 (061 = и) 4 
(168) (ве! –) (erso) (0900 (zvo) (850 — (610) (роо) (210) (ozo ) (260 ) 

«врба — v0L  8Z4 — „200 „409 L— 800 – 908— 929 800 – #60 ozo 6и SSZ „#09  9es0- (861 =) 9 
(298 ) (991 –) (120) (990 ~) (#60) (690 (290) (660-) (9/0) (tro-) (ezi) 

+926 РЛ LOZ £00 „296 |- 700 699- 26 010- Ezz elZ- ges 619 ~ 8е8 o8z- (zeL=u)s 
(072) (сў –) (491 ) (0002 (410 (#20-) (oro) (690 (и) (c10-) (990) 

“LSE #64 SZ „600 «018 2- — „860 2c08- £98- S00- 18 869 – 280 | 6c2- 6669 981 (661 =u) # 
(209 ) (rst —) (zez ) (soo) (9150 (110 (v£&0- (Е2:–—) (6680) (1810-) (9980) 

«1222 60, 924  .v00 „226 €- — „9660 9660 992 I- +00- 06 - O8€I- SIZI Lop — 4601 228 (Spl = Ш) Е 
(014) (981 –) (soz ) (890) (soo) (но) (050—) (Szo-) (020 (rs0- (990) 

О А 692 .S00 494b S- — „160 9991 сё +00 ez9- SILI- 09Е- cvL1- 9011 610 (#91 =u) 2 


(689) (181 -) (122) (Ltt) (9Р0) (690-) _(РЕО—) (190 (190-9 (ди ~ (910) 
«0919 72, 682 — „200 £447. 244 „вебу ЕРЕ 9е0-  219—  SS01-  РЕ2!-  „61%9— lee ове – (291 =u) | 


—————————————————————————M——————— 


ORnEH-4 zd Н N3a3HOS ООН 139 "Iano asval WAN u егда да 9 QHVMV ues 399A 
peisnipy "дам "апа -JS -JH “LOL "МОМ -u09 
— eee 


ѕәјдемед годиод ләшщО pue ѕмәјлән әлдебәм jo eDejueo1ed YM зупзан ио!$$әлбән ÁpjeaM ANUJ зоо ход UO ѕмәјлән [BOND JO AYA 
9 571971 


Box Office Effects of Film Critics / 113 


ТАВГЕ 6 
Effect of Critical Reviews on Box Office Revenue (Fuller-Battese Estimations) 


Using Percentage of Positive Reviews 





Significance 


Using Percentage of Negative Reviews 





Significance 


Variable Coefficient t-Value (p-Value) Coefficient t-Value (p-Value) 
Constant —142 — 98 33 214 133 18 
WONAWARD 58 146 14 69 159 11 
G —1 18 —1 07 28 —1 46 —1 19 23 
PG 102 10 91 – 33 — 81 75 
PG-13 – 042 — 04 96 – 48 – 46 64 
А 22 24 81 — 16 — 16 86 
TOTNUM — 006 — 52 60 —007 — 59 55 
RELEASE 102 121 22 77 82 41 
SEQUEL 73 130 20 55 89 37 
BUDGET 032 2 24 02 023 147 14 
POSRATIO 3 321 3 33 00 
NEGRATIO —5 11 —4 41 00 
SCREEN 005 22 06 00 005 21 79 00 
WEEK — 436 —2 23 02 — 55 —2 38 01 
POSRATIO x WEEK – 023 – 14 89 
NEGRATIO x WEEK 42 2 17 03 
R2 47 43 
Hausman test for 

random effects M= 100 60 М =2 00 36 


Notes Dependent variable is weekly revenue, method is time-series cross-section regression N = 159 


TABLE 7 
Tests for Negativity Bias 


=== 


Fuller-Battese Estimation 


Constant 53 ( 38) 
WONAWARD 55 (139) 
G -165 (-1 50) 
PG -58  (-62) 
PG-13 -71 (78) 
R -46 (—51) 
RELEASE 110 (131) 
SEQUEL 64 (114) 
BUDGET 0З (217)** 
DPosNuM 032 (234)" 
NEGNUM — 056 (-2 29)" 


Week 1 Regression Week 1 + Week 2 Regression 


-294 (—134) -247 (-156) 
08 (07) 41 (56) 
-621 (-246)* -443 (-247)* 
-209 (-100) -139  (-93) 
-150  (-74) -145 (99) 
-122  (-63) -113  (-81) 
355  (170)** 245 (167y* 
485 (337)* 345 (3517 
18 (505) 15 (576)* 
052 (160) 055 (240) 
– 209 (-3 42) —148 (-3 49)* 


007 (1282) 006 (15 46)* 


3 76* 2 71 тж 
162 317 
798 736 


————_—————_———-—————-——-—————.— === 


SCREEN 005 (22 70)* 
WEEK — 446 (-2 33)* 
F-value for |Вџевмом! — |Врозмим! 54,NS 

N 159 

R2 471 

*p< 01 

**р< 05 

"*p « 1 


Notes Dependent variable is weekly revenue, methods are time-series cross-section regression and weekly regressions (Week 1 and Week 
1 + Week 2) The t-values are reported in parentheses N S = not significant 


because we found that negative reviews, but not positive 
reviews, diminish 1n impact over шпе A stronger test for the 
negativity bias should then focus on the early weeks (the first 
week 1n particular) when the studios have not had the oppor- 
tunity to engage 1n damage control As we expected, the neg- 
ativity bias 15 strongly supported 1n the first week Although 
BNEGNUM 15 negative and significant (BygGnum = – 209, t = 
-3 42, p < 0001), Bposnum 15 not significant (Bposnum = 
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052, t = 160, p = not significant), and their difference 
(Вувсмомі – |Врозмом 15 significant (Еу 151 = 376, р < 
05) Separate weekly regressions on the subsequent weeks 
(Week 2 onward) did not produce a significant difference 
between the two coefficients The combined data for the first 
two weeks show evidence of negativity bias (Table 7) 

It 1s possible that the negativity bias 1s confounded by 
perceived reviewer credibility When consumers read a pos- 


т 


шуе review, they may believe that the reviewers have a stu- 
dio bias In contrast, they may perceive a negative review as 
more likely to be independent of studio influence To sepa- 
rate the effects of credibility from negativity bias, we ran an 
analysis that 1ncluded only the reviews of two presumably 
universally credible critics Gene Siskel and Roger Ebert 4 
We were only able to locate their Joint reviews for 72 films 
from our data set, of these films, 32 received two thumbs up, 
10 received two thumbs down, and 23 received one thumb 
up We coded three dummy variables TWOUP (two thumbs 
up), TWODOWN (two thumbs down), and UP&DOWN 
(one thumb up) In the regressions, we used two of the 
dummy variables TWOUP and TWODOWN The results 
confirmed our previous findings The coefficient of 
TWODOWN 15 significantly greater than that of TWOUP 
in both the first week (Brwopown = —6 51, Brwoup = 32, 
Ер, 57 = 495, p < 03) and the entire eight-week run 


(Brwopown = —2 28. Brwour = 42, Fi, 501 = 3 46, p < 06) 


Star Power, Budgets, and Critical Reviews 


Hg predicts that star power and big budgets can help films 
that receive more negative than positive reviews but do little 
for films that receive more positive than negative reviews 

Because we made separate predictions for the two groups of 
films (POSNUM - NEGNUM < 0 and POSNUM – 
NEGNUM > 0), we split the data into two groups The first 


4We thank an anonymous reviewer for this suggestion 


group contains 97 films for which the number of negative 
reviews 1s greater than or equal to that of positive reviews, 
and the second group contains the remaining 62 films for 
which the number of positive reviews exceeds that of nega- 
tive reviews We ran time-series cross-section regressions 
separately for the two groups Table 8 presents the results 

Table 8 shows that when negative reviews outnumber 
positive reviews, the effect of star power on box office 
returns approaches statistical significance when measured 
with WONAWARD (В = 1 117, t= 1 56, p= 12) and ss sta- 
tistically significant ш the case of RECOGNITION (В = 
224, t = 2 09, p « 05) In each case, BUDGET has a posi- 
tive, significant effect as well However, when positive 
reviews outnumber negative reviews, neither the budget nor 
any definition of star power has any significant 1mpact on а 
film's box office revenue The results imply that star power 
and budget may act as countervailing forces against negative 
reviews but do little for films that receive more positive than 
negative reviews 


Discussion and Managerial 
Implications 


Critical reviews play a major role in many industries, includ- 
ing theater and performance arts, book publishing, recorded 
music, and art In most cases, there 1s not enough data to 
identify critics’ role in these industries Are critics good pre- 
dictors of consumers’ tastes, do they influence and deter- 
mune behavior, or do they do both? Our article sheds light on 


TABLE 8 
Effects of Star Power and Budget on Box Office Revenue 





When POSNUM - NEGNUM <0 
(i e., Negative Reviews Outnumber 
Positive Reviews) 


When POSNUM — NEGNUM > 0 
(i.e., Positive Reviews Outnumber 
Negative Reviews) 





(n = 62) (n 2 97) 

Star Power Is Star Power Is Star Power Is Star Power Is 
Variable WONAWARD RECOGNITION WONAWARD RECOGNITION 
Constant 1540 (106) 1234 (86) 1238 (77) 1250 (78) 
WONAWARD 1117 (156) NA 529 (99) NA 
RECOGNITION NA 225 (209)** NA —069 (– 95) 
а –2 372 (-1 86)*** –2 679(-2 11)“ –1 651 (–121) —1 451 (–1 05) 
Ра – 131 (- 19) – 340 (– 49) – 522 (– 47) – 436 (– 39) 
РО-13 — 818 (—1 54) — 978(-1 82)*** – 743 (– 69) – 723 (– 67) 
R —а —а – 503 (—49) – 387 (– 38) 
RELEASE —1 358 (- 90) — 779 (—53) 1331 (115) 1212 (104) 
SEQUEL —501 (-63) —480 (-61) 1531 (156) 1057 (110) 
BUDGET 053 (301) 047 (265) — 030 (–1 49) – 017 (– 82) 
SCREEN 003 (10 97)* 003 (11 09)* 006 (19 03)* 005 (19 00)* 
WEEK – 447 (-2 20)" — 446 (–2 20)* —482 (223) —480 (222) 
R? 377 380 486 487 
Hausman test for 

random effects М=737* М =7 13* М = 8 87* M = 8 25* 

*p< 01 
**p« 05 
**р< 1 


aThis set did not have any unrated films and thus dropped the R rating during estimation 
Notes NA = not applicable, dependent variable 15 weekly revenue, method is time-series cross-section regression The t-values аге reported 
in parentheses 
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critics’ role тп the context of a film's box office performance 
We further assess the differential impact of positive versus 
negative reviews and how they might operate jointly with 
star power and budget 

Our first set of results shows that for each of the first 
eight weeks, both positive and negative reviews are signifi- 
cantly correlated with box office revenue The pattern 1s 
consistent with the dual perspective of critics (1e , they are 
influencers and predictors) At the simplest level, this sug- 
gests that any marketing campaign for a film should care- 
fully integrate critical reviews, particularly in the early 
weeks If studios expect positive reviews, the critics should 
be encouraged to preview the film 1n advance to maximize 
their 1mpact on box office revenue However, if studios 
expect negative reviews, they should either forgo initial 
screenings for critics altogether or invite only select, 
“friendly” critics to screenings If negative reviews are 
unavoidable, studios can use stars to blunt some of the 
effects by encouraging appearances of the lead actors on 
television shows such as Access Hollywood and Entertain- 
ment Tonight (The Wall Street Journal 2001) 

Our second set of results shows that negative reviews 
hurt revenue more than positive reviews help revenue 1n the 
early weeks of a film’s release This suggests that whereas 
studios favor positive reviews and dislike negative reviews, 
the impact is not symmetric In the context of a limited bud- 
get, studios should spend more to control damage than to 
promote positive reviews In other words, there may be more 
cost effective options than spending money on advertise- 
ments that tout the positive reviews Furst, studios could 
forgo critical screenings for fear of negative attention For 
example, Get Carter and Autumn in New York did not offer 
advance screenings for critics, leading Roger Ebert 
(Guardian 2000) to comment that “the studio has concluded 
that the film ıs not good and will receive negative reviews” 
Second, studios could selectively invite “soft” reviewers 
Third, studios could delay sending press kits to reviewers 
Press kits generally contain publicity stills and production 
information for critics Because newspapers do not run 
reviews without at least one press still from the film, with- 
holding the kit gives the film an extra week to survive with- 
out bad reviews 

Our third set of results suggests that stars and budgets 
moderate the impact of critical reviews Although star power 
may not be needed 1f a film receives good reviews, it can 


significantly lessen the impact of negative reviews Sum- 
larly, big budgets contribute little ıf a film has already 
received positive reviews, but they can significantly lessen 
the 1mpact of negative reviews Therefore, 1n some sense, 
big budgets and stars serve as an insurance policy Because 
success 1s difficult to predict in the film business (see, e 5, 
De Vany and Walls 1999), as 1s the quality of reviews, exec- 
utives can hedge their bets by employing stars or by using 
big budgets (e g , expensive special effects) These actions 
may not be needed and, on average, may not help returns, 
however, if critics pan the film, big budgets and stars can 
moderate the blow and perhaps save the executive's job 
(Ravid and Basuroy 2003) 


Implications for Other Industries 


Although the current analysis applies to the film 1ndustry, 
we believe the results may be applicable to other 1ndustries 
in which consumers are unable to assess the qualities. of 
products accurately before consumption (e g , theater and 
performance arts, book publishing, recorded music, finan- 
cial markets) Critics may influence consumers, or con- 
sumers may seek out the critics who they believe accurately 
reflect their taste (1e, the predictor role) For example, in 
urban centers, “theater and dance critics wield nearly life-or- 
death power over ticket demand" (Caves 2000, р 189), for 
Broadway shows, critics appear both to 1nfluence and to pre- 
dict consumers’ tastes (Reddy, Swaminathan, and Motley 
1998) Similarly, research 1n the bond market shows that 
there 1s little market reaction to bond rating changes when 
the rating agency simply responds to public information 
(1e, the rating agencies simply predict what the public has 
done already) In contrast, 1f the rating change 1s based on 
projections or inside research, the markets react to the news 
(see Goh and Ederington 1993) 

In addition to the role of critics, all the other issues that 
we have raised 1n this article (е g , negativity bias, modera- 
tors of critical reviews) should be of significance 1n other 
industries as well For example, bad reviews can doom a 
publisher’s book (Greco 1997, p 194), but as with films, 
readers’ reliance on the book critics 1s reduced when the 
book features a popular author rather than an unknown 
author (Levin, Levin, and Heath 1997) When enough data 
are available, there 1s ample opportunity to extend our 
framework to assess the revenue returns of such simular cre- 
ative businesses 
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